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J ,_' THER-AVER Devivorsent Bask (1DD) hated the conference
iiding a Mo MMMWWWM
ﬁ* aand the Caribbean’ in Rio de Janeiro i March 1999, The purpose
[thy mmwmmmmummmmawmp
pment services (BDS) in Latin America and the Caribbean. 1t succeeded in
Msei ting the latest developments in best practice to o very large andience.
nlbhmthcmy(nrmwmhmmmlw BDS, o8 well as
entilyin, new guidelines for future BDS interventions. The proceedings of the
o 2 are being published in two volumes, the first of which contains pre-
_"~ hmthelumwoulcxpcmwhmbwnpublhhcdundcuhc
h &um Development Services. A Review of International Experience by
JIDG Publishing on behalfl of the Committee of Donor Agencies for Small
Enterprise Development. This second volume represents the Latin American and
Caribbean experience.

lu uun America and the Caribbean, the sectors of micro-, small and medium
Mleed enterprises contribute significantly 1o the local economies through their
potential for promoting employment and reducing poverty. The availability of,
and access to, efficient and high-quality financial services und BDS are essential
n order for these enterprises Lo acquire new skills, know-how and technology in
un increasingly competitive and globul eovironment

~ The IDB has developed numerous projects to ensure the availability of BDS,
und has been o forerunner in developing new products and modalities designed
10 accommaodute the needs and demands of the micro- and small enterprise seo-
tors. Together with other international development institutions, the 1DB has
participated in joint efforts 1o develop best-practice guidelines for the design and
detivery of BDS to micro-, small, and medium scale enterprises. These best prac-
tice guidelines have been expanded and refined, based on numerous research
papers, case studics, and projects carried out by these institutions all over the
world This conference contributed significantly 1o the further development ol
these guidelines.

This volume consists of general discussion of important issues and arcas of
BDS, best practice case studies from a variety of countries throughout the region.
the development of 8 BDS market, and the role of the public sector in the mar-
kel for BDS The presentations bring up o number of recurrent themes for
re-evaluation, but ul the same time new and interesting themes are emerging.

The theme most emphasized during the conference wis that of sustainability -
ol programmes, services, and institutions. Not only have donor funds become
| scarcer, limiting funding to only the most attractive projects in terms of the

potentinl numbet of clients reached, but donor funding now focuses on pro-
grammes with o potential for a sustained existence beyond donor support. Papers
on financial viability explored various business development services and their
potentinl for being sell-sustainable, the conclusions poINing 10 cerain services
having greater potential for sustuinubility or finuncial viability than others. And
it remains one of the major challenges of the field 1o indontify ways 10 success-
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fully combine sustainability with outreach 10 the poorest segments of the micro-
andd small enterprise sectors,

Two new themes emerged during the conference. that of « market locus and
that of performance measurement. The first sgnifies i puradigm shift. from that
of focusing on mstitutional development 1o that of focusing on market develop-
ment. It was pointed out that many providers of BDS operate independently of
donors or investors, and it was agreed that more emphasis should be plnccd on
the need 1o support and develop the markets for these providers (o work in.and
on the underlying failure of markets, which 1s caused by mperfect flow of infor-
mation, The second theme was tnggered by a presentation on performance
measurement which proposed a standardized framework for measuring scale.
outreach, impact, cost-cffectiveness. and sustaimability. Donors dre increasingly
required (o show results of the interventions undertaken and investments made.
and the conference became the stage for a lively discussion in terms of what
should be identificd as results and how these should be measured. The perform-
ance measurement frnmewaork is currently bemg apphied 10 0 number of projects.
from which process it will no doubt be refined to become an important wol for
donors and other investons in development to assess the efficiency and impact of
business development services.

Through assimilation of these new tools and guidelines. the IDB intends 10
continue its support to projects that contribute (o the comolidation of effective
and competitive markets for business development services 10 micro- and small
entreprencurs Also, the TDB will contimue 10 invest in new resenrch that leads 1o
Innavative approaches 1o the challenges in this field.

The IDB wishes 1o extend specil gratitude to the European Commission for
A generous grant i support of the event and this volume.

Antonio Vives

Depurty Manager

Infrastructure, Financial Markets and Privare Enterprise
Sustainable Development Departmen

Inter-American Development Bank

For more information on the BDS Conference in Rio, please sce our web sites
wwew bl org/sdsutility. o fd 1 SWENG LIS H/pub/700 for the English version and
wivw kb org/sds/uriliny.c fm/ 1SS PANIS H/pub/700 tor the Spamish version,
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PART | INTRODUCTION TO BUSINESS

DEVELOPMENT SERVICES

1. Principles of good practice in business
development services

ALAN GIBSON
The Springfield Centre for Business in Development

e SerivariELn Centre was asked by the Committee of Donor
s for Small Enterprise Development! 1o undertake o study on good prac-
um-ﬁnanunl services for small and medium enterprises (SMEs). Six
s Jater, in 1997, after o re-branding/renaming process and the demise of the
erally uninspiring epithet of non-financial services, we reported to the
nlittee on good practice in business development services (BDS). The basix
s report was 4 set of guiding, core principles on how BDS should be
ed and delivered. These preliminary guidelines sought o summarize
s views of their own experience and subsequently was summarized in o
ler version that has been widely circulnted (Committee of Donor Agencies
mall Enterprise Development, 1998).

e that time BDS has received a higher profile in development cireles und
ey pitention has been devoted 1o it by agencies; it is clear that we are in the
M of u significant process of rethinking and leaming in BDS. However, while
el hos changed in the last three years, and although the principles of good
btice outlined in the original guidelines may be known to many, it would be o
ahe to let this familiarity undermine our sense of the importance of these
ples. 1n practice, the framework of broad principles of good practice still
WS up 1o serutiny and it forms a valid and logical starting paint lor the con.

iy chapter is concerned principally with explaining the key messages [rom
b guidelines. More specifically, it hay three objectives
T explain what is meant by BDS.

i Mﬂthkoypdndpluo‘p«!miain BDS.
mh some key challenges for the way abend as we seck to further

ce bearning and practice in BDS.

before sing (hese Isues, a number of points peed (o be empha.

mwm. minary guidelines.

he guidel mmm views of their own expericnce. They
an .q{m teag Mw
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analysis this was not » quantitative, benchmarking exercise bused around core

indicators, The diversity of BDS and the paucity of data available made this
impossible.

® The guidelines were always seen as the first step in enhancing learning and
practice and ultimately impact; they are primarily an input (0 8 process rather
than an end in themselves

® The importance of principles lies in their propensity to influence the real world
positively. By themselves they achieve nothing. Indeed, it is dangerously casy
for principles to slide down an unfortunately familiar path in development cir-
gles ~ from principle (o platitude o slogan; buzzwords 10 be chanted loudly
and repeatedly at approprifte times and places! For this framework to avoid
such o fate, and be relevant, it is has to be given specific meaning lor particu.
lar contexts, services und objectives

do we mean by BDS?

g microlinance, now associnted with a relatively tughtly defined set of finan-
Jucts for houscholds or microenterprises, spealic definitions of BDS
0 wlusive. This s pot surprising. 10 s essentially @ leftover category, what
s after removing financial services. And while noon-financial services was
an unsatisfactory title, renaming them BDS still does not avoid the essen-
nature of the BDS entity - created by bringing together the
d interventions after financial services’ removal.
metice, there is no universally accepted definition of BDS, yet we do need
# common understanding of it in order fo make progress in improving
mnce, One way of bringing greater coherence to the idea of BDS is in
SME needs, services and providers (see Figure 1.1),
lu any situation, have a senes of needs? in relation to vanous aspects of
performance. These are generally concerned with skills and know)-
gused on “how 0" and ‘who with’ qucstmm uver the inputs to their
> (pcoplc suppliers, technology, premises, ete,) and their outputs (trans-
1, i kets, competition, efc, ).

vices, offered formally or informally, develop to meet these necds/demands.
" one st of services is fimancial, which allows SMES to address a variety
Othet services may include consulting, training, advising. transporting,
ing. maintaining, communicating, cte. Strictly speaking, the term
lmplks non-transferrable, intangible/non-physical goods — Le. not infra-
components or aw materials supply or direct buying of goods from
I practice, these distinctions have beocome blurred and some services -
ln economist's definition - have been categorized under the BDS ban-

i s technology development, incubators and direct trade interventions
; 1y not mutter. The point here is that SMEs require a range of tangible and
agible services and products to be available to them in order for them to

8 eitectively,

‘ are o rnge of formal and informal institutions and individuals who
m to meet the needs of SMEs This can range from provision under
A 1o commercial provision by the private sector, 1o informal, unpaid
w assoctations and Gunily networks. 1t s important 1o recognize
fe are very different traditions in BDS providers. In many European coun-
notably Germany), for example, membership of business associations/
- .ﬂ commerce ks compulsory and these organizations (with state support)
:»; ful advocates and service providers At the other end of the spectrum, in
A v‘ the most entreprencurial econamics in the workd, such as in the Chinese

" mh of SE Asia, u strong enterprise culture based around

i

:
ot ot
s

pwvhh the nm institutional basis for the supply of services
providens and services varies from one situation
Mhuywmynmndmve.emckm

(d mlum and services) exists As development agencies inter-
m In lowerincome economies, our challenge is to
il e h M m more Mn
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Inevitably, what emerges from the above s not the chimcal, tight definition that
some might like and that is possible in the relatively flat terrn of microfinance
It doesn't serve anyone's purpose to construct o definition currently that is over-
Iy exclusive, numely:

BDS are un array of non-financial services offered on o formal or informal bists by o
range of prowiders 1o SMES (o address their needs

This relatively broad definition should not be equated with fizziness in how we
mtervene - which is the focus of our discussion below. It doesn't mean that ‘any-
thing goes”. [t does meun, however, that there is considerable breadth in what can
be called legitimate areus for justified interventions in BDS.

Principles of good practice in BDS

Ultimately, of course, practice is only a means to an end; what matters is results,
As development agencies, this means positive change in the capacity and per-
formance of SMEs leading 1o the schievement of wider development objectives,
The principles, therefore, are concerned with how:

® interventions should be designed and munaged by facilitative organizations
sich as donors or non-governmental organizations (NGOs)
® institutions — providers of BDS — should be developed and how they should

operiste
® services should be developed and delivered.

The original preliminary guidelines specified 11 differemt principles as well as
broader development criterin that together defined good practice in BDS. These
have been summarnized into seven core principles. us follows

Businesslike and demand-led

Emerging both from theory and hard experience, this is the fint and probably
mest important principle of good practice in BDS; namely that the design
and implementation of any BDS intervention should be driven by business-like
concerns, skills and values In practice, this principle has numerous manifesta-
tons

® Transactional relationships: 'Conventional’ development interventions are
hased on charitable relationships characterized by # one-way Now of benefits
from a benefactor 1o 4 beneficiary. Business relationships in market-based
economies are completely opposite to this (see Table 1.1). They are transuc-
tonal hased around exchange. mutual benefit (and respect) and response 10
demands rather than needs. Businesses characteristically do not expeet ch .
ty: I a product/service hay vilue for them they will pay for it Indeed,
something his no price it s often seen as having no value. In practice, this has
huge implications. For example:

© Incentivizing relationships bhetween facilitators and pr

Megs.

Lo it i ottt £

Dusiness centres (in Peru und Ecuador) is based on pefformance-related
ent, with higher client payments und greater financial sustainability
tewirded by greater funding (Gibson und Hitchins, 2000),

Charging for services: onsuring that SMEs pay (semething!) for services
Ammedintely belps 10 create o more demanding and productive
elient-provider relationship, foreing both to consider value. Training organ-
Azations, in particular, huve found that charging improves the quality of their
LN

Developing an offer; designing products: the question at the heart of any
Dusiness relationship is: what is it that you offer? What do you distinctively
Brng 10 a murket that others do not? As in microfinance, BDS products
ed 10 be designed, marketed and delivered in a way that addresses the
feal situation of SMEs and which is cognisant of the wider competitive envi-
ranment in which they exist

Ming (and developing) the right people: The need to be businesslike forces
pnEzatons 1o reconsider the people they employ. Historically, aid-funded
Bhcies have nol been good at delving into business ventures. However, in
Or 1o play an sctive role in facilitating BDS provider, for example, increas-
Iy they need people who ure both entreprencurial and sccountable.
larly. they need 1o construct linancial relationships that encouruge the
Hopment of people’s entreprencurial abilities (for example, through incen-
hased arrangements). Many ‘traditional” development people may not be
o for BDS.

v ) : Delivery organizations in BDS that embody the necessary busi-
like artributes in their structure, management, systems und status may tuke
ety of forms. Conceivably they may be NGOs or associations. However,
wonln y 10 s likely that they are forprofit businesses or self-employed
Vi Conversely. they are less likely to be state organizations - experi-
s shown that these tend 1o be so lur removed from the renlity of SMEs
[ they cannot develop the essentinl closertess that lies at the heart of 4 pro-

e relavonship.
e 1.1 Characteristics of atternative development relationships
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such interventions are sseking 1o mrn NGOs mro sustainable microfinance ongan-
zations or to facilitate the development of smaller village banks/credit umom The
role of the state s that of regulator This clariy in objectives provides direction and
coherence (o interventions and. crucially. defines the role of different parties typ-
ically: the stite and/or donors; the private sector and the service provider. Without
this broad consensus, dnft and inconsistency are inevitable.

In BDS, this clarity and direction are usually not evident. Big issues such as the
role of orgamzations. the extent of, and rationale for, subsiches (if any) and who
fimances and does product development are left hanging. undecided and nmbigu-
ous. For example, mmching grant and vouchers interventions - for SME
comyultancy and training respectively - often fail 1o make clear whether thei renl
mtention s 10 use forms of subsidy as a short-term impetus 10 the development
of essentinlly unsubsidized markets or 1o subsichize markets continuously,

Of what should an explicit view of institutional sustmnability consisi”? At its
most basic, this should nclude:

® A view ol the long-ferm role of the state: there may be many justifications
dertved from economic theory for intervening, but more important is that the
envisaged role of the state matches s capocity. Particularly in less developed
countries, whore governments have few resources, it is pointless (indeed irre-
spansible) 1o assume that they will be able 1o play an sctive role in supporting
many BDS or to lure them into such a role with donor funds Increasingly, as
the World Bank's (1997) unalysis shows, governments need 1o focus on their
own core competence that matches their copocity (Figure 12). The BDS
Guidelines” principle of subsidiarity (see below) is also relevant here.

® A view of the long-term role of donors: generally, it is unwise for BDS organ-
trations 1o wsume that there will be long-term funding from donors, most of
whom imevitubly have quite limited project-based lunding horizons

® A view of the long-term role of the private sector: it is clear that in many low.
meome countries, markets are essentinlly not working. Maorcover, often theit
growth has been impaired by the distorting effect of external donor interven-
tion. Market development is increasingly seen to be essential for the effective
supply of BDS, as it i for other products Intervention design, therefore,
should take, a8 its starting point, BDS in 4 market context.

® A view of the long-term role of the BDS organization: among the options arc:

O 1o develop as a marker player sustained by revenues from clients, in which
case caution needs 10 be exercised over the potential displacement of oth-
s o

Ot develop as o marker fucilitotor, supporting the development of & fune-
tioning supply and demand-side.

There should be po illusions over the difficulty of this task. Unlike microfinance,
whctctbclchhmncmsonhcpmdmdchmhwntmillmwwvm
tions (banks), in BDS our pictures of sustainahility will be more m with &
m&mdmmm:emmmmmw i mlolm
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B 1.2 Functions ol the state

taklized (and post-industrial) nutions offers very few models (o emulate.
tically, for example, in the UK o mnge of mmbling government-
Wed small business ‘support” structures are created, of questionable efficacy
aflen with transparent political objectives® Governments - relatively
hy and undisciplined — dabble in wider economic development bysues that
nd their arcas of core responsibility, Despite this difficulty, developing
shured pictures of what BDS should look like in the longer term is a fun.
and wnsvoidable chisllenge for all purties involved. In most cises, it his
e addressed.

C—f

ol with strategic awareness

‘with the fist principle of good practice in BDS (being businesslike),
lnpouhm that BDS organizations focus on what they are good at with
b client group. One of the mujor business trends over the past two
h-hun towards greater focus in business operations. In increasingly
% market environments, businesses recognize that they cannot be experts
ything Rather, they need 1o identify their distinctive ares of competence
% they add value « und focus on this, avoiding peripheral activity, or sub-
ng impo but secondary functions to other specialized providers. The
uma- specialized consultancy operations in industriatized

MMNMM@WW’
differs markedly from that often followed in traditional devel-
" mmmmnmm
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case when organizations try to mix finance with BDS; those organizations that do
appear 1o be able to do this successfully do 80 by keeping them operationally
apart. In other situations, business associntions have wandered into the delivery
of training services when it is clear that they don't have the requisite skills or rels-
tionship with SMEs to enahle them o perform this role. For BDS organizations,
this focus principle therefore confronts them with some biic (uestions:

! leader. In their approach 1o selecting ‘partners’ and managing
ships with them, therefore, donors need to offer suitable space and incen-
A0 encourage ownership and avoid the emergence of donor-created entities
iy ways. donors need to model themselves on basiness investors mthes
bon charitable donors; some have coined the phrase social venture capial to
this approach. One manifestation of this approach is the competitive
orin, mechanisms developed by Swisscontact to apen out selection Process:
few types of individual and organization (Gibson and Hitching, 2000),

" particularly for largerscale providers, it is important that they allow

A StadT 1o have greater ownership of their work. Although it is often con-
HB good practice principles to hive the state as a direct provider of services.
Llirge and burcaucratic organizations do often exist, One way in which they
made more effective is 1o require thit individual staff take more
hibility for their work and that a greater proportion of their income is
petformance related, so exposing them to the generally healthy influence

pressures.

g outreach

O wonkness with many BDS initiatives is that they fail 10 reach significani
o of SMEs, particularly in comparison with microfinance. With some excep-
SUEh a8 voucher programmes, most BDS imterventions reach only a few
8 elients: in microfinance, on the other hand, cconomies of scale dictate that
oo have 1o reach many thousands of clients. To some extent this com-
LI unfair because some types of BDS have a wider influence beyond those
Uy b service direct; for example, new skills or marketing approaches transfer
F SMEs through natural processes of inter-firm learning, However. the
WAL point bere is that BDS organtzations should have an explicit view on
¥ will enhiance their outreach. Severa! implications flow from this principle:

i dolivery of a service is subsidized, the only way in which outreach can be
eed bs through more subsidy. There may be other ways in which ‘subsidy’
offered that are less distorting o the provider-client relationship,
finunce s development has been suffused with subsidy, but mataly in pre-
¥ product development or organizational development; the direct
1y of microfinance products has been Jefy predominantly untouched by
SClearly, as sald before, subsidies that are offered need (o be consistent
(Eredible picture of sustainability,
Alesign and pricing need to be more focused on SMEs' priority needs
Past. SME training products have been developed that assume mplicit-
Wher-munagors had ample time and wouldn't pay for the service: i.c.
(developed as publicly-funded services rather than private products
— b that does ot rely on uncertain subsidies might seek to hreak
products into modular parts, focusing on specific subject/problems

® What is our distinctive offer?:

® What is it that we are good at. relative 1o other providers?

® Who is our core set of clients und what characteristios of their situation/prob.
lems are we sddressing through our prodect”?

® What should be our approsch 10 product development that complements our
strengths?

Focus, of course, does not imply being strategically narrow.minded. On the con-
trury, it requires that appropriste networks and relitionships are estublished so
that BDS providers know their position witlin the wider environment, can sign-
post clients to other providers and can develop mutually beneficial linkages. Ax
with %o much in BDS. there is much here to learn from SMES™ reality. One of the
enduring myths about SMEs is thut success requires complete independence in
thought and deed from their owner-manugers: in fact. one of the key determi-
nants of success is managed inferdependence with key players und stakeholders;
Le. independence within i broader context of mterdependence (Gibb, 1987), This
truth s also applicable 10 BDS providers and facilitators, who must be conscious
of the bigger picture within which thetr intervention is located.

.
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Participation: building on ownership

Participation is a widely used (and abused) word in the development sphere and
is generully regarded as being an important principle in designing and imple-
mentung interventions. In the context of BDS, however. it has a specific meaning.

First, parncipative processes are useful in understanding (potental and real)
chiemis” situntions, developing relationships with them and developing products,
Businesses do this. although without using the development language of particis
pation. Using formal or informal market and cusiomer assessment techmigues,
they follow u participative approach. Indecd, there are real dangers when partic:
ipatory development tools are imporied mw BDS siwations. Participatory
techniques can castly slide into destructive wish-list creating excrcises, rmsing
expectations thut cannot be met. Morcover, they are ofien very time consuming
- for hard-pressed SME owner-managers. # major concern. Ultimately, in BDS,
as in any business situation, & provider needs 10 make a product offer to hivher
clients and 10 ke » calculated nisk in the process Participative processes can
help this process; used wrongly, they can also hinder it.

Second, following a participative approach requires that donors - andior those

playing a facilivanive tok-recouu’mhthc importance of people’s ownership o thin ¢ m:mg,m
their orgamzanons and thewr weas In SMEx ownenship and management are need 10 consider BDS
usually manifesicd 1n one idividual; this s therr distingtive feature and the e devsion R e onsan hbar: tha
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cant numbers of SMEs is when BDS are olfered in self-perpetunting market prically, financinl management has been a neglected discipline within
situations, with a runge of different types of entreprencurial provides otfering flle organizations had budgets and maintained accounts, financial infor-
different types of products 1o discerning, knowledgeable SME customers. The s not been used 10 improve decision-making. Costs have usually not
challenge of intervention is to focilitate the development of these vibrant, located to different products and different functions such as product
funcioning marketx. While this appears 1o offer promise conceptually, it systcm monitoring and actual delivery. Without this basic finan-
requires new skills and disaplines from agencies, Tor example an ability 1o 1 . Which provides the basis for performance assessment in any
understund murket structures. to work with different kinds of partoers and to NN not really possible to be businesslike. Not for the first time, the les-
develop a consensus among key players on the market development objective. srolinance are relevant. Here, financial information les at the hearn of
Clearly, markets will not develop if they are undermined continuowly by rans opment and, while BDS is different, the broad lesson still applies. There
dom. ill-considered helping subsidies. e that this lesson is hcing absorbed and there are now more examples
dlrocl cost comparison with revenues for different types of product.

¥, 4 clear challenge is to extend transparency (o other costs, and reaching
nt on the definition of ‘direct costs’, where there is scope for confusion
puliation )

L as development organizations, there Is o need 10 look further than
Jely and provider development 1o changes within SMEs (and
) the levels of impact, which lie closest to the underlying development
' ﬁ!fimcncnllumllcre there is less to learn from microfinance - indecd
the enduring controversies in microfinance is the extent o which real
'r' Ilkinu plice umong microfinunce institution (MF1) clients. Elsewhere
B0k, contributors have sought 1o break down these dimensions of per-
hto different categories — outrench, use of services, perceptions of
bng clients, ete, - and it is clear that this will be u major ares of fur-

Bpment in the lorthcoming period. As we look at these isues in more
0 bisic pointy should not be forgotten:

Subsicliarity

This is the key prmeiple guiding the role of government in BDS. Essentially, it
enshrines u common sense ideas of who can do what best in BDS; meaning - usus
ally - that responsibility is delegated to the lowest possible level 1o those who are
closest geographically and socially 1o SMEs themselves In practice, of course, the
role of the state can be a complicated issue. As mentioned above, capacities off
povernments vary greatly from one country 10 another. However, it i the case
that government’s role in BDS s mereasingly being scen to be most important in
relation o policy-settng. basic research and product development funding. infras
structure development and management. and. on occasion, delivery of subsidi
for priority groups

Clearly. » more proactive role for government can be justified. For example.
there s currently considerable interest in the development of clusters of ¢
nomic acuvity and. it conld be argued. only n state-supported organization can’
overcome the mformation and resource CONstraints necessiry 1o play such u cos
ordimanng role. However, two additionsl cautionary points need 1o be bormne in
mind about the role of the stale:

® State mtervention s usually justified on the basis of marker fuilure (exters
nalities, asymmetne mformation and marker distortion) or equity (opening’ A
opportunities to those excluded by markes processes ). Unfortunately, markets v
are never perfect and there 1s always some meguity! Does this mean that inters s
vention is always justified” « clearly not. The poimt here must be tha
povernments, like other actors in the BDS environment., need 10 have a sense
of thewr core compatence and focus on this, rather than expedient interference
boyond thair prionity funetions,
® Many lighly submidized BDS - by the state - are unhkely 10 achieve high levels
of financial sustainability because, in some ways, they refleet basic skills and
knowledge that governments should be delivering in children’s education.
BDS cannot hape to be a substitute for basic education. nor should they try.

ot of change beyond the delivery organization is inherently dif.
8 800N 18 One Starts 1o assess chunge cared by an intervention, the "hig
Of evaluation - displacement und attribution - need 1o be confronted.
vl difficul

may be u contradiction in urging BDS providers on the one hand to be
s and on the other o be concerned with impact and therefore with
cad costs that one wouldn't ask of & normal business. In order to
donm may need 1o consider paying for evaluations that clearly
it own (rather than providers’) purposes, or seek to encouruge the
it of infarmation systems thal address both impact and client feed-
Wtﬂn; the development need for insight into impact with the
d for insight into clients’ situation, use of products and views on

Tight performance measurement v’ m&m‘lll o.' m: b m:n': Da.m“nlhhlcloul::cuipmaﬂb.a
Muumdummumbcm.ﬂm.lhumm-mnthwmtm . - tmnm mmmumm
urement of performance in relation o costs; and s np ,,,_;.»,, for the futire. Howey equal ""“M'm
of performance from a development perspective. vely undevel ';‘%’ i immature feld There are fow irrel




truths i BDS stll los the kind of hard quantitative comparative analwis thag
drnives the microfinance development process. In addition. the developnent ¢
BDS remains humpered by the absence of estrong theoretical underpinnag t
can guide (the mbonake for, and design of, mterventions

As was noted in the prelimmary guidelises, the overniding dual need o BDS
i ftor tighter measurement of perfformance and greater mnovation, guded b
emerging lessans from global expenience. From the preceding discussion, m order
to move learmmng and practice forward i BDS, it is clear that a number of major
challenges nead to be confronted.

: g core areas of responsibility: in terms of BDS-specific roles, this still
_" 2% 0 variety of areas where a government role Is necessary or desimble,

i sufficient resources. For example, this might include financially support-
it basic research and information provision, procurement processes,
rengthening supply-side skills and co-ordinated activity in relation 1o sctivi-
B sbich us cluster development

lon choices: demand-side or supply-sidet

italysis of BDS improves, it is becoming clear that there are a vitriety of dif-
il Intervention options available to potential donors On the demand-side.
ntions include matching grants (for consultancy) and vouchers (for
i) both aimed at overcoming information, cost and equity constraints On
Characteristically, BDS interventions are usdermined by our inability to answer Spply-side, the key interventions include training, product develop-
fundamental questions about the sustainable picture of BDS we are secking 1 IWteansfer, financial support and co-ordination, Case studies are beginning 1o
develop. Perhaps because of the inherently short-term nature of project-based M on the effectiveness of cach of these and the conditions under which
funding. or the sheer difficulty (and effort) of addressing busic issues, there o more or less applicable. For example, it s clear that demand-side inter-
few interventions that can enunciste clearly their vision of, in $-10 years: while possibly helping to stimulate market development in the
® who will do w!u,l (donars, private sector, not-for-profit providers, mssocutions, 1o m““:‘m‘:’::t.:‘&n:: :::a‘ml;:':::':: :k;:p{;";d:mgox
S ﬁ:‘::‘:& ::I'l)hc dsvalioed iied ever, this is u process that has only just started. Furthermore. increasingly
it &) be figanced oy nterventions should be assessed in relation to their ability 1o develop wider
low they w s rather than against direct measures of the supply- or demand-side only.
Without this, the direction of BDS is blurred and it is difficult to develop the spe- Ntjor challenge for the future is to develop practical and effective tools 1o
cific detail essential 1o gain a consensus with other players (Tanburn, 1999), markets and link market development conditions (o intervention design.

Developing a sustainable “picture’ of the futare for different business
development services i

on choices: investing in services or ogganizations?
on the previous point. one of the muin choices that needs to be made in

Matching the state’s role 1o its capability

One centril element in the longer-term picture is developimg an appropriate role .
for the state in BDS What is ‘appropriate’ will vary from one context to another. Alervention situation is over its focus: in particular, should it concentrate on
Yet there is already enough global evidence to suggest some clear guidelines fol ling in the development of services or of people and organizations 10 deliy-
whint governments should focus on in relation to SME development, if not BDS vices™ In general, the answer to this question must be driven by the existing
specifically (World Bank, 1997): Rel situation. As above, the best starting point of any intervention is o mur-

® [he 'Big Picture’ Is the priority: SMEs develop best in environments that ges. On somo % the underlying problem is clearly related to an

enhance their access to markets (input and output), do not overly restrict bar- mﬁ'ﬁfmfgf :‘2‘;’;:: mmcirlu'::y '::;f:;‘u:l:g ct:’p:;t
fers 1o entry and growth, and do not overburden their operations with B in organizations is "m' B o5t fend bb cradih Inl’ R
regulation and tuxes. Governments that emphasize stability and consistency, e (as in microfinance) that are often not lppﬂmrf::lv in BDS. llcny:
credible rule of law, sound macroeconomic management and the efficient oTopTiate supply-side structure may well be smallscile organzations 3
delivery of essentinl services (infrastructure, health, education, eic.) are more B or froclance individuals or associstbons: it is i ant that develop-
likely to create this environment. d M 3008 BOr trarsform them into otgmiulimu' thint mirror their

"y
[ywyy
T

® Not delivering: factlitating the private sector; just as in wider economic devel funders rather than the SMEs who are their ultimate clients: that ity

N

apment where the privite sector - appropriately encouraged - is increasing wped rather Sistorted
seen (o be the engine of development, so the provision of BDS s likely to " DAl ‘than
assume the role of key driver of innovation and delivery. This means in prac '”'“ml el andd et l

than distort private markets and that the asessment of in 1+ of good practice prnciples n BDS challenges donors — or other

tee that government (or donor) interventions should seek to develop mther



pr essentially welfare programmes (which obviowly, in their place, can
ed) or s a rather poor second-best to the development of appropris
lian SETVICes.

W on SM[s that are nor the smallest and owned noiby the poorest does
arily mean that a poverty focus is diluted. Rather, inherent in many
tons is an explicit view that the poor cannet be the sole agents
economic development; creating the conditions that allow them to
sler opportunities for higher incomes through enployment m other
o8 1 practical and valid route to poverty reduction.

staff, and relationships with their partnens that encournge entreprencunsl behn
jour as much as accountability. This s difficult to achieve. Traditionally, :
from a standurd” development viewpoint have been suspicious or igrorant ©
business instinets and ‘ways’, Yet in order to play 4 prosctive role m developing
# more businesslike environment for BDS, o develop functionmg markets
donors must develop this kind of orientation. Clearly, this may have implication
for their approach 1o selection and development of people.

Developing benchmarks for pedformance measurement
B8, the above challenges (and more) form a formidable barrier to the fur-
pment of BDS. Our collective ability to address ihem effectively will
ine whether the achievements of the past few years can be built on
o learning. practice and, ultimately, impact on SME development.

Unlike microfinance, there are very few common ratios 1o assess perfommance
 comparative basis. BDS, of course, will never be like microfinance: it isan inher
ently broad and diverse field, with BDS products offered in a vanety of ways,
different types of providers This will always be the case. The extent 1o which it
will be possible to wrap BDS in & common performance framework is, as
unclear, but it is certainly a process that needs (o be attempted. Moreover, it doe
seem likely that considerable progress can be made, at beast in relation (o spec
ic BDS and/or where interventions are pursuing common objectives (Me
2000), OF course, comparison s particularly difficult when assessing impact and
when comparing costs with benefits, but in relation 1o objectives such as efficien
oy, outreach and sustainability there are stronger grounds for optimism, It
addition, one sizenble benefit from the current thrust of activity aimed at
urement i to force BDS orgunizations generally into a more rigorous view of

wis lunded by GTZ an behulf of the Committee
to which these needs are demands is an important wsoe. Demand imphies a
om the firm's behall to pay for @ service: need by an idea that s much more

netion between service sector and manufacturing generlly has become more
A0 pin down in recent years, For esample, It s clear that for many manifactur
tions their real value-added is through the service aspeet of their commercial

their work. This will eventually provide a more solid basis for detailed o n-tamu\
comparison Mhportance of social capiral has also been recognized in the development of entre-
leconomou clsewbere, und particularly in the devolopment of clusters

M’c are interesting, specific BDS products from the UK expenence, at iis worst
lmll Business support structure resembles o wellare stite for business

:. l:t:“l:umbm ol consultants in the UK doulded botween 1985 and 1992
ll . )

Developing BDS wlevant for different client groups

Most of the experiences of BDS highlighted in case studies concern BDS at the:
upper end of the SME size spectrum. Yet for development agencies, reachi
microenterprises operated by lower-income and/or disadvantaged groups is ofter ,
o significant priority. Can BDS therefore be relevant to development agencies? wuc

Severul points can be made here: liee of Donor Agencies for Smull Entorprise Development (1998). Business

® There ate cxamples (Hitchins and Gibsan, 1999) of BDS being made available o I Servieer for SMEx: Preliminary  Guidelines  for  Donor-Funded
for low-income groups on a relatively sustainable basis. However, it is cle \ A.: ). ‘Enterprise culture - its meanings and implications for education and
that developing (commercial) products that are appropriate for these g of Esropean and Induvirial Training, Monograph, Vol. 11, No. 2,
has not been  high prionty thus far. W and Hitching, R (2000), ‘Swisscontuct: business centre approach in Indonesia

® In muny relatively “simple” microenterprises operating i highly competit “n Lﬂﬁulty.li(edl Husiness Development Services: A Keview of
murkets - such as tading - the benefits of more skills and knowledge can be " “ Gitwon, A.““‘,m""")"‘”;'A"("'M“"“f;ff':'m"" i adeCpppir isical PR
. ‘

minimal While financial services may allow bigger volumes and lower costs, iE Paper 1o the Internutional Conl
is not clear what BDS can offer. More complex and bigger businesses are ik Mt::— dcwlo:tmul "um".';au:;c{s."?m:f:
- .m&m Brazil, 2-3 March.

ly 10 be able 1o use inputs more effectively.
® There Is 4 widespread view that a businesslike approach will inevitably b L und Wood. It (194, Pathfinders of enerprise: the creation. growth
Britwin, Businew Services Research

binsed agains |omtmncmddomdvunupd;mup;1hhb.m ik upg Mw m‘
und one that is not supported by the macmfm-ncccwm 10 4,‘1 . ""‘AMMA“M;M% In Levitnk
wmmmhud‘muu nt W any oth Ay uslvonas A,th,* amdwmu&

vever. pe more i Ahere s o dan tsed us a NINE TheRamony Yuimcalion.
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PART Il THE MARKET FOR BUSINESS
DEVELOPMENT SERVICES

2. Training vouchers: a tool for market

development in Paraguay

LARA GOLDMARK and GABRIEL SCHOR!

Muction

CTHEORY MIGHLIGHTS an information problem which helps explain the
| weaknesses of the training market: the extreme difficulty with which
Bl purchasers of ‘training” can gauge the quality of training programmes in
oe Training is an ‘experience good' whose menits do not become apparent
I trainees until after they have consumed the good and are able to apply the
y sequired knowledge in a successful manner. Glossy brochures proclamming
henefits of this or that training programme are unable to provide training
| with the necessary information about quality. Such advertisements
@ promises, bul their proponents are not necessarily able or willing (o

the free market, however, no training provider would be willing to allow a
et 1o delay payment of course fees until the course had been completed
 satisfaction. In such a circumstance, what would compel the training cus-
BE 10 pay? After all, upon completion of the course, the trainee has received
e wanted 10 acquire (knowledge and skills), and therefore has o strong
live Lo refuse payment on the grounds of dissatisfaction, regardless of how
fled he really is with the service provided. Therefore, the anly realistic system
Bharge fees up front This raises an additionsl problem, since usually the
itlal customer of training will agree to pay only if the risk of buying a train-
urse of unknown quality is offset by a reusonable (low) price. The result: in
IF b0 koep prices low, training providers must minimize their costs, which ulti-
ly affects the quality of the tratning. Thus, the quality is often poor because:
tall are il paid, il prepared and insufficiently qualificd: the training materi-
1 inndequate; and no additional thought has gone into addressing the needs
e trainees. The phrase ‘you get what you pay for, in this case serves o rein-
© and confirm the consumer’s preconception that training is of little value
High risk. Finally, the information deficits on the supply-side of the training
et may result in adverse seleetion, and in extreme cases, can lead o the total
hdown of the training market.

W information problem — pamely that training providers cannot credibly
 willingn pay < s dedd 10 an overall underinvestment in training, This
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denng capacities rather than demand-identfication and marketing capacties ); 8 '
the second-tier instiution substitutes for the entreprencurs as clients, hereby
preventing their learming process in acquimng training products and in segoting
ing product adequacy; ¢) the purchase of tmining products in a centralizsd and
aggregate manner uliimately distorts market prices

lor i order to attract chents, and to mnovate constantly in order to keep
# highly cyclical and rapadly evolving demand.

e model works

eharactenstic of this new approach s its multi-dimensionality: it address-
nformation problems st the root of trmming market underdevelopment,
The Paraguay experience : gting o demuand-onented, partial subsidy that seeks to jump-start invest-
In 1995, the Inter-American Development Bank (1DB) financed a pilot mform product development by existing suppliers, thus setting the stage for a
tion system and wvoucher training progrimme targeting microenterprises | pmpetitive marketplace, and attracting new micrognterprise clienis
Paraguay. The progrmmme was experimental in nature, designed to accompany & | PROTIINIME SCquence is as follows:

1DB loan. which focased primarily on attcting formal Gnancial instituiions 10
microenterprise lending, through a technical assistance package and a line ¢
eredit available on commercial terms, gapenence in truming microentreprencurs, and the existence of ade-
This information system and voucher traning programme wis concetved with Iscilities, materials and staff to conduct the traiming. Once accepted mto
the aim of overcoming the market imperfections cited above, as well as some grimme, training providers must also agree (o unscheduled audits and
scemingly mtractable problems that the IDB had encountered when finnncin oms. These nudits serve as an important measure (o minimize fraud, while
traming mitintives for microentreprencun in the past. Typically, training time the data gathered serve 1o inform potential trainees, through the
been obligatory, linked to credit allocation, and focused on general sccountin ation and referml component of the programme. The roster of institutions
and business principles. Courses were often taught by NGO credit staff with | W open during the execution of the programme, with the understunding
tle knowledge of the business world, and all entreprencurs were grouped ww market entrants tend 1o place pressure on the leading training institu-
together, regardless of sector or level of knowledge. As could be expected, classs bl" innovating.
rooms were empty; when pressured, some entreprencurs seat family members ¢ miation and referral service, while also functioning as @ voucher dis-
other, less busy individuals to attend the training. Results were measured by o ventre, provides information on the content, locations, providers, and
number of courses given and people trained, mther thun by whether ski of training. Training providers are ranked monthly sccording to how
learned were applied. It was inconceivable for courses like this to recover costs pragramme clients choose their courses, including mformation about num-
directly (although some training operations were financed through credit mupeat clients and year-to-date total sales. Results are made available at
cnues), simply because what was being offered was not demanded ntres, allowing clients to see which courses are most popular with other
microentreprencurs. Financing institutions like the 1DB at times tried 1o sclea i, s, information which is an indication of the relevance and quality of
ane institution over another to provide training, without really knowing w Most microentreprencurs hear about the programme by word of
entreprencuns wanted or needed, L bt advertisements for the programme have also run on the radio and in
The information and voucher programme turned this situation on its head. pwspapers. Training institutions also provide information in an attempt to
produced an unprecedented response from the market, both from training sups ew sudents
pliers und from microenterprise owners and employees interested in training hre) 1y obtain a hmited number of vouchers from the voucher distr
The programme operated independently from the larger microfinance loan Vouchers have a fixed monetury amount and may be used by
which it was & part, without discriminating between loan clients of the [DB pro- Mitreprencurs 1o offset the cost of a training course of their choice.
gramme and the wider Paragusyan microenterprise sector.* Preliminary result '1 aeurs pay the difference between the cost of training programme and
show that the programme helped to develop a private sector training mark ' value The only restriction is that microentrepreneurs must use the
which offers products appropriate for a microenterprise clientele. Clients demon: s At dostitutions officially registered with, and rated by, the programme.
strated that they wanted to learn specific, immediately applicable, skills and balpocke contribution by the microentreprencur is required in all cases,
wanted courses broken up into short, casily digestible modules. Once supplies irse prices ranging from double or triple the voucher amount to just 25
had got the messuge and adapted their products, demand from microentrep i over the voucher's value. In Paraguay, for example, the voucher's value
neurs was strong, even with a required out-of-pocket contribution. “ LISS20 and the leust expensive cotrses were $25 each, Setting the
importantly, the programme altered the balance of power in the training market, mmmmumamummm
by increasing microentreprencurs’ buying power. Enmmmdwmi ----- mmmmmcmmmmm
mmmmmm«rmm dleam. 3 m mmmh MMWuﬂw
ummwmm‘wm mpete with o coune price, this would have MM 1o contribute

W o scceptance into the programme, traming providers are sereencd based
owing prevequisites: legal recognition as @ traming institution, one year



Jeast LIS$12.50, while entreprencurs chooung (o take mare expensive ot irvary to December 1998, The two-phase execution wis not intentional;
might have received up to LISSES m subsidy the result of political pressures in Paraguay and admimstrative com-
Quality and information are controlled vin the market in a number of wayss within the 1DB. It is interesting, however, that data exist on the
First, traming providers are not entitled to submit the vouchers to the pig fnoe of the three leading training institutions during the programme s
gramme until the customer hin completed the course; and even then they (.hmc 1997 through February 1998), which can contribute to an under-
receive rembursement for only those customers who attended at least 75 g ol the voucher programme's impact on the tramning market.
cent of the course. The progrnmme operates under the assumption that th e 2.1 shows the number of vouchers redeemed per month during the pro-
trmnce will complete the course only if he or she s satisfied with the training B two exccution periods. The pattern that emerges » that of strong
vided. Because the system operates on @ voluntary basis - unlike “pas b with seasonal peaks and troughs, in voucher use throughout the pro-
programmes where training wis mandatory — trimning providers are compelled | e e It is worth observing the low volume dunng and following May,
be responive to the needs of their customers. Dissatisfied traming consume 0 slite that vouchers were first issued - the programme required o signif
will most hikely choose not to attend 100 per cent of the course and therefore ton period during which participating imstitutions were recruited,
voucher portion of the payment will not be received. On the other hand, the cul Pitive systems were set up, and the progrmmme wis advertised. The sec-
tomer's co-payment (the fee over and above the amount of the voucher ) must B b was able to “take off" faster, since a loyal client base and a critical mass
made at the begimning of the course. Whereas the providers of training wou Bing providers already existed, Although the second phase was less than
incur & ‘defanlt sk’ it individual consumers were to promise to pay after reced fong ws the first phase. the total number of vouchers redeemed during the
of services, no such nsk exists within the voucher system because the programi was higher (29 264 as compared to 19 287 duning the first phase),
puarantees that the voucher will be exchanged for cash in the case of satisfactor B important to note is the pattern of increasing numbers of non-voucher
provision of the service. % during both phases of the progromme. In most cases, non-voucher par-
Thus, the design of the programme succeeds in providing support il precise s were not microentreprencurs, and thus did not qualify to receive a
the points where the market needs help in order to function properly. The ¢ b Housewives and students commonly purchased the training services
trol mechanism of ex post payment can be introduced without imposing U throu gh the programme. Some non-voucher participants, however, were
intolerable burden on the providers because payment is covered by a gover e trainees who did not know abowt the programme; a few were also
ment guarantee, as long as minimal conditions are fulfilled. At the same tim ireprencurs who had exhausted their quota of six vouchers, yet wanted
control is largely excrcised by those who are best able to do so, namely the cof purchasing training.
sumers themselves. It would be very difficult for such broad-based and ‘expent i and troughs in the chart show the seasonal, eyclical nture of
control to be achieved by a contralized watchdog, which would at best be able i d for microenterprise training. Voucher usage tended to peak just
conduct spot checks Christmas and Easter holidays, times when microentreprencurs want-
Second, the programme — again, as distinet from traditional programmes — W how (o offer new, seasonal products. The non-voucher participants
competition between providens in the training market as & control mechanise # more stable market, growing gradually as supply expancds
The microentreprencurs are free to decide for themselves which of the recog
mized training instiutions to enrol at, und which courses 1o use their vouchers
pay for. Thus, each training institution has an incentive to distinguish iself fron
its competitors in order to attract as many customers as possible. Clearly, t
mode] provides a new financial incentive for all the institutions, and forces the
to adupt their training product (o the needs of their customers In practice, thi
menns providing courses in the evenings and during weekends, and also provid
ing hands-on practice sessions from which microentreprencurs can bring salcal
skilly back to their businesses. Providers do their best not to make empty prom
ises, not only because their clients would drop out midway through the course |
they did, but also in the hope that recommendations from satisfied customers
bring futire business*
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h IMG did continue 1o offer traiming for some time after the end of
he enterprise turned back towards baking sales ax (he traming market

During the first phase of the Paraguaysn programme, the number o traini
institutions participating started small and grew to reach over o), Ofthese §
about 20 participated actively, Le. redeeming significant numbers of vouche v
every month. Dunng the second phase the mumber of registered institations wi fpugard 10 prices, on the other hand. cach mstiation reacted differently
even lager, although the core participants again numbered between |15 and *' of the voucher programme's first phase. CEP jedoced its price as
cach month, rising as the progmmme progressed. The leading training instity pbion for the voucher’s disappearance - ostensibly m order to keep the
tions, defined as those that redeemed the greatest number of vouchers, we wible 1o low-mcome clients. IMG mised it price to compensate for
typically small, private, for-profit operations, Directors and instructors were oftg pr chents ~ und lost even more clients, 1CE was able to maintain the
owners of small businesses themselves, willing to share a few trade secrets wil g with all chents paying 100 per cent of the stated price without
microentreprencun whom they knew couldn't challenge their market share. F pol the voucher, due to the outstanding reputation i had developed in
some imtiutions, trining used (o be a side activity performed for extm inoom '
Once the programme provided a finamoal meentive i the form of vouche
muny providers expanded and invested in their training activities. Most we
forced 1o adapt their training products to the needs of a microenterprise clientel
- shortening course length, scheduling training sessions on week mights af
weekends, simplifying teaching methodologies, and relying more heavily @
hands-on practice sessions® This adaptation process led to the development of
relutively standardized product between and within institutions, o product th % present in the second phase of the progrsmme. records show that
had not previously existed on the market. ‘ pining institutions entered popular sectors such as electronics and baking.

Another key development was the wide variety in course content that becam [ the vaniety and number of courses available.
avallable. Within sectors, large numbens of extremely specific courses wed detailed set of data from phase | of the programme shows, however,
oflered, und even the number of sectors multiplied as the programme progresset g any given month of operation, the least expensive courses were not
In Paruguay, the course content breakdown during 1998 was as follows: 17 pe ! the most popular® Institutions with good reputations were able to
cent management (accounting, costs, quality control, tuxes, etc. ); 14 per cent deg L8 premium for their services. In addition, some courses were more expen-
aration (cotillion arrangements, painting, serigraphy, houschold repair); 14 p 10 their content and to the matenals required. Courses in electronios and
cent textile sssembly (fabrics, pillows, clothing, ete. ); 13 per cent electricity: 11 p g for example, tended to be expensive while business management courses
cent culinary arts; 7 per cent glectronics; 7 per cent hatrdressing, and 2 per cenf less.
cuch for refrgerntion, handicrafls, cosmetology, shoemaking. plumbing, aul level of the programme was tracked throughout phases | and 2,
mechanics, and carpentry. il s the total value of vouchers redecemed over the total villue of sales

Several institutions were active in both the finat and second phases of the
gramme. During the programme stoppage (lune, 1997 — February, 1995), dat
were collected on three of the voucher programme's leading institutions: (b
Instituto Central de Electronica (ICE — trining in personal computer r
household appliance repair, and other electronic topics): the Instituto de A
Culinario Maria Gloria (IMG - baking), and the Centro de Ensenam
Profesional (CEP - hairdressing and hair salon management ).’

The institutions all made a clear shift from longterm, full-time training
courses towards shorter, more accessible modules, with a greater variety |
course topies. The data ulso show, in all three cases, o significant expansiol
in the volume of trainees during the first phase of the voucher programme
which was not sustained over the next few years. All three programmes
vived when the supply of vouchers was cut off in May 1997, but only tweo of the
three programmes remained active in the training market throughout phase
of the voucher programme (1CE and CEP). Interestingly, these two were pro R o : [T —
grammes that had possessed significant expericnce in the training field prior 1o » ;
the initiation of the M«mmmmmm b was o start- - “,/’J,’I/,//’.J////"//
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up with limited experience in training. originally a catering st baking shog 12 Aveengn (eI pee coorm aed par st oot
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2.2 shows the average course price over the lile of the programme. The
d trend may be due to the fact that many mstitutions had to make an
vestment i the re-adaptation of thar coune maiernals and content,
b methodologies, and delivery strategies s they reached out 1o attract a
gle. Once this investment was recuperated, institutions were able to
prices i an effort 1o compete for addinonal clients. Stronger com-




for these tramng products eligible for the programme. For example, if 1M .
charged LIS$30 per person for one coune, trmned |8 students, and collected | A
vouchers at US$20 ench, the subsidy level for that particular course would be
x 200018 x 30), or approximaiely 52 percent Figure 23 shows the evolution
the subsicly level over the programme's history.

A clear pattern of increased subsady iy ovident during phase 2 of the pr
gramme. This could indicate that particpant institutions had become adept
‘captunng’ the subsidy, Le denving munmum voucher mcome from eourses §
attractmg large numbers of voucher holders. Another plausible explanation

d supervision

N and outside the TDB. and due in part 1o the existence of faled and
voucher programmes. there has been justifiable concern about the
[ for fmud. One clear lesson from the Parnguay case was that while
of the rules will occur. the frequency and impact of these infractions
dvely be minimized through a combination of mutually remforcing

13 m and mm' mechanisms

that the microenterprise community was better informed about the programme
existence during phase 2. On the one hand, this demonstrates a positive

phenomenon, where the object s to cater to the demand of  large m =
prise chientele. Part of this demand may include pressure to keep mm-vd@hlu
microentreprencurs’ contnibution low, On the other hand, this pattern does ) Brogramme.

bode well for the sustainability of the programme after the vouchers have ‘-. B i o

ot et

In the origimal design of the Paraguay programme. the wea of reducing t
vouchers” nommal value over time had been discussed, but this measure
never carried out. Due to inflation, however, the voucher’s real value ¢
decremse: the voucher was fixed at 40 000 guaranies, equal to about LIS$20 at th
start of the programme’s first phase, and 1o less than USS1S at the end of the s
ond phase.

In any case, the results shown in Figure 2.3 would seom to imply that a
active effort to reduce the nominal value of the voucher would be healthy. In th
Paraguay case, datn have not yet been collected to analyse whether the trainde
market that developed us a result of the programme will continue 1o functio
and whether the microenterprise clientele will continue to demund services,
data collected during the stoppage in 1997 are interesting, but too scanty to
vide & bases for firm conclusions

e On back of voucher
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Meathodd of rplermentation
of ining Institutes, Critoria Signed contract with each instiluton
" taciitien. expenance in ostablishing cleat rules and normas

Interview in which chent is asked o ghw
Iinformation about heMer business, including
shles, suppiies, credit, eic. Ths information can
b cormaiated 1o form & pichume thist would be
had 1o invent ¥ oo did not own & business
Whan avadable, reosipts and tax forms ae
requestied

Chonts are sukad to show identitication nnd
wgn the voucher i e presence of the
administralor. Thdming institutes are required ©
confirm the clent's identity and obtsin heMe
signature at the beginning of sach coure

Training institules are asked %0 confirm

participants’ attendance | microentreproneuns
anend less than 75% of the course, the trnumng
wstiite will not be able 10 redeem e vouchin

Progrmmme administraton appeat without
waming dunng cowses. warily course contant,
partcipants, and quality In AdiBon, parncs-
pants may be asked 1o Nl cul evaluation lorms

Thim lnst report messure w Takan only after par
NCpAting Institutes Rave Desn warmed st e
pedormance does not comply with progriarmine
slandads

|
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Figun 2.3 Sutwy bnel over tere

and control mechanisms. These mechanismy are implemented by
ing agency or unit that administers the programme, independent
m the training institutions themselves. The checklist in Table 2.1
anymmm was kept honest,

of a capable and politically Independent executing agency
v in Paraguay several institutions hid to be disqualified from
hmmuwmmmuummmma
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und private actors. In Guyana, Guatemala, Niaragua, and pusslhly
pr, the programmes will be managed ennrely by private instiiutions.
thus far has shown that the most importani chamctenstics to look for
exccuting agency may not be directly related to its legal status,
Jthe sttributes that contribute 10 an mstitution’s ablity to implement an
flon sysicm and voucher tramning programme successfully are related to
ive and financial capacity, credibility in the marketplace, and ability to
politeal pressures.

challenges and questions
ation system and voucher traiming model descnibed in this chapter has
‘the balance of power within the microenterpnse trmning market, offer-

the programme was the fuct that the Paraguayan managing agescy had th
autonomy 1o make decisions on o purdly technical bass, free from interferes
from interest groups, The question of what type of exccunng mstitution hus o
capacity to impeose ‘rules of the game* on the traiming market m a given count)
I one without an casy answer, and ha represented » challenge 10 prograny
designers in every country,

Other voucher programmes

In addition to the IDB-funded programme in Paraguay, several other vouch
training schemes for microenterprise have been mitiated in recent years,
most well-known examples are programmes in Peru, E Salvador. and Kenya.
programmes in Peru and El Salvador, both operated by European Union-fun
tnstitutions, have been discontinued. In the Peruvian case. the Progrim mformation o potential purchasers of traming, and enhancing
encountered fraud and other organizational problemx " In El Salvador. the pre peprencurs’ purchausing power and ability 1o voie their preferences to
gramme was so limited in scope that it did not stimulate any adapration on 1 Lprovidens. Equipped with a heightened undertanding of microentrepre-
part of suppliers In sddition, the information provided to microenterpnse clien traiming institutions are increasingly competing with one another
was oo minimal 1o orient them us to the relevance of the courses available. \ mnovation in their products and services, which in turn increas-
Waorld Bank training programme in Kenys, ariginally approved in 1995, has bee il volume, makes the market more attractive for pew training suppliens,
recently reformulated to include # voucher nmgminme for small and microe by creates increased competition, i » ‘virtuous circle’ thit expands and
terprises. Results from the Jua Kali Program, as it is called, scem 10 show o strof the marker.
response on the part of suppliers and clients It is still carly, however, 10 glean le mportant lesson learned thus far s the need 1o design and implement
sans from this example. 2 fraud and quality control systems, integrated with extensive information
In addition to the three initiatives described above, the IDB has received that serve 1o onent the microentreprencurs. Three important challenges
number of proposals 1o finance voucher training programmes n many Lath ioms remn, however: the question of whether there is a need to sup-
American und Caribbean countries. In Ecuador, Argenting, and Guatemn product adaptation and upgrading phase of market development; the
voucher with information programmes specifically aimed ot micro- nnd/or sm pation of programme sustainability, and the importance of finding a
enterprises have been approved, and in the case of Argenting and Ecunde B impartial mstitution 1o admimster the voucher programme.
have already begun (o operate. These were closely modeled on the Paragua fuestion of whether actively to support product development or upgrad-
experionce, with an attempt 1o incorporate lessons learned. Similur proposals inovation in microenterprise training) has arisen in newer voucher
for Nicaragus and Guyana are nearing approval, and a proposal for especially those where the traming market is extremely underde-
programme in El Salvador is being developed. In Venezuela, o programme re Ihe rationale for subsidizing this process would be that the same type of
mg on vouchers with Information was designed to serve a specific targed J,,' n problems that prevent microentrepreneurs from purchasing training
population, which had been affected by recent public sector downmizings place, prevent small training institutions from investing in technical
Training vouchers ure provided after a competency analysis. In Haiti, n recen e which could help them offer better products, using new didictic mc.m-
ly designed IDB loan package included a plan to reform the country's entir pinls The Paraguay programme contained no incentives or inancing
human resources development system by introducing market mechanism fiutions wishing to invest in product development. Institutions were
meluding the use of vouchers This programme’s approval has been delayed ¢ Mo dnvest in new teaching methodologies or materials themselves,
o country-wide political problems. To date, none of the voucher programme winted to compete in the market. This laissez-faire strategy worked
listed here is advanced enough 1o provide dats on results, although some p wses and didn’t in others In general, the institutions with considerable
liminary statistics should soon be available for the programmes in Ecundor fperience in traming understood that if they were to develop i sustsinable
Argenting Itive sdvantage in the microenterprise training market they needed 10
One ever-present dilemmu during the design of these programmes has bee substantially in research and development. Start-up training institutions
the identity of the executing agency In some cases. such as Parnguay and wme from o business background sometimes invested in physical infra.
Veneruela. the agencies operating the voucher programmes have been public e such s chains aned video projectors; but these institutions did not alwiys
institutions. which dis not themselves offer iraining services In Bewador and and the importance of intellectual leadenhip and constant innovation in
I . 8t P AR . ' ~ r



mvest in prodect development, howsver, imformation about how they co ilistand political pressures). 4) capacity to convere members of the bus.
obtam technical assistance i upgradng their course offering was not ul or, and S) credibility in dealing with policy mukers and training
avallable. |

Based an this lesson, the designers of the Ecuador programme suggested
# substantial amount of resources be alocated townrds n grant fund that could §
accessed by participating mstitutions  wishing 10 nvest in upgrading the
microenterprise training products, or conduct research in this field After so
discussion, the amount was reduced m order 10 make sure that most
were allocated towards the voucher funcl. This decision was taken for fear that 8
over-dimensioned grant fund would upset the delicate demand-side balance
should be present in any voucher programme.

A second issue concerns the sustaimability of voucher interventions. Since thy

ety of institutional arrangements may provide the framework within
Cabeeessful information system and voucher trainng programme can be
11 the long run, an ideal second-tier institution would be one that could
minister the vouchers successtully, but which would respond to incen
reduce the voucher funding over time, and which could potentially
8 10 play the tole of information provider in a sistuinable manner. One
I Lo finance the information function through mstitutional dues, in
way that o banking superintendency is financed through dues paid by
O the other hand. a public subsidy may be justified 10 support the con:

objective of these interventions ix to help develop and strengthen the truining rovision of the information service. In some Latin American countrics,
murket itself, voucher subsidy reduction — and. ultimately, its elimination - | g8 i thons have stepped back from the market, prefernng 1o outsource
clearly & coherent long-term goal of any such project. However, it is not yet cle illite training sctivities rather than execute them directly. This more hm:
what is an appropriate time-frame for s successful voucher-reduction strategy. & lalory Tunction may correspond with the voucher admimstiration and
further study of on-going programmes needs 1o be undertaken m order 1o deve lon service role, [n countries where training INSHIUGIONS ATC eMOU
Op n effective exit mechanism, It is important (o note that the initially approve peditining their role and fostering private competition in the market, these

s musy initinlly be the best candidites 1o serve as second-ticr voucher
Wme administrators. and eventually as permancnt mformation suppliers
ket

duration of these programmes may be insufficient to allow a full tmal of such
mechanism, It is true that, in some cases, national or regional governments
be willing to continue running a pilot voucher programme after its imtial fundin
runs out, but this may not be the most desirable outcome: tens of thousands ¢
voucher clients, along with hundreds of training providers, may ulumaiely co
stitute a powerful local political constituency; and the subsidy may be hard 10
turn ofL So it s important to experiment with exit mechanisms now. in order 1
develop a full-cycle intervention that assures the market-development oby
in the long run,

Assuming that programme designens in the next few years, are able to add
the tssue of how und when to withdraw voucher financing, a further challengs
remains: how to make sure the information gap does not recur. While vouch
funding should probubly not be a permanent intervention, the continued
ence Of & rellable second-tier institution fulfilling an information function may b
desirable. This leads to the final question, which concerns the role of the second
tier institution, The question of who or what should play this role is impo .
An important lesson wa learned in l'unguny due to mid-stream changes w th } : 11, Case St udy: The Paraguayan Voucher Traming Program’ in Preliminary
second-tier institution. There are difficulties and trade-offs when working My und Case Studies on Business Development Services for Micraenterprise,
public institutions, such as ministries or government agencies. In some instane penterprise Unit, Inter American Development Bank. Washingion, D(
public institutions are unable 1o play this role due to their inability 1o be trar ! nary 1997, ‘ ) : -
parent and impartial; their limited budgets; difficulties in hinng new personne mare dotab. wee ﬁnpﬁmhﬂel Mm;«#;:tz*&um:&“lﬁ:‘:";:';‘:":’1
i firing ineffective stafl; and difficulties in sharing other scarce BOVErmme B Sroblees o

resources, such as bulldings, automobiles and even staff. They are unable to :‘L 1947 Table 21, (see Nole & abave),

B atthors wish to scknowledge the technical staff of GAMA S.A. [or theiy suppon
heting duta for this chaprer and for thelr comments and suggestions during its
tion

s de Mours Castro (1997), “The Stubborn Traisers Va the Neo-liberal

st Will Training Survive the Battle”” | Inter- Amencan Development Bank.

progrumme records show that fewer than a third of voucher traumng cliens
Borrowers from the 1D foan programme. Approxmately another third had
el credit from another source (usually local credit wions), and the remaining
ol wse credit.
G and Halty M ‘From Supply wde Patornnlism m_l)rmam}mmy!gl
Development’, GAMA S.A.. published in Hruimstorm CEFE magazine, GTZ,

ulate themselves based on the standards they would need 1o impose on traini ly accirae, sij i M. for the tetiistions
e e e e e e e e
There are several important qualities that an institution must possess 1o s — . Du:'.m “.nd ws:;:' S

s an effective second-tier administrutor in such o programme: 1) organizational
and administrative capacity, 2) financial capacity, 3) a ¢ lear soparation betwees
technical and politieal leadeeship of the imtitution (which ¢ o the at

oo ot it SNP satimand o puvipots a8 o ther NGO flned
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Intervies with progmmme manager, Lumn, November |98

- Intervies with progrmme manager, San Sak ador, Janusey 1999,

For moe detatis on this programme see Riley, Thyra, and Steel, Willkam,

Vaucker Program for Traaming and  Businay Development Services. Papet 10

Internationyl Conference on BDS. Rio de Lseio, Bragi), March 1999

Argentine matching grant programme
MARILUZ CORTES and SONIA PLAZA

PUNSENSUS on the important role that smull and medium enterprises
in gencrating growth and emplovment in developing countries,
o play an important role in o country’s efforts 1o develop u more
pon-traditional export base. However, SMEs tend 1o have u slow
ponse 1o trade liberalization due 1o lsck of export experionce and
i ol sources of export-reluted information. the previlence of outmod-
an technology. low product quulity and deepseuted uttitudes thit
sl exports 1t is within this context thut o matching grant programme,
i de Restructuracion Empresarial parn lis Exportaciones (PREX), sup-
b i World Bank loan of USS27 million, started in Argenting in August
i objective of the programme was (0 help increase the imternational
Iveriess of SMEs by facilitating their secess 1o export-relnted services
ation.

REX programme design was bused on the findings of a sample of 339
il interviews with 20 export focus groups carred out in Argenting us parn
1 preparation. The interviews revealed that SMEs had Himited ability
internutionally becatse: 1) exporting sctvities tended to be o relative-
I secondiry for them: 2) few firms made orgunizational changes before
preipen murkets; 3) firms overestimated their managerinl capabilities rel
ports: und 4) Tow exporters sought professional advice 10 improve thenr
petitiveness. The bisic assumption in the design of the prograomme wis
secess 1o information ubout export markets, technology. and business
would help improve the ability of SMEs 10 make wiser decisions about
ivities und improve their export petformance in the long run. This pro-
Wi viewed @8 8 lemporary government intervention 1o assist # sigmificant
ol SMEs 10 use consulting services 10 improve their export capabilities
oty wats thut the example of the sssisted firms would help 10 overcome
e Of other enterprises to use this 1ype of service

-

X programme
L programme wis designed to finance 50 per cont of the cost of export-
ulting services and information obtained by SMEs with export
il in the context of an export plan approved by the programme. The types
go-linanced under this programme included market research, product
wcows dovelopment, quality upgrading (mcluding 150 %000 certification))
ther rolevant exportrelated services. The grants were for up to LIS$75 (00

ot plin andd up (0 @ maximum of USS125 000 per assisted enterprise. The
gl progromme wis under the cosordination of the Secretariat for Small and
1 mmm wwmmmmm Unit (UAP),
e | the PREX under i management srvice contruct.




Jor about USSS2 million. However, the Brualian devaluation at the
i of 1999 affected the export plans of the firms that had Brazil as thew
it market.) Many of these firms decided not 10 implement their export
) cancelled their participation in the programme. As a result, only
‘million had been disbursed in matching grants by the end of the pro-
‘ln Taly 1999.

¢ beginning, the PREX programme underestimated the time it took
ol firms 10 implement the agreed export plans. particularly in the case
pomplicated plans such axs those involving obtaining an 150 9000 certifi-
hich took an average of one year. Although the project closing date was
Wl 10 allow for these deluys. when the PREX programme was closed at the
1999, a number of firms were still in the implementation stage

wis carried oul in mid- 1999 10 assess the impact of the PREX on the
The focus was on the effect of the programme in changing the
s approach 1o exports as i result of the information and export con-
jees received under the programme. Although it was thought that it

Main design features of the PREX programme

e PREX programme ploneered in Argenting the use of & private manage
servie contractor (MSC) 1o deliver 3 governmentsponsored programme. -
MSC was selected through competitive international bidding. Under the mang
menl contract signed with the government, the MSC was responsible |
detemmining if the interested SME had the potential (both technical and finane
10 become an exporter; asisting the interested SME in identifying the consull
services that it required (o enter in the export business; and providing the §
with access (o information about potential export-related service supplicrs, if
entepriese did not have a specific supplier in mind The contract required §
MSC 1o open offices in Buenos Alres, Cordoba, Rosario and Mendoma
he MSC was responsible for assessing the bona fides of the service su
selectied by the SMEs (that i, of ensuring that they had & proven record in §
fleld); signing an agreement with the SME for the implementation of an expe
programme (defined as the consulting services that would be necessary to i

the firm improve s export capability ). obtaining the ‘no-objection’ from § fv t ct & sinificant impact of the progmmme on eXports, the
UAP 1o the financing of the export programme with & matching grant, overs e pae pros r

i i ify STPISe crensed their exports
ing the contracts signed between the SME and the service providers; il .:{::i:;;::?:::;.:.ﬂ::ﬁ:ﬁ: ;:l‘;r;::."r‘;;:us i) a
overseeing the implementation of the export programme. The MSC was Birvey, designed and conducted by a consulting firm, covered a sample of
charge of reimbursing the assisted SMEs for half of the cost of the consulti pprises. One hundred of them were selected from a group of assisted
services provided under the programme, after verifying that they had be Bses that had already received at least 25 per cent of the matching grant
received and pald for by the enterprises. For this, the MSC had access 1o pproved for them. Another 100 enterprises that had not participated in
escrow account that was replenished periodically with loan funds This was] mime were selected as o control group. These were enterprises similar
important feature of the programme aimed at generating confidence among & ity nnd size 1o those of the first group. Enterprises from both groups were
nssisted enterprises on the rupid disbursement of the matching grants tions regarding exports and export markets from 1996 to 1998, They
Although the MSC had autonomy o decide which SMEs could partici B asked 10 describe changes in products. production processes and orga-
the progrumme and of approving their export pluns, the UAP had 1o give its "o changes with respect 1o their export operations during that period
objection’ o the export plans approved by the MSC, and approve the prope wesults of the impact assessment show that many of the enterprises that
matching grant, The UAP also had the responsibility of auditing the perforous pted in the PREX programme had made behavioural changes in areas
of the MSC through external suditors; evaluating the client™s satisfuction with th uifect thetr future export performance, such as the adoption of quality
programme through firm-level surveys, assessing the impact of the program "

i i i . [programmes. the introduction of cosi-reducing measures and diversifica-
!lu'uugh cutctp'nu- surveys carried out by a third party, and of preparing perid Pg export marketing channcls. However, the differences in behaviour
ic Implementation reports for the World Bunk

¢ . : , _ Mn ussisted enterprises and those of the control group arc not signifi-

An inpovative feature of the management service contract wus that the MSS I 10 conclude that the change in behaviour was the result of having
wos paid based on explicit perfformance eriterin. instead of consulting Tees s i § in the matching-grants programme. Ax expected, the survey results
other matching grant programmes. The payment of the contract was divided inis show & significant impact of the programme on the firms' export per-
1) 60 por cent as o lixed amount paid monthly, 2) 33 per cent as an incentive pi 0. A more conclusive assessment of the impact of the programme on
ment paid quarterly based on the Tulfilment of guantitative and quall rormance should be conducted later on, once the assisted enterprises
targets by the contractor; and 3) 7 per cent as a finol payment, paid ot the end ..w time 10 put o practice the advice of the consultants co-
the contract. by the programme, Some of the specific results of the impact assessment

pllowmg,

Results of the PREX programme
The PREX W“wlm"ydﬂimdlomﬂmﬂmuium”auﬂy il 1 00 the introduction of new or iImproved products
l‘ﬂl?.thnpmpnmmwnumwmam ort projec WNMdﬂnmummmm
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In 1oral, U§$26.0 million in maiching grants wis appe wvalens o X o _ { thew prochicts, both for the local



and expon murkets More enterprises in the PREX group had inroduced y schieved. Among the reasons given for not having fulfilled their
products into the matkets since 1995 (77 per cont) than in the control Lmug inder the programme. the most important were: luck of working cap-
per cent); also more PREX enterprises (85 per cent) had introduce signifie L): crisis in international markets (20 per cent); lack of experience
improvements in their products than in the control group (72 per cenl | murkets (18 per cont ) and barriers in importing countries (8 per
unclear, howeser, to what extent participation in the PREX had accelersed |
Introduction of new of improved products into the market, since only 17 per
of the PREX enterprises reported that the mtroduction of new or tmpre
products was made oaly after joining the programme.

v
i M)

cont of the SMEs in the sample of assisted enterprises had export-
Impact on thes use of nesw channeds of distribtion _' upe. compired with 42 per cent of the non-assisted ones. Nearly half
More enterprises in the PREX group had wed new intemational channels of d m||lfz‘:::x:sb::':‘::r':::f::1’£:‘l!h:::dh::l':(';:':1':; ::1:::8:::]";3::)“:’:‘:7
tnbution since 1995 (59 per cent ) than those in the control group (26 per cet B00S and 1998. In ench vear the percentuge of cmcrpﬁscs that had
:‘\*.ﬂ‘ml 49 per cent of the enterprises in the PREX group reported that they i [ wais larger in the PREX sample thun in the control group. In 1998,
svors¥iod their axpor tukets slabe 1083 hirds of the enterprises in the PREX group had exported compared
third of those i the control group. Exports increased [or the assist-
from 208 par cent 1o 324 per cent of sales (for the group).
jexporting over 30 per cent of sales increased from 31 per cent in 1995
gt in 1998, i the PREX group

Impact on the use of training programmes

I’R_F.X enterprises were more likely to have adopted traming programmes.
their stalf in 1998 (78 per cent) than those in the control group (44 per cent)
both groups the number of enterprises with training programmes had inc

between 1995 and 1998 W valuation of the programme

ling firm conducted in-depth imerviews with groups of assisied
10 get their opintons about the programme and its impact on thesr
Most enterprises indicated that the real impact of the progranmme had
amed lnter because of the time required 10 develop new export mars

wor, some of them reporied that the programme had already helped
some export actvities Enterprises that had completed their
indicated thut the financial support provided by the programme
I for them to decide 10 use consulting services. Most enterprises
it the programme had been implemented with great transparency

Impact on cost reduction

About half of the enterprises in both groups had adopled cost-reducthon
grammes since 1995, but the number of those that adopted these programmn
was somewhaut highet in the PREX group (S4 per cent) than in the control prow
(46 per cent ).

Impact on the use of quality control programmes

About 80 per cent of the enferprises in both groups hud adopted quality contrg i ihe ndvice that they had received was usciul. Many thought that the
programmes since 1995, although a gher percentage of the assisted enterprl nme had helped them 1o leamn how (o handle convulianis. to understand
(61 per cent) had adopted international quality control programmes comg meguest from them. how to write terms of reference. and how to evalu.
with those in the contral group (36 per cent). The assisted enterprises were Ll RESTVICE

only ones that had obtained 1SO 9000 and 15O 9002 cenification. Fnte
thist recelved assistunce on quality upgrading introduced several changes, such
intormation fechnology for quality control. changes in the plant ay-out
training programmes for therr stall The immediate results were u decline in prg
duction defects by an average of 20 per cent and a reduction in operating cost
by an average of 10 per cent

on the supply of consulting services

s with local consultants revealed that many had benefited from partics
W serviee providers under the schome. They had been meorporated m a
waport consultants managed by the UAP, which was made accessible 1o
Ihere is some evidence that by stumulating demand for business support
Fulfilment of the enterprises” obfectives the PREX programme helped 1o expand the supply of these services in
inn. Anecdotal evidence suggests that markets for quality control systems
Atiout 7 ”&“m" ‘"‘" m‘a‘ ”‘."""l""" indicated that they had achieved th ol ndvisory services benefited groatly from the scheme. One indicator of
abjectives they had for participating in the programme: I3 per cent indicates amme’s succews was i roported decrease i the fee for obtamin
that all the objectives had been achicved and 36 per cont indicated thai they | Bowredbation, +




Experience with the use of a managerment service contract o
the PREX programme

IX progrumme, the UAP had the responsibiley for giving its ‘no-
i o the grints upproved by the MSC. Consequenldy, the UAP felt that
10 unulyse cach one of the grants and export pluss, with the resulting
he role of the UAP should have been limited toonly ex-post evalua
i the programme at two or three stuges of project mplementation (e
PR months),

Mlcult for o private operator to understand the anount of information
Mic sector ngency requires prior 1o taking any decision involving the
lie resources. Conflicts concerning the provisics of information can
ine the working relationship between the government agency and the
A0 any future use of management service contracts, the information

An assessment of the management arranzement of the FREX programme &
focus on how elfective the management service contract was in helping
achieve the progrimme's obpctives. The use of a private MSC 1o manage ¢
PREX programme wis essentinl to ensure independence in the approval of §
gramts, and to provide technical assistance to the SMEs to prepare their e
plans. The wse of an incentive scheme wis also impornant 1o ensure that the
continued working (o meet the performance targets, despite changes in the ge
ermment unit (the head of the UAP and the locanon of the UAP in §
government changed three times during project implementation) that may b should be clearly specified in the contract.
implied changes i personnel and changes i approaches and expectations of an incentive scheme in the management contract is important o
the programme. Al the MSC strives to meet the performance turgets, even if changes
The mcentive scheme in the management service contract was a powerful ig B povernment management unit change the approosch and expectations
to achieve the programme's targets. However, it was not always casy 10 interg project. However, if the incentive scheme is difficult to mnterpret and
and apply. The centive formula tried to reach a balance between quanti b0 much emphasis on quantitative targets, the quality of the outcome
mdicators, such as the number of export plans approved in each quarter, or i lor. An incentive scheme in this type of contract should be simple 1o
percentage of grants approved that met the expected disbursement schedule; ot and have realistic targets The incentive scheme should contemplate
qualitative indicators such as whether the SME was a first ime exporter, or if bility that performunce targets muy be affected by external fuctors
was located outside Buenos Aires. However, in practice, the incentive scheme p the control of the MSC
strong pressure on the prvate operator to meet the coptruct's quantitative . jemont contract should huve provisions to ensure the use of high
gets, sometimes to the detriment of the quality of the export plans ¥ stall by the MSC throughout the life of the contract, and that enough
An assessment of the management armngement of PREX has also 1o focus ¢ B I devoted by the MSC 1o supervise the implementation of the agreed
how well the MSC and the UAP performed their respective roles During 1 i plans by the ussisted enterprises
implementation of the programme, the UAP had difficultios in delegating i of o matching grant programme has to be evaluted, providing suf-
responsibility for the administration of the programme (o the private operata i lime lor the assistod enterprises to be able o implement the
The UAP scrutinized the expart plans presented by the MSC and reviewed all th ations of the consulting services co-financed by the programme,
documentation presented by the MSC prior to the disbursement of the funds Thi ot of the matching grant programme can be hindered by luck of
scrutiny created delays in the implementation of the programme and tensig 1o credit o implement the changes recommended by the consuliants.
between the UAP and the priviite operator, The MSC believed that the -
process was unnccessary because the contract’s incentive scheme allowed the
UAP to suspend payments if an ex-post evaluation revealed that the export plan
tid not meet the agreed criteria. In addition, the bank guarantee on the escnoy
secount would have allowed the UAF to suspend payments and call the guarantes
if the external auditors found any wrong use of the funds, However, the UAP con
sidered that this level of scrutiny was necessary to meet its fiduciary obligation
There are some lessons that can be drawn from the PREX programme.

thit Brazil absorts over S0 per cent of Argentina’s manuloctured exports, the
BIOn in Braxil hit Argentine exports harder. Total exports to Mercosur fell by 25
wn n 1999

® The nunagement of a publicly financed programme by & privite 10
through & management service contract was very imnovative in Argenting, |
practice. however, it was difficult for & government agency to delegate th
management of the programme to a private operator and Hmit its role to tha
of ex-post evaluator of the performance of the MSC. Future use of this type o
manggement arrangement should ensure that the contract Is very clear in th
delimitation of the respective roles of the government and the private opers
tor toy avord imprecision that could lead 1o disputes




knowledge of the firm, imperfect information flow, uncertainties
' Mtcl and the speed of technical change ~ is affected by the lnbour
b company’s employees and, especially in SMEs, by the personal char-
uul behaviour of the owner, The situation s much more difficult in
thich the owner does not delegate the internal circulation of informa-
he incorporation of knowledge from outside, than in those firms where
bes are encouraged o become involved in all aspects of the firm's
The first type of firm usually has greater limitations in developing
[Processes. since this requires that the owner “un-leamn’ old ways of oper-
i entronched attitudes associated with the operation of the business.

frnmework, o study was undertuken in Argenting by Fundes and

4. The consultancy and training services
market for small and medium enterprises
in Argentina’

PABLO ANGELELL), FRANCISCO GATTO and GABRIEL YOGUEE

Introduc tion

GLOBALIZATION, LISERALIZATION and subrogional integration und the rupid of
solidation of the new technological developments in the Held of information I Nacional de General Sarmiento (UNGS) which tried to analyse -
raisod the competitive pressures that enterprises have to face, especully S i amployer’s perspective — the importance of consultancy and training
firms The patterns of competition are being redelined with an incremed impd s ool for developing the competitive capacities of firms? Aspects of
tance of ‘non-price’ elements of competitiveness, such as quality assur I Tor these services were examined, such as the subject urea on which
altersales service. design and responding to the needs of customers and sub oused. the costs involved, their duration, the type of supplier and the
tractors, the speed of delivery, availability of supply, etc. These factors combi und behaviour of the recipient firms A market for these services
wilh increasing uncertainties and segmentation of demand based on glo s Has begun to emerge in Argenting: unfortunately, the traditional
patterns of consumption, have meant that the ability 1o create and expand “cd services hus genernlly operated on the premiss that the required
potitive advantages” will be o key element, not only in sttracting world murk In firms is of only a theareticul type, which gives rise to an excessive
but wlso in comsalidating share of domestic sales This chullenge is particul thon of the sorvices offered.
critical for smaller industrinl firms which have 1o confront these momeniol it s divided into four short sections. The first gives an account of the
changes and the entry of new and larger competitors, some from overseis. Il extornal restrictions faced by SMEs in un open economy, as in
new technical and organizstional strengths At the end of the 1990x, including the limitations of access 1o training
To build up their competencies. small and medium enterprises (SMEs) ha L services. The second section exumines different situntions of
absorb new technigques which, in addition to the normal process of implicit lea e training and consultuncy services 1o o greater or lesser extent. A
ing carnied out in-house, require them 1o bring in new knowledge und experi N is put forward on the possible development of a firm, from o position
from outside. These are generdlly trunsmitted through externnl ussoctitig for either service towards a situation where it uses both services
through networking with other firms and through traiming and consullancy i il section discusses predominant characteristios of the consultancy and
tttons They emible the SMEs 1o increase knowledge and skills 10 impeo tvices requested by SMEs, as emerged from the survey. Finally, the
production by linking previous internal knowledge with the new external cont Y comments on the results of the research us reluted to palicies
butions. In other wordi, enterprises need o be constuntly updunng 1 i supporting SMEs
capabilities through a twofold learning process - internal and external. The g
ity and extent of this flow of new knowledge. and how it is incorporated into
production and management process. will determine the real capacity of §l
SME to compete elfectively. environment in which an SME operates is governed by a number of
There i a strong correlution between the strategies of the SMEs and th iuncial and legil regulstory frameworks, overall macroeconomic poli-
internnl organization. A firm’s schievement in the murket is not only the outeg il strategy and policy, svailubility of access to factors of production
ol the opportunities it aces. but depends 1o o greater extent on what the firm & 1 2, complexity of the productive environment and technological
create, manuge. and produce. These clements depend on its specific competencs Hantional characteristios of the major companies in the leading manu-
und capabilitiex While the knowledge transmissible through the market depen socton, ete. The competitive frumework is influenced by the decisions,
mainly on the environment in which the firm operates (competitons, cusion Micnmm of small businesses. In this process of interaction, cach
and the business climate), the implicit clements are “firm{hpecific’, cannot plmdpnun. institution designs and implements strategies that may
bought, are the essence of the technological differences between businesses ' v s O limitations for the other participants.
are ul the root of the competitive udvantages of each firm. ! mnomi: framework, the ability of SMEs to deal with the limituations
Howmr.lludcvolnpmcn(dtcdmicdkmhﬂh! mmmc O ' m mwmwm
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and intangible competencies are affected differently by similar environment
by the behaviour of other businesses. However, the effects of the business &
ronment con be s severe that the limdttions confronting firms generally o
be resolved entirely within the firm itsel £ They repeesent o formidable extel
barrier 10 business development

Amstitutions do not have the appropriate structures for dealing with
that this constitutes o major problem for small businesses, since they
Ivon the proper treatment appropriate to the nature of their businesses*
jects on which firms expressed o high level of agreement are matters
Iy alfect the daily running of their businesses® Among these, the diffi-
The study carried out by Fundes and LINGS tried to identify, in the fiest pli L0l aocess Lo financing and, o a lesser extent, the relative price of the
the muin environmental restrictions [aong Argentine SMES A survey was o U utilities are more important than all others
of 337 lirms, using & questionnaire focusing on topics such as: linancing, seew A suitability of the training und consultancy offered for the needs of the
(especnlly consultancy and training), matters relating (o tax and employn le 57 per cent considered that this was inadequate, only 11 per cent
loreign trade and market conditions The guestionnaire ulo asked employes il thot this problem was among the five most important ones for the devel-
oxpress the extent to which they agreed on preventing external barriers (08 of their competitiveness
cess and growth, and to st them in order of importance.* OF particular iy & Wit o bigh level of agreement secording low importance, to factors such
was Lo discover the point ol view of the Dusiness owner os to the relative g Miek of help in the promotion of exports, the difficultios in using public sup-
lance wssigned to the development of the services murket, particularly techn iutions and the complexity of foreign trade procedures. This could be
assistance, tradning and consultancy they have low expectutions of assistance in these mutters and from the
The two main barriers considered most important by the lirms were two public institutions altogether. They recognize that foreign trude proce-
ments of o macroeconomic anture: the operation of the commercial ban e very complex and costly, but this situation is not an urgent problem. due
system (private and public) and the relative price of the privatized utility sep Bel that they sell muinly to the internal market.
es Sixty-two per cent of the SMEx indicated thot the rates, terms and guaran Anitinl conclusion that can be drawn from this information s that the SMEs
required by banks restrict uccess to financing and lmit the development of i gh in o relutively stable business environment® in an expanding ccono-
businesses: 42 por cent of SMEs also expressed the view thit the high prie the last few years — are mainly concerned with short-term issues that
infrastructure services (rosds energy, communications, ote,) adversely affect lirect impact on their costs and profits These replics reflect the business
competitiveness of firma (see Figure 4.1). predominant among Argentinian SMES, which also indirectly indicate
In the third place, around o third of the Tirms stressed thiat the Inck of cont of commitments that companies are prepared 1o make to sctions that
ol imports hax had & negative impact on their performance; while fou tiually muke them more competitive. As will be seen later when
importance as an external metor was the legal insecurity sifecting their busin the small group of firms that ask Tor technical assistance and outside
(non-performance of contructs, high costs und the time required for settling Lone of the reasons that makes it difficult for SMEs to decide to hire
putes through the courts etc. ). Finally, around 30 per cent of firms indicated ) o8 I8 the uncertain resulls they may derive from them and the long
L tikos for the benefits to be realized. Moreover, in the case of Argenting -
# Dusis of this survey ~ a majority of SMEs seem to show u general lack of
il turming 1o outside help in the development of their cupabilities und in
ping their competitiveness for the future.
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li process of firms entering the training and consultancy

ness environments chiuracterized by intense competition within world
e ‘ ! Ahe continuous improvement of technical capabilities and business skills
nsable for enabling SMEs 10 maintain thetr position and to

— , :
. “t # | il their shure of the markers in which they are competing. Experience
L e————————————— thar SMEs cannor completely internalize the development of their com-
— — + —— woness within their small business framework because they lack 1he
- wnd they do not have the necessiry expertise within the firm, From this
i view. 1he use of consuluincy. technical sssistance and rnining services
10 form pan of the bustness strategy of the firm. The existence of hin-
orohlnlulommdulngmnnw servicos can be viewed
adversely affects the competit of the firm. and can

| # Oogrwe ot mpriarce -o-n.-_-_—‘{

Figun 4.1 External restricions on Argentine SMEs. degree of
of impoctance”
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have & major impact on future performance. ability 10 exploit new produg
opportunities. the capucity 1o scquire and use new equipment and technold

Reasons for not using conaultancy services

etc. It will be i determiming factor of the quality and scopeof the learning % of frms out of
referred 1o carlier. W“"’:’ e
Figure 4.2 presents a synthesis of the resulis of the survey showing the de :
10 which 1rainmg and consultuncy services were used in 1997 and 1998, dis "
puishing between the SMEs that did not carry out any mmiming or consull B vy axpensive 28 k1
(quadrant A), firms that carned out only tramning nctivities (quadrant B), y ."':’ "“'9" ‘,""‘:m"""". P f: ::
that hired and used both services (quadrant C) and those that carned oul i nadequate . 15 20
consultancy (quadrant D)
In the first place. the SMEs that carrted out no trmning or consultancy "
ties constitute u very high proportion of the sample (39 per cont) that is 18 . :":: “ = o " :: :
about 40 per cont did not use any external traimng or consuliancy service, prg » personnel counterpa
or public, in the last iwo years. This group s chamcterized by SMEs whose 8 QRS Sheiincs Qr SV SRmOn w18 ol
fell over the last yenrs und had a sgnificantly lower average export ratio than o Funges- UNGS Project
rest of the group.* Other distinctive features brought out by the survey w
this group are a lack of finnncial planning. low technological capacity, | Fwanons for not using training services
use of public support programmes and a high degree of wolabon, '
When companies were consulted about the reasons why they did not ca % of firme of
consuliancy activities. the miemal and external factors had equal weight | m;" N of o
Table 4.1). As can be seen, there 15 a recurrence of ‘I do not need consul
replies, which hardly fits the unsuccessiul progress of this lirge group. _ - “ v
With regard 10 the non-use of trning services, (see Table 4.2), there s a) Y vy expansive
dommance of rephes staung that the services are expensive and tha RS MYEN stout imining :g ";
company does not need trmming. These firms have problems of competi 11 14
the markel. cannot recognize what their problems and weaknesses are, and)
b 35
2 26
2 29
20 20
= of frms of
ol cases in
Quadant 8 No of rms
5 (1]
3% ar
=2 20
8 24
Sourew Comphation 1 1TT and 1R N e Eaue 0f Compestve Envonmens el o Fd %
Demewicprmwt of Aot SMEs. The veow of the hvns Fast Ruapurt of Fasts Fusces UNGS 2 0
Prromet wdt Fabwinn wne Yoguet (1) N 1" ™

Figure 4.2 Distribution of SMEs 0 the market for trinng and.



continve to remain largely solated. This reinforces their perception that e average duration of the consultancy activities was around mine months,

problems are due to external factors that are outside the firm’s control. and thi n average monthly cost of approximately LIS$2400 per company. The tech-
do not see any need for training or consultuncy. I wswistance consultancies involving quality, finance and imformanon
Some additional conclusions that arise from the interviews with employg iwlogy were the longest, with an average duration of about one year. On the

hand, the consultancies i munagement, marketing and foreign trade show
or periods of duration, averagmy around seven or eight months

are: 1) owners do not clearly understund the need 1o retrmn. and have difficy
in acing o process of change, the outcome of which is uncertain, 2) short-tes
problems are the only ones in which the employer considers il important |
invest time and money. especially in a situstion of a shortage of both resoure
3) some new knowledge and technigues go beyond the formal education of o
owner, confronting lim or her with i chullenge and problem of a personal natue
which is relited 1o power and control within the firm. and 4) the tumover of st

# 4.4 Subject area, duration and cost of consultancy services

Avivage dwrakion Avevige cost
% of onses (WA (USS 00

is high and, therefore, it is feared some of the knowledge will be lost with the pe y" and sechnology 330 44 30
ple unless it is introduced quickly into routines 180 29 168
A second group of firms is mude up of SMEs that carnied out training sct . 150 o 64

: pn fechnology 155 40 7

ties but did not use consultancy (quadrant B). This set also constitutes a 8o 0 172
group (4 per cent of the ttal) which means around 80 per cent of the firms sy 50 42 us
veved had not used external consultancy services in the pust few years Uinlike s ] e
first group of SMEX these have a dynumism in the market and betier perfors 100.0 e 2058

B0 9000, total quatty srviTonment anc inousine neaih andg satery

unce in external imtegration, technological behaviour, finuncind planning, use .
Duinbase of ihe Fundes-UNGS Proma

programmes and conticts with other firms !

The dectsion 1o carry out only trninmg sctivities may be explamned by the G
that these activities have a lower degree of complexity than the consultar
activities, are less costly. last longer and generate far fewer business comm
ments. When asked about the reasons that prevent them from using consul

40 the cost of the services, there were differences between subject arcas. The

wently were services relating to quality and technology, while the cheapest
@ for marketing and finance. These differences may be associunted with the
these firms claim that the external reasons are more sigmificant than the mtermn i state of supply and demand for each of these services and with the pro-
ones. the high price of the consultancy being the most relevant (see Table 4.3), il lovels and qualifications of the consultants involved,

The third group of firms among the SMEs, those that carned out both con e consultancy providers were mainly consultancy firmw (S3.9 per cent of
tancy and trainimg actvities (quadrant C), comprise only 16 per cent of the toll ), although individual consultants were also used in o significant proportion
This group of firms has had, on average, a betier performance than the rest of i s (see Table 4.5), On the other hand, public institutions carred out only 10
sample during the penod of economic transformation in the country. They are [ it of the consultancies, & proportion that is even further reduced if the
SMEs with better technological behaviour, less relative wolation, that make b hes carried out by municipal bodies are excluded. Linking the type of sup-
ter use of programmes and have better financial plannmg.'* They are the fi iEnd the subject arca, there is a relatively high participation of consultancy
that have the highest skills, which would make them more likely to overcome § lu the areas of finunce, quality, technology and marketing, while individual
extemnal restnctions they have to face and more able 1 optimize the use of Miltants were used more frequently for management advice
assistance programmes provided over the past few yoans data seem 1o show o low level of contact between the firms and the pub-
support institutions, especially in the area of quality and technology.
: . s & pedotal evidence on the high proportion of consultancy companies offerin
Main features of the training and consultancy services requested by B Lypes of services rises u':mcm:qucslinm on their :'l?’umc':un in view ul:
Consultancy sctuivities carned out by the firms in the survey can be broken dow i of business failures of these services, resulting in the poor matching
on the basis of the field on which they are focused, thenr duration, the cosl nwly 10 the real demund and needs of the firms As already stated they
involved and the type of supplier of the services. Out of the total number of ¢o ',- Hificulty in identitying their real requirement. There bs a problem regarding
sultancy activities carried out by the firms in the sample between 1997 and 19 wecre nthon of the consultancy companies (SECYT — Sceretary of Seience
(sce Table 4.4), which amounts to 200, the most important subject arens  Technolog 1997),
product quality and technology (s third of the total) and management and mag Most firms identify and contict suppliers of consultancy services through the
ketng. which wcmmomuamwpummmmmmmma i pommendation of a colleague o entreprencur or by direct advertising
mmmmwm&mmm, ly exp by promotions ¢ the consultants. Chambers of commerce seem to play quite an
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On the other hand, sdvertsements, recommendations by banks and the pu
sector, and directones of consultants scem 1o be most ineffective (see Table 4
This should be borne in mind by public and private mstitutons offering servi
which have in recent years launched major promotion programmes A significa
problem of the consultancy market is that it excludes a very large sector of &

firms that are most i need of it

The survey results also show that the firms that carmed out training and ¥
positive about the programmes were a much larger group than those hinng o
sultants who were satisfied with the outcome, One may say that the matching

the trmiming services to the users’ requirements has been sigmificantly

than in the case of consultancy, which raises an issue of the development of £ '
supply of competent consultants. The private training market is relatively

developed.

If training activities are broken down in s similar way 1o consultancy, the m
important subject arcas were production, automation and design; administratio
management and planning: nonspeafic courses (lnnguages. negotiation, ¢te
computing and marketing (see Tables 4.7 and 4.8), These five activities togeths
accounted for 78 per cent of the trmining activities camied out by the

Subject area, duration and cost of training services

% of cuses Duration (hours) Participants
D, SUiDmabion and design 221 138 14
ilon, management and planing 153 L) 15
133 a8 L]
113 25 18
L 98 186 a
e saloty 53 12 28
o trade 27 55 5
Rrcal 22 a8 "”
emics. finance and accounting 22 70 2
Ll 149 124 14
e UDatanase of the Funces UNGS Proect
M Language colrses, negotiition. genessl seminars on 0pcs! BSUeE, sl
A8 Suppliers of training services
- - ——
Individual  Traming Pubic Contractor Tatal

between 1997 and 1998, tmingy  company mstitution inhouse abroad Courses N
10.2 69 4 122 41 20 20 100.0
Table 4.5  Suppliers of consultancy services a1 618 01 9.1 61 0.0 100.0
Suppher
Indwickm!  Cormsultancy  Putic  Contracting Total g 00 80.0 300 00 100 0.0 1000
Fmnance 1" 867 22 00 100.0 '
P o8 g a as oy , planning 127 571 190 an an 18 100.0
Markating 389 58.0 0.0 28 100.0 on.
Information lechnology 355 548 65 a2 1000 W 70 B4 178 50 H %) 100.0
Foreign ke 835 %00 187 eh 100.8 [ 333 aa 1.9 00 1Y 00 1000
Oshars 50.0 5.0 00 5.0 100.0 solety 267 40.0 67 200 6y 00 1000
Total 20 5.9 98 38 1000 : 351 35.1 12.3 53 105 18 1000
“chaces 150 B000_ WA Gy, STVIGRImen ana M Dt and sawty 197 57.4 a2 33 0.0 1"s 100.0
Soutce Database of he Fundes-LINGS Promct 1”71 528 148 558 87 40 1000
Datatiase of the Fundes UINGS Peoect
Table 4.6 Methods of selecting consullancy services
This comparison is based on the number of weeks involved in truining and
S S ical nssistance tasks. Thus, in similar activities, the number of weeks of con-
Suggesbon of an adveer of colloague 361 s between 11 (Information Technology) and 30 (marketing) times
Duect offer trom ihe consultant 338 Ahan those of training. Finally, considering the number of companics and
“‘“"“':::ﬁj‘""" of commerce 'g: b average number of weeks dedicated 1o consultancy and training. the total
Press a 1PECIAIZOd MAgADNAS ! :
ingtof enapuips oy as d houn for training is equivalent 1o only 15 per cent of those spent in
Bv offer from hanky 1.5
Dwectory of consunants 10 ly. the comparison of these results with earlier studies carried out in
Others 103 shows two things: on the one hand, the number of training and con-
Total mmwm&hmmhumbumu_
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foreign trade (customs, Senasa, DG (tax dept. ), banks) are very bureaucratic and.
the speed und fiéxibility of operations; 7) The concentration of supply and/or
in the market for productservices makes it difficult 1o develop the business; 8
services offerad by public institutions (Intl, CNEA, EXPORT-AR FONTAR ) to SA
are rarely used. due to u lack of promotion and publicity and red tape; 9) T most ¢
mgs with public bodies there are overpayments and corruption; 10) The training &
consultancy services offered 1o SMEs are characterized by not being suited to the S
needs: 1) Large companies Nave an attitude which does not eacourage the
ical upgrading of customers andior suppliers; 12) The development instruments b
not stimulated exports: 13) The business arganization(s) to which you belong da
respond 1o your requests for informution, services, advice and representativity.
S 1t s worth recalling the arguments of Walsh and White (1981) and Storey (1987) 1
SMES are not smaller lrge companies, they are economic agents thut are diffe
their nature aind culture, their business logic and their concepl of success itself,
6. As has already been stated, employers ware asked 10 indicate both the deg
importance and the extemt (o which they would sgree with the Hmitations set ol
the questionnuire. This would make i possible 10 analyse both the serfousnes of
restriction expressed by the relative importance assigned 10 it and the exter
degree of generalization in terms of the group of SMEs.
7. Figure 4.1 iMustrales, on the one hand, the degree of agreement expressed by firmsi
a panel of 357 cases about & set of 13 external restnctions that were presented to
and, on the other hand, the proportion of fiems which placed Ihese restrictions a
the top five in order of importance.
8. The rescarch and survey were carned out befure the onser of the macro-econg "
crisis in Bruxil and the devaluation of the currency, when the Argentine linancial
HHON was o stable situution
Y. While external sales represent 3.6 per cunt of the wotal sales, in the rest of the gro !
they fluctuate — on average. betweoen 8 and 9 per cent.
10, In this group there are oo firms with & high technological capacity, the isolated fig
constitute around threequarters of the group, and scarcely S per cent used supy
programumes,
1. The firms with a high technological capacity represent a quarter of the group, 53 g
cont can be conmdered isaloted, 15 per cent used some policy instrument and » 1
over a third of the firms have experienced fally in turnover since the beginning of i
1990
12 Thim, 67 per cent of the firms in this group recorded incresses in their sales over i
decade; o quanier have adequate financial planniog, which s s high proportion ¢ L
poared with the rest of the groups: 27 per cent used support programmes, whicli
almost three times the average percentage for the two previous groups. Finally,
thirds of the firms in this group have o high technological capacity and the prope ~"-.
of isoluted firms ix slightly lower thun half of the group. which is dlso o significant
lower propartion than that of the ather groups.
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T 11l EXPERIENCES OF BUSINESS DEVELOPMENT
SERVICES IN LATIN AMERICA

Promoting networks of small enterprises in
Latin America

MARCO DINI and JOHN HUMPHREY

PACTURING INDUSTRIES IN DEVELOPING COUNTRIES are facing greater com-
e pressures than in the past as a result of the opening up of previously
Hected domestic markets to manufactured imports and intensification of com-
in export markets. Trade liberalization has & double effect on small and
sized enterprises (SMEs) in developing countries. On the one hand,
penetration his increased in their local markets. On the other hand, new
ot opportunities are opening up, and with the right organization and contacts
i smaller enterprises can access export markets.
ety years ago the idea that SMEs could enter export markets would have
ridiculed. But the success of lalian small firms in global markets has
iiged perceptions of what is possible for the small firm. Researchers and pol-
ers looking for ways of promoting the efficiency of small-scale industries
started to see the lalian experience as 4 model for policy.
is model hus aroused worldwide attention, It seems to offer the chance to
be SMEs more competitive. However, drawing policy lessons from the Italian
nee and applying them to developing countries s a complex and difficult
) Trying to apply the lessons of the industrial district experience in the
tader context of business development services can be frustrating. In many sit-
clusters of firms do not exist, while in others firms that cluster together
um display the trust, co-operation and division of labour that are taken 1o
) the basis for success in ltaly,
s chapter starts from the position that it is possible (o increase the efficien-
; o! SMEs through inter-firm co-operation. Inter-firm co-operation can be
pped and enhance through the creation of networks The chapter discusses
plous Latin American experiences of network promotion and identifies some
M the fnctors that contribute towards successful networking programmes.

3"

Vhat can we learn from laly?

Dne of the most striking features of talian industrial development from the 1960s
0 the 19805 wirs the export success of small firms. 1o taly, smaller firms were able
to estubl; smwdﬂwhmﬁmhuhouw&udw-ulmlm
Iiv:-:.‘-’.‘._ A - e e T o3 vy, ummu.ﬁ



documented that clusters of predominantly small firms were able to establi J
nificant positions in global markets. In some casex, small firms clustered togedl
in particular regions were able to thrive while similar industries strugglee
survive in other parts of Europe. For example, the value of production in the o
Italian industry increased by over 10 times between 1970 and 1985 and the gis
tity of shoes exported doubled. Over the same period, European shoe industi
which had been larger in the 1960 declined (Rabellotti, 1997),

The concept of the Third Htaly was first used in the late 19705 At that time
became apparent that while little economic progress was in sight in the po
South (the Second haly). the traditionally rich north west (First Ttaly) was fach
u deep crisis. In contrast, the north cast and centre of ltaly showed fast gro '
In & number of sectors where small firms predominated, groups of firms ¢l : (
tered together in specific regions seemed to be able to grow rapidly, fes operating within the same sector, However, such gulunwmiumurv
niche. export markets and offer new employment opportunitics In the Thi e on rather than the rule, and most small enterprises are not found
Ituly,' non-agricultural employment in SMEs rose particularly fast, non-agrie L _thcm: —
tural employment as o whole, and valuc-added grew faster than in the rest of ¢ lomeration, py itsell, does not necessarily create division of labour, effi-
country in the 1960s and 1970x Per capita consumption in these regions move y or dynumic learning. The world is full of clusters of enterprises (large
from t;cmg below that of the mdustrialized north in 1970 to being above it J ) that do not show the dynamic growth associated with Italinn indus-
1981. One indication of the emerging wealth of these regions was the revers: districts. Altenburg and Meyer-Stamer (1999) have referred 1o such
migration trends. The Third Italy was a net exporter of population in the 1964 s of flirms as ‘survival clusters’ in their work on Latin Amcxic'a_
but an importer in the 1970s, overtaking the industrialized north as a destin larly, there are many clusters of small firms in India that show very limit-
for migrants ( Rabellotn, 1997) | Mlgns of innovation and increased productivity. Policy makers and

The Ttalian experience has been presented as a blucprint for the competity Burchers have frequently found clusters of small firms, but with characteris-
success of clusters of small firmx. While many different analyses have atle wery different to those described in the literature on Halian industrial
1o define the distinctive characteristics of the Third Italy, the following, i
from Rabellotti (1995), appears to reflect widespread consensus on the fun
mentul factors:

cwas considerable rescarch during the 1990s on clusters of firms in
countres’
n experience has also attracted attention from policy mukers. The
Es, fur from being disadvantaged by their size, might under certain
t be more agile and more efficient than lurge enterprises s very
Not surprisingly, conditions of clustering and small firm industrial dis-
 been taken up by policy makers in the field of business development
owever, the use of the clustening model for SME policy in developing
encounters two serious obstacles:

iterature on clusters and industrial districts usually refers to large
Jomerations of enterprises, frequently numbering hundreds of firms of var-

% are important findings. Anyone who expected to find large concentrntions
i working effectively together in Latin America would be disappointed.
| where concentrations of firms do exist, co-operation Is often difficult to
und sustain, und SMEs are often struggling (o achieve competitiveness
pvertheless, these disappointments should not lead to o wholesale rejection
he relevance of the industrial district model for Latin America. At the heart

Industrial district model are inter-firm relationships. According to
herger and Pyke:

e erucial characteristic of an industrial disinct is its organizadon. That is to say that
: success for the industrial district has not come about through advantageous
o low-cost factors of production — cheap lubour. land or capital — but, rather
& particularly effective social and economic organization based on small firms.

I O gAnLZALION may vary al the margins, but typically there are a number of key ele-
The basic principle is that clusters of predominantly small firms can gal ! help :‘;::1:‘::‘ :‘m K:::'{,‘l::"'::‘ ';'mr‘ :’::::";’ m:;;nl*l:r:
economies of scale nnd scope and increased ﬂcxihi'l:y through .sp:-:mhumm ! ” .w"" M " aid subcontracting divide smonget thomacives the Inbous
inter-firm co-operation. I lhc_y cimtcf. they can be as competitive is, O more “ for the manufacture of particular goods: specialization induces efficiency, hoth
competitive than, larger firms. The ltalian experience appears o show that sm "

- v und at the level of the district: specinlization combined with sub-contract-
firms in industrial districts can be successful large-scale exporters, and they can

‘ collective ty. Economies of both scale and scope are the resulr. It
do this without resort 1o low wages and poor labour standurds firm s part of, and on, » collective network which perhaps more than

The Ialian experience was analysed and presented 1o the world as the ind f""“ﬁ? che encapsulates the ewence of the district's character (Senpenberger and
iral district model. 1t has inspired a new line of  senilhacale induse Y od

Lt
. |
RISPA R Wt w.

® Muinly small and medium enterprises are spatially concentrated and secte
ly specialized distncts or clusters ]
e Forward and backward linkages among economic agents, bised both on ma
ket and non-market exchanges of goods, information and people, logeth
muke possible extensive and flexible divisions of labour between firms,
e Inter-firm relationships and relations between workers and owners are roote
in # common cultural and social background that links economic agents anl
creates a behavioural code, sometimes explicit but often implicit. |
® The firms in the cluster are supported by netwarks of public and private log ;
institutions that facilitate interactions and provide specialist support in arca
such o8 technology, materials, training and marketing,

™




.moctcd that they would continue the practice of networking beyond
period.

-how of promoting networks has been exported (0 a number of
dyanced countries, particularly regions in Spain, Portugal, France, UK,
ay, USA, Canada, Australin and New Zealand

Ml of the Danish networking experience, as well as other experiences of
prnmmhm in Europe, suggest thit networking can help firms (o gain
e competitive advantiges that are not available to them as isolated firms.
advantages include mutual support, better access to best practice,
et division of labour and specialization, and access to markets which
resources beyond the scope of the individual firms. However, such net-
schemes have 1o overcome start-up problems — i particular, the start-up
plved in developing the network and the problem of trust,

nder of this chapter will discuss experiences of netwarking and pro-
es of network promotion in Latin America,

Thix emphasis on networks s the key 10 developing policy for SMEx In E
this insight has been used to develop programmes aimed al promoting
of firms The most significant initiative in Europe was the Danish network
gramme - & government initintive which ran from 1988 (o 1993 and which
copied in u modified form i a number of other countnes (Martinussen, 1995)

The programme was triggered by the recognition that SMEx i.e. the backh
of the Dunish economy, are ill-equipped o deal with global cumpc ‘
Networking wis |hough| 10 be the answer and was defined as co-opernl
between firms aimed a1 rusing competitiveness, in particular at creating
business opportunities. such as developing and marketing new pmductl
deploy significant strengths within individual firms; establishing sgents and |
tributors in new markets: or the pooling of individual products nto ¢
product ranges

While the Danish programme was inspired by the industrial districts in |
Third lly and other parts of Europe, the idea was not to replicate them b i
foster co-operation between enterprises irrespective of whether they belonge
an existing cluster. The central idea i that through working together such enl
prises can overcome obsiacles and conguer markets beyond then indl i«
reach and that external assistance plays an important role in facilitating co- ~_
ation. The key figure is the network broker, who helps to wentify opportuni
brings participants together and assists in implementing new ideas or proje
The programme was designed by the Damish Technological Institute, funde 4
central government and carried out by the National Agency for Indusiry &
Trade in conjuncuon with local institutions.

One of the major problems in Denmark was that inter-firm co-operation;
this nature was not a part of the country’s industral culture. The network p
gramme aimed to stimulate Damsh enterprises to overcome their resistanc
co-operation (Chaston, 1995), In order to create an mterest in networking,
ples need 1o be found of mitiatives that have some relevance for, and striki
chord with. the local enterprises. The next critical gate is that of identifyin
viable network idea. The third hurdle is that of convincing a group of firms
pursue the iden and take ownershup of its progress. Convincing firms that
need u feasibility study before they push ahead is also cntical. These arc the mi
chullcngc‘ for the network broker. Best practices are methodologi o tools § he network broker has a key role to play in network development. The role
promotion matcrial which help brokers 1o overcome the above mentioned bag  broker is to start the process of building the network by overcoming the

crs (Martinussen, 1995) y rob - f
A\ ma. This means:
Overall, it seems that the programme has been successful on various cou [ protie "

racticalities of networking

s for the development of networks is threefold: mutual trust between the
piting enterprises, long-term relationships, and mutual benefits, If these
s can be fulfilled, then the firms involved in the network can reap the
of the economies of scale, more rapid leaming, incrense flexibility and
gt burgaining power in relations with both suppliers and customers.
pver, there is o start-up problem, Why should firms commit themselves to
ipation in a network when the benefits will be reaped only in the future,
risks and costs are likely 1o occur at an carly stage in the process?
ore, how can SMEs become involved in networks when their owners
tly devoted full-time 1o ensuring the survival of the enterprise?

problems point to the need for an external agent to initinte the process
iwork development. There is also o good case for this external agent not
] pl\wh!cd through the market. SMEs do not have the knowledge 1o assess
ous providers of networking services that the market might provide.
utionally, this is usually the small enterprise development agency. In prac-

' potential networks: Network schemes may work on the basis of
® |1 nchieved scale over the five years of the programme's existence, SO0 ent psponding o initistives from groups of SMEs or proactively identifying
prises became involved n forming networks out of a target group llll networks In gither case, the network broker has to undertake a diag-
10 00012 (00 enterprises. : exercise 10 evaluate whether or not there is a possibility of developing
® Tius high uptake has helped 1o make networking part of the Danish busine 1 which would provide mutual benefit to the participating enterprises
culture. The idea and often also the practice have disseminated widely, s Dvercoming the scepticism of participating enterprises: Small businesses are
that networking has become a natural option to consider in the fuce of 1 soptical of outside sgencies. One of the tasks of the network broker is to over-
business challenges. wmmmuwwmwmm
Oluthmtmmsumy.npmmdpunh&nm ntoTpTie ‘upuud 2 rww. | mmmmmwmumum
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15 well known that SMEs often lack the knowledge and resources to dey the locality. 1o promote the co-ordination of activities of vanous agen:
access benefits provided by the state, and the network broker can esta 10 promote change and innovation in the relationships between actorns
credibility by enabling access. AW03).
® Creating commitment to the network among the participating enterpn ure three stages of PROFO development:

This is perhaps the most difficult task. The participating enterprises will |
doubts about the capability of the broker (who is unlikely to match the
nical expertise of the firms in the network ), doubts about the good faith ¢
other enterprises in the network, and doubts about the benefits that
derive from the network. These legitimate doubts can be overcome on
slow process of estublishing credibility, diagnosing the challenges and op
tunities facing firms n the network, and outlining areas of poten
co-operation.

gtion: This involves work by SERCOTEC to identify firms in a particu.
Yocality, dingnose their problems and establish the credibility of
COTEC itself as an agency that can offer useful support. SME owners ure
sily convinced that state intervention is good for them, particularly in a
My individualistic and anti-state entreprencurial culture of the type seen in
0 (Montero, 1992), Scepticism has to be overcome by personal contacts
oblem-solving directed at individual firms. Any group of firms can ask
form Itself into a PROFO, but SERCOTEC must be convinced thut i basis
allaboration exists and that there are clear short-term and medium-term
i which might be met. The number of firms will be small - usually between
w30

Even after these start-up problems have been resolved, the network m
require continued intervention by the broker, who will act as a ‘referce’ in
putes between enterprises. However, the support for most enterprise netwo
time limited. If the broker is to continue playing a role, eventually financial s
port must be provided by the enterprises themselves,

It follows that the broker has a key role in network formation, The person W
responsibility for this tusk must have credibility in the eyes of the particip

B 8.1 Networking programmes in Chile

enterprises, be capable of diagnosing the competitive condition of firms, be &=
(o design projects for co-operation, have good negotiating skills, and be al To cramte networks of SMEs that To create stable relationstvps andg
take o leadership role within the group, would aliow the firms involvad 1o enable colubomiion betwash lvge
obtain compatilive advaniages not ang smad enlorposes
avirllabie 10 them Individually

Networking in Latin America: Chile and Central America

Vanous initiatives for interfirm networking have been adopted in
America. This chapter deals with two cases The analysin of these cases is b
on the participution of one of the suthors Marco Dini, in each of the exp

Mippon A partial submidy lor opemiion costs, decisasng over lime (from 70% to
50%) o manoesun of three of four yeurs. Support bom sxtsmal brokers o
Initiate and consolidate the group antd 10 develog plins lor co-opembion

ences 1993 1908
By 1968, 329 PROFOs had been The piiot project develaped n 1996
Chile approved, imvolving a total of 2940 Invelved 20 large Bms and 1800
firms. supplien
In the 1990x, Corporacion de Fomento de la Producion (CORFO) developed 1§
networking initiatives: the Proyectos de Fomento (PROFOs) (Developm In 1998, CORFO provided CORFO evestod LSS250 000 in
Projects), and the Programa de Desarrollo de Proveedores (PDP) (Suppl approximittely USS9.3 million the pilot project
Development Programme), The aims, resources and achievements of the pr "
gramme are summarized in Table S.1. The analysis in this chapter will focus @ Jmm:: ::cmbn with ::‘;—mm supple
the PROFO initistive only, as the PDP programme was established only in 199 shabormtion of e project firms, and staboration of &
The PROFO programme seeks 1o promote direet co-operation betwee Davelopment of activities devaloprment plan
firms and to provide u focus for the supply of support services by Servicio ¢ Evaluation of results Mm"z: :::um
Cooperacion Tecnica (SERCOTEC), an agency of CORFO. PROFOs are bas
on the assumptions: 1) that the biggest problem facing smull firms is isolatios w R Fopey 91 m” B NevnLcy e
not size, 2) that the take-up of all of SERCOTEC's services needs to b Fncal maturm. §2 in e revenun
improved, 3) that dynamic clusters of firms can have a positive impact on thy gennrited by svery $3 investod in the

locality as a whole, and 4) that the co-operation of the pﬂmm;mbuc -
nmumuuctmwm.mammma e state (SERCO (" h. llh —
mwmu»mmm e and public secto Rchice ot purticpating

'I




® Consolidanon: This is the mam part of the process. The first step is 1 upy
# manager. The manager's role s, mimially, 10 @o1 as an interfnce botwees
PROFO's members and their mstitunonal and market environment. O
task of the manager s 1o improve the delivery and tke-up of support sen
and this requires co-ordination not only with SERCOTEC but also with ¢
local ngencies, both private and public. Henniques (1992) argued that |
firms are organized into a group they can more casily make their needs §
mstitutions and markets Their size has more of an impact in the ma
services 10 firms Traning providers. banks, suppliers and local and
wstitutions will be more willing to respond 10 the demands of & group of |
articulated by the PROFO manager. A second task i 10 develop &
relutions between the participating firms. This 1s done through such activith
visits (o cach othery” factones, group workshops and group travel. The m
er will also work towards building the self-esteem of the group and prow
s activities. Onee thiy is achieved, the participants and the managers can
towards developing competitive advantage based on co-operation. A1 the
tume, the work of the PROFOs s directed towards particular areas of imprg

b success of these projects is hard (o evaluate. Allenburg and Meyer-Stamer
W) provide evidence that the project in Honduras hid mixed resulis. On the
. it was possible for the programme to help groups of small entrepre-
3 1o identify common problems and look for collective solutions. They cite
Lemse of furniture makers who identified that gquality problems nrose from
wood that was insufficiently dry. With credit provided by UNIDO, the
p bought a dryer. Just as important, The dislogue also helped 10 build trust

o group of rather individualistic microentreprencurs and encouraged
1o specialize complementary taks in order 10 achieve economies of scale.’
snburg and Meyer-Stamer, 1999), However, some of the initiatives under-
by the same project failed. In particular. groups suffered from
srtunistic behuviour, and Altenburg and Meyer-Stamer suggest that ‘s long
the participating entreprenours are not pcrsonullv liable for project failures,
y will pretend to be interested in many projects which in reality they do not
‘ (Altenburg and Meyer-Stamer. 1999: 1695).

5.2  Networking programmes in Contral America

ment through the bi-unnual evaluations of progress, which focus on partic
arcas of activity, such as product design, process improvement nnd |

resource management (D, 1993)
® Independence: The mim of the PROFO imitiative 15 10 create groups of ef
prises that can develop and sustam their competitiveness, and at the same
encournge other firms in the locality 1o emulate the expenence and §
dynamism into the local economy, For this reason, the managers are appe g of suppont
ed for a period of three years, after which the participating firms must § ‘s
over all support for their salary. The aim i that each group of firms will be i ywar
sustamning. The benefits 1o the participants should be great enough for p
mitiative alone fo sustam it

The success of the PROFO initiative is shown clearly in Tuble 5.1, For every §
dollur invested in the programme, it is estimated that o social return of four
lars wos gencrated. Further, the programme genersted considernble |
revenues, so that the tax burden on the state was reduced substantinlly. He
the real test of the programme is the extent which the networks continue 8
state finance has been withdrawn.

Ceontral America

Iwo projects for network development in Central America are consides
here. The first was established in Nicaragus, and the second (n Hondu
association with the National Association for SME (AMPIH), The detall
the two programmes are presented in Table 52, Both programmes were st
ported by UNIDO, with financial support from European governments. 1t ¢
be seen that both programmes are less ambitious thun the PROFO progrim
in Chile. Once ugain, network brokers pluwduecmulmln ludcvcloptn; o
mmx particularly in (dentifying arcus where I assistance
requi

Nicaragua Honduras
To promots the development of To support the craation of SME
SMEs through the creaton of rmtworks and 10 spread networking
networks of lirms specinitzing in muthodologies
complomaniary activis

Technical support from prolessional stal! directly itwolved in e programme

Part 1 1995-97 19021697

Part 2¢ 106820011

250 tems in 18 groups. Sectons Approsimalely 350 lirmas in 52

covarad! leathar, lootwsar, groups. Sectors covernd: leather,

ngro-nduntry. tinber and furmiure, ootwoar, agro-ndustry, mber and

matalworking ani Watiles. fumiture, motalworking and
loxblos, garments and packaping

Part 1 USS700 000 UISS800 000

Part 2: USS1 300 000

The project covers ihe ot cost of In 1895 o norm of co-linancing for

consultancy. Tha lirms pay all 1he consullancy was established. Firms
costs of projects developed at the cover pnrt of the cost

(prowp levet

Introduction of new matenile, Al thir bewvel Of groups, reductions
improvement in product guality, Irvestmont costa, The development

devolopment. brands, standardizabon  of a lechnology resource contre,
of mzos. Three groups began direct with 20°% financng by partcpating
eaports. firmn b th fiest yout.

mm«mmmmmm—m
mmm&uumdww

on comg Mg 10 be deveioond sl he regoned vt






D, Mo C1993), Los Proyecios de Fomenio', mimeq, Santigo: SERCOTEC r

Henriques, L, (1992), ‘Proyectos de Fomento, un Nuevo Enfogue para la Moderniz
v Desarroll de lus PYMIS', mimeo, Santiago: SERCOTEC.

Humphrey, J and Schimitz, H. 1998, Trust and Inter-firm Relatioms in Developing
Transition Econonvies’, Journal of Developenent Studies, Vol M No 4:12.61,

Martinussen, L. (1995), ‘Elements of Success in Cluster Policies: From a Practitg
Pomt of View', mumeo, Worcester: Business Not Lid., South Quay.

Meyerson, 1., Weick, K. and Kramer, R., (1996), Swift Trust and Temporary Groups® »
Krumer and T Iler (eds), Trast in Organisations, Thousand Oaks, Ca: Sage: 166-19 ! ion

Montero, €. (19%2), “Chili; Les Nouvenus Entreprencurns’, Probldmes o Amérigue
No 417128

Moore. ML C1994)  How Difficult Is It to Copstruct Market Relutions? A commenia
Platien’, Jowienal of Devetopnent Studies, Yol 30 No 3 BIR-8E§8)

Nadvi, K and Schimitz. H. (Eds) (1999), Industraal Cliasters in Developing Countries,

Rabellotti, R, (1995), 'Is There an “Industrial District Model™™? Footwear Distng
Italy and Mexico Compared’, World Devefopmeni, Vol 23 No |: 2941

Rabellonl, R (1997), Expermal Econonies amd Cooperation s Industrial Distries
Comparisen of Halv and Mevico, London: Maemillan, |

Schmite. H., (1989), ‘Flexible Specialzation: a New Pamdigm Of Sl
Industrialization’, Discussion Paper No 261, Brighton: lostitute of Deve !
Studdies, University of Sussex.

Schmitz, H., (1995), ‘Collective Efficiency: Growth Path for Small-scale Industry”, Jowl
of Development Stadies, Vol 31 No 4 520506

Semlinger, K. (1995), ‘Public Support for Firm Networking o Baden-Warmembs
LE Andreasen, B Conat, F den Hertog and R. Kaplinsky (eds), Evropes Next 8
Organtzutional Innovation, Competition and  Emplovment, London: Frank
271,285

Sengenberger, W and Pyke, F. (191), ‘Small Firm Industrial Districts and L8
Economic Regenerstion: Rescarch And Policy Tssues’, Labour and Sociery, Vol 16 ‘
124 )

Tendler, L and Amonm, M., (1996, “Small firms and Their Helpens: Lessans an Den
Wosrld Development, Vol 24 No L,

6. Sustainability in the marketing of
handicrafts in Nicaragua

TAMARA PEREIRA

RTE, SA. 15 A PRIVATE commercial company scting us an intermediary
i Nicaraguan cralt producers and international buyers It aims 1o be a
predal company with soctal sims, providing marketing and export services
WNicaraguan handicrufls in the best interests of craftsmen and craftswomen,
40 help them carn higher incomes and develop their skills

heving @ balunce between the financial and social aspects, between sus-
lity and development, s often difficult. In this chapter it will be shown how
Peompuny tries (o combine these objectives There is o briel analysis of the
who are its suppliers und the impact that PROARTE has on the sector,
I8 I also u review of the development of the marketing company, the difficul-
1 has encountered and the challenges it fuces. Consideration is given to the
lity of replicating this model in other countries

lle of PROARTE, S.A.
Hves

RTE 15 # business, and as such has 1o be profitable. [ts profitability 1s
gntinl fnctor in meeung its objectives, which arc 1o help craflt workers o
their products. thus creaung more jobs and increasing the income gener-
#0 that crafismen and craftswomen can develop thewr skills without
int.

i 1993, PROARTE was created as o handicrafts marketing programme of
fennonite Economic Development Association (MEDA), with technical
cial backing from the SNV (Dutch Development Service). The idea for
mme arose from an analysis by MEDA of a credit programme for
Benterprises providing loans to the handicrafts sector. This analysis showed
fhe craft producers do not take up the loans on offer, because they are alraid
i being able to pay them back, as they have no assured marketing channels
witde them with a stable income, Since the domestic market for handicrafis
earagun is very small, due 10 the lack of tounism and low level of purchases
licrafis by the people of the country, craft producers have (o export their
ety 10 increase their sales levels PROARTE was therefore created as o
programme specializing in exports.
et for several years as 4 noo-profit organization, the profits
ned (rom its operations allowed it 1o considor the possibility of setting up 4
prporting company, which was faried s the imied company (ociedud

"4



anonima) PROARTE, S.A. Set up in January 1996, it Is owned by the fou aind funcy wood, and marble powder sculptures. The hammaocks and ceram-
organizations: MEDA has a 65 per cent holding and SNV 35 per cent. SNV pether comprise 96 per cent of all sales . £ ba
to place its shares at the disposal of the producers MEDA has also : OARTE's sales represent 45 per cent of all Nicaragun's cfp""‘ ‘?l'E ':c
It intends in the future to sell its shares to craft producers and 1o the emph ks and 48 per cent of the ceramicx These statistics make | ROARTE 1
of the company. handicraft exporter in Nicaragua.

Staff members of PROARTE have expressed an interest in buying 8
immedintely, but the share transfer hias been postponed until the conditiol
considered right, both from the point of view of the company and the re
ship with the craft producers,

suppliers of PROARTE, S.A.

B of production unit

SARTE works with 40 craft workshops, located in both rural and urban
throughout the Pacific, Northern and Western regions of Nicaragua. These
duction units include family workshops, co-operative units, and microenter-
% There are machines in some of the production units, but the use of manuul
b remains predominant. '
ROARTE has no preference for particular types of suppliers, nor for their
raphical location. The selection criteria are based an the type of products,
uality, design, price and production capacity. This puts pressure on some
ps of producers to maintain quality standards, as they have no guarantee of
It handicrafts being purchased by PROARTE on a continuous basis

Services provided by PROARTE

® Purchasc and sale:
O Intermediary purchase of handicrafts st farr prices
2 Domestic sales (10 per cent) and imternational sales (%) per cent)
® Quality control: this s carnied out first by the buyer and then a1 the p
stage. The mm s 1o have three levels with the producer as the first link
chain of quality control,
Packing.
Administration of transport and customs export documentation
Financing of production,
Technical nssistance and framing
Supply of good quality raw materal
Design and development of new products

ilications of the craftsmen and women

of the craftspeople huve had their skills passed down to them through & tra-
n of generations, which tends to make them resistant to adopting more

Personnel techniques

PROARTE employs nine permuanent stafl members: 4 general manages
administrative and soles sssistant, un accountunt, o buyer, o designer, o wareli
supervisor, o warchouse sssistunt, o packer and a driver, The ‘
stall is hired as the volume of work requires. The sales and marketing funct
nre performed by the general manager. The wim is to have u small specinlized §

level of producers

e of producers vary on average between CS600 and (’39(!! per month
proximutcly USSSS -~ USS80), which compare very favourably with '.h'u ol
Wt sectors: e agricultural and livestock CS300; fishing CS$500; mining and
) g C$600: manufactunng industry CSS00; construction CS480; financial
itutions CS700.
e salirics of women. who work mainly in more remote rural areas, do not
1 C$500 per month on average, but even 5o, they earn mare than their h:s
; 18 r and a status within
customens were Alternative Trade Organizations (ATOs) special organizath - W;:ting t':t klhhcd?cld.\ 'l:;:s g:bvzs mﬂ'\:nmmc:::n:: “z::v‘cu "un s
formed to promote products from developing countnies - which were con : (T es; . '::mgm cs“' Tt aones o My ML e
with the help of MEDA, because of their relationship as non-gov e unbeu ! '" “':“' - l:ill o ol Hevicane Mitch. e
Pare Hito, mAIVE thae Ton ATOR e " IMM:: ml m:u' y the m.mh and west of the country were left in a
move into mainstream trade. The ATO/mainstream mtio previously at 1 ‘ ll::l:lut::;tmc::wnumrdcd ey o forill strata of cultivablo
et " Teaving many agniculturnl workers destitute. This highlighted the impor-
ee of the sector us an alternative source of income for families; in
ne cases. it has become the sole remuining source of income. This situation
eused the peed (o strengthen the marketing company. o generate preater

The market

PROARTE exports mainly to Europe (Germany, Holland and Switzerlimd)
tor the USA. Sales to the domestic market are low (5 per cent), PROAR

The procucts






Outgaing products. The purchaser has access 1o 4 variety of suppliers, whil
producer has sccess 10 different markets for the products,
With cach of the two networks, the marketing company & the focus of
tem of relationships; these are two mini-systems on two different levels, in W akes the products more expensive: Each intermediary in the chain adds a
the parties meet the following requirements: B margin to the product, and PROARTE Is no exception
ernlt producer sells products (o the marketing company, who then exports
0 so that the eraft producer is never in direct contact with the final cus-
- The producer becomes completely dependent on the intermediary and
es all direct contuet.

ps the greatest disadvantage for the craft producer s that the marketing
ny is really imterested in the products, rather than in the producer. The
ip with the producer is based on the quality of the product supplied.
# 15 no obligation for the company 10 buy the whole of o certuin output, or
# apecified volume of production. If the product ceases to be attractive, the
er stops buying it Therelore, the craft producers have to make an effon
P improving their production both in volume and quality 1o be competitive.
sompetition is healthy. and the system more dynamic, but it also imposes
and insecurity on the producers and deprives them of some independence.

antages.  For the craft producer, however, exporting through the
pting company has some disadvantages too. These are:

® Responsibility of the producer 1o the marketing company. Ensuring quall
product, prompt delivery, correet volume of production, appropriate cmt, [
® Relationship of the marketing company to the producer: Technical assist
and training, financing, design and product development, trunsport of L
ucts, help in purchasing, supply of good quality raw materils

As (hese requirements are met, the relationship between the producer and
marketing company Is transformed into o long-term mutual business agroen

® Relationship of the marketing company to the purchaser: Delivery of orde
time, product quality, competitive prices, effective packing, credit sales 8
sales service.
® Relationship of the buyer to the marketing company: Payment for ordes
time, feedback on fashion trends to help development of new prodi

increasing ordens, loyalty to the marketing company and 10 the product. tionship between company and producer (s based on mutual benefit

fiteel staff.  One of the keys to the success of the system lies in the employ-
i PROARTE, who have to be dedicated to their task Ihey have to be aware
their role goes beyond the buying and selling of handicrafis They have to
their role in promoting economic and social development in co-operation
ibe producers, The company has to train its staff in social issues, s well as
B them aware of gender lactors.
ROARTE as facilitator has to arrnge technical, financial and business tran-
l pmduc-. s PROARTE s no resources of its own to develop traiming and
il issistance and does not consider this to be its role. Instead, it acts as a
| lur and works in these activities together with organizations specializing in
¢ felds. The allinnces that the company has with similar organizations whose
I uthlizes are very important for the development of the craft sector.
J b part, PROARTE has indirectly carried out informal training and techni-
ance through visits 10 the workshops, tracking orders, reviewing the
) and development of new products and control of production
development s one of the most important areas of marketing, so
E employs a full-time designer in its team, Experience shows that the
peessiul products are those designed for o particular market. Here all the
s that make the product a potential success are brought into play. its
The marketing company provides producers with these services und %o ¢ B M8 price, the capacity 10 produce it in sufficient quantitics, etc. The scller,
them 1o rench o much wider market. This is a service 1o nreas that lack even sl n PROARTE = the organization in contact with the buyers - has to set
x 4 [or the development of new products. Attendunce at trade fairs

basic features as drinking water, electricity and telephone connections, v A

Exporting through a marketing company facilitates combining output fre “ coteapmekdpmdw trends and price levels But perhaps the most
wwmlwubﬂ"'ﬂ’ﬂﬂﬂ'hbﬂ”! "mmm‘mw ‘ lMWMMWM“&MMM i the customer who in the
“‘mhhmomwwwmhbfotmﬂmwm g mmmmmcmmmm»’-mm

too small for importers 1 handle on its owa, ol Mﬂhmmmmwmmm

IR VIEW PRERIReL

Advantages and disadvantages of the marketing company

Advantages.  The existence of the marketing company creates a dynamic {
with a clear division of labour, which is the basis for success because it facili
specialization, optimal use of resources, and consolidation of supply of expe

Respecting the division between production and marketing is the key (o
system’s success. This division fosters specialization and optimal use of fing
human, administrative and technical resources. Each link in the process d
what it knows best. The producer invests in productive infrastructure, in expil
ing production capacity and in improving technical specializstion and the g
of products; the marketing company invests in murket research, storsge cap
arranges reliable transport 1o and attendance at trade i, provides office f
ities und administrative support

Export requires access 1o resources, information und support services, such

® muterinl resources: communication facilities (fax, ¢-mail, telephone ), techni
resources: compulers, means of transport

® humun resources: specialized stall, competence in lingunges

® access 1o linance, loan fucilities, marketing support, warehouses,



ure cuncelled, It is then more difficult 1o win back n dissatisfied cus
o than to make 4 new one

0 s 0 need for o wider range of products to be developed for internntion-
kets Producers have (o keep up with changes in the tastes of buyers In
different markets

Dustribution channels.  Choosing the right distribution channe! for the e
handicrafts s one of the main features in the success of sales. Channels i
be selected carelully to enable the products to resch the convumer at
prices, Nicaraguan handicrafts are not cheap products, so one has 1o find
cconomic way to reach the end consumer

PROARTE applies a profit margin of SO per cent on most products {3
those from workshops maore than 45km from Managua)

Expenience in Europe und the USA has shown that the most appry
channels Tor cralt products are: ATOs, department stores, wholesale impe
retudl importers (e Pier | Imports). Distribution channels thit are geners
so effective are: agents, importers, supermarkets and chains of low-in
retiilers

w the future
il strengthening of PROARTE

RTE Is at o crucial stage in its development, when it has to reverse the
Bturn in sades und achieve o profit level 1o enable it to establish itself as o sus-
phle company in the long term. It needs to restructure its organization by
: ming two main areas: sales, and product design. These will be key factors
Promotion.  Attendance at international trade faims is productive as it alioy intaining u growing share of the market. At the same time to ensure thit the
company (o reach a large interested audience at one time It is most imporh fction units ure capable of meeting the supply needs of PROARTE, a truin-
maintain 4 continual preseace at any trade fair, but it is very expensivg promotion unit needs to be created 1o be responsible both for finding
requires # great deal of preparation and planning. PROARTE'S goal is 8 sources of financing for the compuny and for hiring qualified staff to provide
tcapate i minimum of two trade fairs per year: one in Europe and anotl pleal assistunce and training for the craft producers

the USA. Colour brochures and catalogues, product descriptions and
distributed directly to prospective and current customers. The co
advertises in the Directory of Nicaraguan Exporters, in specinlist mag
by tourists, and in the Yellow Pages of the telephone directory.

hening the production units

% wrnd technical wsistance. The fundamental factor in the growth of the
will be the increase of the exportable supply (in both quantity and gqual-
ﬂlmugh a strengthening and expansion of the production units by means of
I and business development frining

(ssien.  There s the firm convietion that women have i leading role 1o
¥ in the development of this sector. Fostering the capabilities of women in
. i production units will at the same time promote the empoawerment of the
achieve a stable long-term relutionship. One of the biggest problems has bes and the strengthenimg of ther workshops, thus using production as a
difficulty of maintaining the required rate of production, leading to faili s of tacklimg gender ssues and rasing the number and standard of the
meet delivery deadlines or sending products of infenior quality iswomen in the country,

Me quality problem is serious and had led to loss of customers. A grol
suppliers has 1o be formed and trained, who are able to sustain & constani ¢
production of scceptable quality or who cun be helped 1o achieve this It
to develop strategic links so that integral training programmes can be pro
for the eralt producers

Problems encountered

Problems in production anddor in exporting

Quality of service and of products should meel customer requiremen

Iercased production of ceramics involves greater consumption of timber,
Comaderation must be given to changing the technology of wood-fired kilns to
ulti-combustion or gas-fired ones for environmental reasons

) the wse of colourings and oxides, PROARTE regulites their use to
prantee products that are environmentally fnendly and not harmful to the

Doswntuen o sales
There has been a downturn in sales over the past few years, for several reast wlusio

® Buyers have had quality problems with the products (complaints and o itries do not have identical conditions, nor the same handicrafls or culture,
tions of products from customers ) and this has become a factor in lhe e are similar socio-economic sitiations, which suggests that the model devel-
of sales. This inability 10 meet the quality standards of the final ¢ I by PROARTE might feasibly be replicated in other countries. The major
results in reduced orders for PROARTE. p oﬂhﬂl'ROAR'l‘Bmodnlhlhnllhcncmsbmblbomuuungcompmy

Osmchumbmmdhwmmdwilbwcduumbwmqulmy lbopmtmunzm i of cuch comes about through the development of
products and stop doing business with PRO "»1“ ' dlnr.'llu i solition s achioved when the two work together and
mummmma T t all . © oo wl



o be able to accomplish its mussion, the nstitution has implemented the
AE Integral Development Program, which s subdivided into two sub-pro.
1) the sub-programme of competitiveness and environment, and, 2) the
ogramme of competitiveness and business,

competitiveness and environment sub-programme was created 1o pro-
an eonvironment that will be favourable to the development of
ftivencss in Ecuadorean industry, especially in micro-, small and medium
pos. The unit i charge of implementing the competitiveness and envi-
sub-programme s the Centro de Estudios y Politicas (Centre for
and Policies). The aim of the sub-programme is to strengthen the capac
competiion and growth in MISMES by increasing productivity and
y. The units responsible for achieving this are the centros de servicios
rndes (business service centres), deseribed below,

7. Market-based services for
microenterprises in Ecuador

ANTONIO LANUSSE

INSOTEC and business development services

T INSTITUTE OF SOCIORCONOMIC AND TROHNOLOGICAL Rescarch (Institu
Investigaciones Socloccondmicas v Teenologicas), INSOTEC, is a p#
Ecundorean non-profit foundation, created by o group of businessmeny
researchers in 1980 with the aim of promaoting social, economic and techng
cul development in Ecuador. |

In its early vears, INSOTECS programmes consisted of indirect bus
development services' und policy dinlogues with government bodies and &
institutions in the private sector, mainly in relation to small industry trade
ciations. At the end of the 1980k INSOTEC started on the direct provisin
technical ussistunce and training for smull businesses, as purt ol o project i
by the United Stutes Agency for Internutional Development (USAITD).
then the process of learning and development Has progressed and is now sl

ess service centres (CSEs)

USEs opersted by INSOTEC aim 1o improve the competitiveness of
Es through the provision of support services. These centres are located in
b wltles around the country: Quito, Ambato, Pelileo, Riobamba and Santo
ngo de los Colorados,
at long-term sustainability. ; e OSEs offer financial services and business development services (non-
The focus of INSOTECS work s the enterprise. more specifically the mid Inclal services — as shown in Figure 7.2) with the objective of: 1) helping to
small and medium enterprise (MISME) it i the perspective of the enternp plize businesses by offering credit for working capital and the purchasing of
that faspires the methods and systems of work used. Small businesses cutl o assets; 2) helping to increase productivity in firms by offering technical
Mourish m wsolation. but only as part of & prodoctive system (see Figure 7.1 )07 . pe and training 10 improve technological and business management; 3)
must uim (o be competitive. ng marketing services to help businesses to sell their manufactured prod-
andd gain access 1o the factors of production, plunt and equipment; 4) offering
The Institution’s mission and the programme to develop luction services to enable products of better quality and greater added-value
compelitiveness in MISMEs e produced; 5) promoting export marketing for the products produced by

INSOTEC"s mission is to: ‘contribute to the industrinl development of E k% 6) contributing 10 developing and strengthening entroprencurship,

with un emphasis on strengthening micro-, small and medium enterprises’

Information Fananeang

Enlerprise Markating of
Hinished products
Technalogiceal Tratining and
sarvicos and fachmcal
plant hire assistance
o m i -

Figur 71 The anterpris ane he factrs alecting s parkemn




particularty in the textile and clothing sectors, 7) enabling INSOTEC ta are gIving rise to a recognition of the need to promote own hrands. The
the cconomic resources (o achieve sustiainability. , sduced are sold primanily to the low-income rural and urban population,
I1w‘( hl‘:\ olfer a wide range of services to deal with the main problem ponsumers are mainly interested in low prices and not so much in quality.
by MISME production of ready-made clothes is mainly aimed at the national market,
8 per cent going to foreign markets, mainly in the neighbouring coun-
Colombia and Peru. Many observers estimate that the percentage of
thon that goes 1o the frontier markets is higher than these official figures
mrds cducation, 471 per cent of microenterprise owners sdmit that they
, leted their primary education, 14,9 per cent had an incomplete see-
¥ education and 138 per cont finished their secondary education, This

Pelileo: “The blue city’

Since 1994, in o project supported by the Inter-American Develo
(IADB) and based on its own institutional experience and resources, INS
has aperated a business service centre in the Pelileo canton, sttusted in th

n b » ronesd - v \
flt:.lfu. 120km u_uuh ol the umlal.()mlu he population of the canton is m ¢ an should be taken in the context of the fact that the illiteracy rate in the
" ‘!3';""“" origin, but over time they have adopted the customs and vali i of Pelileo is 1229 per cont. 1t should be noted thut 23 per cent of the
"";"“ race population. , rise owners are women. The business owners of Pelileo acquined

0 the urban arca, which has around 12 000 inhabitunts, the jeans indust wowledge and skills through work experience. The workforce s mainly

stitutes the main source of income. Although agriculture has always b
typical activity of the srea, there has also been o tradition of clothes manuf
Since 1920, groups of families have used simple domestic machines to
and trousers for sule in the markets of Tungurahua and Cotopaxi.* Fros
beginning of the 19805 however, it began to concentrate on warking on de . :
rics in imitation of small clothes manufacturers who were successful in selling R0 Businges Service Céntes
products in small town markets at low prices and without much concern ford OITECS activities began with the marketing of raw materials for denim
ity. In this way, o cluster of micro- and small enterprises spccmlmng ] manufscture and then began to offer and disburse credit to the microen-
manufacture began 1o grow up, 1o the point when, st one time, Pelileo 1 e (nvolved in this field of production. Subsequently, technological support
known as ‘the blue city”, beeause of the colour of the clothes produced in the s were added, including direct consultancy advice in production and train-
Today in Pelileo there ure uround 350 enterprises speclalizing in mking ¢ ' M personne! '
garments: 20 per cent are eategory | microenterprises (1 1o 3 employees), s chapter focuses on the provision of the technological support services. The
cont category 2 mmucmcrpmu (49 employees) 6 per cent small enterp %t aimed not only 1o offer raw materials and credit, but also to set up pilot
and 2 per cont medium. 10 is estimated that the sector provides employmes ity production workshops to show the microenterprise owners the best prae-
over 2000 people. Fram the total number of firms, 72 per cent specialize in operation and to offer training in running these manufncturing businesses.
mg clothes and 20 per cent in making and washing garments. finally, model workshops, equipment was installed which, because of cost, could
remaining 8 per cent are enterprises that do only washing Most of the worl e Justificd for individual enterprises to invest in, since they would be under-
are employed directly in the businesses, dlthough there are others who wor The services through these workshops offer the use of more modern
sub-contractors, which makes it easier for production to fluctuate accordit i nt. They aim 1o be sell-financing through charging for this facility.
murket demand . s decided thit it was important for the business owners to value the sery-
The breakdown in the relative age of the enterprises is as follows: units in ¢ it wirs generally agreed that this would be more likely to happen if they
tence [or less than three years represented 27.6 per cent, and those that B *ﬂ it of the costs 1t was also considered that by charging for the service it
been operating for between three and five years make up 30.4 per cent; 18 N be used only when it was considered to have an immediate return on
cent of the enterprises have been in existence for between five and ten ment, In this respect, training in business management or production tech-
while those that ive been in operation for more than ten years, comprise 2 would be less attrsetive and it was doubtful if even technical assistunce
per cent (82) of the enterprises, § meet this criterion of immediate returms. Production services, however,
Most ol the jeans manufacturing microenterprises tend (o have between i i be of interest, since o small investment would immediately produce
und four permanent employees. These enterprises use mainly single- . An example is that of & well-made buttonhole for which the business
machines, usually between one and five upright sewing machines, The main would pay 10 cents, which could mean an increase in the price of the prod.
uety are trousers (75 por cent). by USS1.
The products are generally sold with labels that copy other well-known brang SOTEC therefore decided 1o give priovity 1o the provision of those techni-
i widely used practice in all countries. However, new regt concerning inte wmmmmumummemam needs of (he business

lectual property and logal action by internatioaa) companles agains! This, INSOTEC becume part of the production chuin. At the sturt, in

Betenized by poor cducational qualifications, & marked lnck of middle man-
fin larger enterprises) and of specinlist operatives (espectully designers and
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I 74 Embroidering service - Pelileo

Semesters e has also developed in a positive way, although demand s less than

the buttonholing.

A service tospeed the making of waisthands was also started, but this did not
g, as this machine was not expensive and there was on the market & sim.
cheaper machine that could perform the same operations. This was 4

Figure 7.3  Buttonholng service ~ Pelileo

order to avold possibly making a bad investment, INSOTEC decided 1o stag
service with o rented machine for making buttonholes After six months i
on 1o buy its own machine when it was clear that the service wis a great sug hle leaming process for INSOTEC in introducing future services,
and in continvous demand. the beginning of 1997, a single-head, computer-controlled embroidery
When INSOTEC was set up there were only two buttonhole machin whine was installed, which has also been very successful, After only a shon
Pelileo and all the garments produced in the city made buttonholes manuallys it called for two shift operations and Inter even three The following year 4
only machines for carrying out this operation belonged (o the larger firm il head was installed to meet rining demand. The results of providing this
there was a belief that the machines were very expensive and difficult 10 opes pice are shown in Figure 7.4,
One business owner spread o story that he had to pay o bribe 1o the e can be seen that after the second quarter of 1998 & drop in production ook
the owner of the firm that had the machine and had the buttonholes made o po. partly due to the emergence of other businesses offering the services
garments in secret at night and was charged a high price for them - 15-20 8 bly also the marketing process of the new service was inndeguite
each. The muchine was under lock and key and very few people had access i he provision of the embroidery service was the first step to the incorporation
When INSOTEC installed its own buttonhole machine at the Pelileo B ters into the production process (through subeontracting). This in turn
Services Centre, which was available for all 1o see, it charged only 10 cen % in hoving products of grester added-value and better quality, for which
buttonhole, thus shattering the naive rumours regarding the machine. The s owners can obtiain better prices, resch more markets and improve their
fee provided by INSOTEC was 4 great success and gave some business owl it conditions.
the idea of offering the service themselves and INSOTEC was forced 1o off§ I sddition to the services described above and as part of the technological
maore rapid and cheaper service 1o overcome the competition, ' L the institution offers microenterprise owners in the area technical train.
The graph in Figure 7.3 shows the evolution of the buttonholing se -lvwc and assistance in machinery maintenance and administrative
indicates that production on the machine reached it height in the second gi ent. Dingnoses of production processes are provided 1o improve pro
ter of 1996, At the end of the first quarter of 1997, because of competith ity and reduce environmental pollution in those businesses that have an
INSOTEC decided to sell one of its two machines and to retain the other o » i problem. Furthermore, work experience trips 1o Colombia are armanged
vide o service still required by the smaller micro-businesses It was the intent 1y year for groups of micro-business owners, so that they can observe how
of INSOTEC to pull out of this activity as soon as possible. Soon there we are done elsewhere and so implement changes (o their own businesses. All
more than 10 buttonhole machines providing services in Pelileo and mauny of setivities have o cost for the business owner, but the charges are subsidized
businesses that had previously been costomers of INSOTEC had now i the surpluses generated from the profitable services In the work experi-
their own machines. By 1998 over %0 per cent of the clothing producers had th the atm is for part of the cost to be financed by the businesses
own mochines and the price of 4 buttonhole had fallen to 1.5 cents. This she W“‘ Inputs, equipment, tools, raw materials and help in marketing.

how INSOTECs initiative in installing o machine and offeting a service : m.nmopemd up by INSOTEC where significant changes in the
cally changed this operation and reduced the cost of manufucturing th eration of enterprises can be promoted, using consultancy services. Work is
products. " mmmmummmummmwmmm

AU thie beginning of 1995, INSOTEC installed another speelalized machine g G i o
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OTEC can offer services within the same business sector, Pus helps 1o
1e trust between the mstitution and the microenterprises, who can see
hat the institution 15 prepared to face the same nisks 1t also enables the mst-
Hhon 10 relate 10 the reality of operating as » microenterprse and how i

mches decisions, which helps 1o remforce the effectiveness of INSOTECS
COMETO: : gole in working with the sector.

powledge on the new technologies used can stimulate more competition and
gl regulniion in the market. For example, the poce of a buttonhole which was
gents at the beginning of the service is now reduced to LS cents. The same
peess also occurred in the embroidenng services, so that INSOTEC s now
gomvidenng the need to mitiate # process diverting mvestment to other tech:
mological prajects now considered of greater importance

|;oﬂho‘. jeans producers

business
sarvice contres

iy over 90 per cent of businesses have incorporated into the production
pas new types of buttonholes, which are now widely regarded as of higher
lity. Businesses have access (o better raw materials through new sources of
y. Most businesses today have access to fabrics produced in Ecuador,
b, Chile, Venczueln, Argenting, cte. INSOTEC is now better able to pro
technicnl consultancies m management, marketing and production

Al the same time, the institution’s Research Centre (Centro de l'smdkl s e

conducted general studies of the sector, specific research into the effluent g  Locating new suppliers of aw muenials, machinery and other mputs in the
lem, and has organized discussion forums to discuss the special problems of fig mme arcas as the producer companies has reduced transaction costs and o
Since mid-1996 the institution his been working with one of the city's technl ‘made better use of working capital,

colleges, which trains young women in subjects reluting 1o clothes manufuct e programmes have made it possible for a significant group of micro-bus-
to adapt the teaching curriculum so that students will be better prepared to f Bess owners 10 familinnze themselves with new markeis, new technologies and
the reality of work in the sector. pve all better business practices.

The offer of 1echnological services and the provision of better raw materials,
eyuipment and 1ools has made it possible to develop products of ligher qual:
My, greater added-value and lower price.

Figure 7.5 Model of business services for Pallleo’s jeans’ producers

Results of the implementation of services in Pelileo

Alter five years of operation in the region, an assessment can be made of |
effects the institution has brought about, both in the business sector und wilh

the institution itsell. Some achievements inclusde: rovision of business services and INSOTEC's financial sustainability

® In the institution itsell & methodology for the provision of services 10
microenterprise sector his been developed, This requires the institution W
constuntly In a state of innovation, always linked 1o the demands of the i
ket The diagram in Figure 7.5 wmhnum the model thit INSOTEC hm i
upplying in the provision of business services

his wlready been stated, one of the objectives of the provision of business
pos 10 MISMES, through the business service centres, i 1o enable INSOTEC
) generale resources (0 achieve fimancial sustainability without the need 10
on donor funds.
SOTEC Is now managed as a business and no longer depends on the
roes of donor funds, which today represent only S per cent of the institu-
‘b hudgcl Its resources are generated from the provision of services at
| prices. Surpluses are relnvested (o provide more services, or are aimed at
pmoting activities that encourage initiatives in the firm or that will improve
performance (for example, part-financing of work experience abroad or
| subsidizing of technical assistance schemes) or financing research activi-
10 benefit the sector,
The institution has tracked its sources of Income for the period 199698 1t
' benondsmmmambdmydlmuw(mmewma
s offered Is abmed al diversifyiog INSOTECs

he following have heen some of the impacts of INSOTEC work on the by
ness sector of Pelileo

® Services of buttonholing and embroidening, not previously available, are m
on offer so that businesses can incorporate greater added-vilue into prodia
tion processes through subcontracting 1t should be emphasized that this b
Important financial implications (or microenterprises. They can improve |
quality of their products by subcontracting to third parties and so can avol

using searce resources for investment in new eyuipment, which in many ¢
will be under-utilized. <
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ineome, 5o that it does not become dependent on a single source. There
mbcant upward trend in sales income from marketing services In the pre
of financial services there is more of o downwird trend. und in technologies
ices earmngs were stable. There was also income denived from projects sug
by technical co-operation, which are the non-repayable funds: these she
nificant downward trend.

8. The Business Information Service
in Bolivia

GARY MONTANO HERNANDEZ

. CHAPTER PRESENTS, in summary form, the expenience of the nstituto pars
Philosophy of action Desarrollo de la Pequefia Umd:j Productive ('IT)EI'RO) ~ Institute for the
® o ?ch:’c'\'c the difficult combination of working for development and § 0;1’:"‘-’:\:""':'h:';m:il‘l’::uluiiv:nl:nwil‘— in‘lhc; d::::;‘ :l:t{\'g( ‘l;p anlc‘l ‘;}:crzs
rolitable . ation « Servicio Jde ormacion G .
. "l‘u offer services and products directly linked to the market. jarmation Service — over the three years of its operation in Baolivia (1996-95)
® To recognize local specific features and sdapt 1o them, ~This chupter aims to share some conceptual guidelines with its readers and 1o
® Toopernte in a decentralized way. rate the viability of the SI1C initiative undertaken by IDEPRO, The service
® To develop an effective system ol management information and admin pcribed s new for Bolivia, and innovative as regards the non-financial services
tion for keeping track of operations and decision making. ded 1o the microenterprise sector. The chapter covers some of the main les-
® To be continunlly innovative from the institutional learning process up to December 1998
' 'ﬂlc first section gives the main events leading up to the creation of SIC. The
pndd section describes the development of the design of the services and the

Noles
operation of the institution. The third section covers the evolution of oper-
' mic‘;gm:"l:?::x"m:; i "“.'::““""" l‘::‘:’“"" funds. i"‘f‘t'*"‘ clieat) g and finuncial results achieved in three years of operation, The chapter onds
ASSISL 0 1 organzatons (e nk - J 2
commerce), which in tum provide direct services 1o St A I’l ‘c | Mti.ng out the strategic goals for the future that IDEPRO has laid down for
2 Castro, Nelly and Lierena, Jenny, Andlisis compartivo de ls situschon socioecondni e business information service

los hogares vineulados a las microempresas informales de confeccion de jeans en R
chompas de coern en Quisapincha’ (‘Comparative analysis of the socio-ecomomic sity
of homes cotnected with informal microenterprises making jeans in Pelileo and foil
packets in Quisapincha’), Degree disertation, Universidnd Centol del Feuador. 1998

vents leading up to the creation of SIC IDEPRO

problem areas of development for small businesses in Bolivia, and possibly
wther countries in the region, are necessarily affected by the environment and
0 market. These establish the state of imphicit or explict marginality, in which
mllscale economic activities operate. They also influence the strategies of all
) orgammlmm and services concerned with the sector,

In the 1990s, appreciable progress was made in Bolivia in the provision of
il services to the smallscale sector. Much less progress oceurred in the
of non-finuncinl services 1o microenterprises

In this context, from the tme it launched its operations in 1991, IDEPRO set
I the goal of specinlization. It aimed 10 offer services (o the sector by incor-
ting into its offer highly specialized financial and non-financial services

A central feature of the design of S1C is the institutional strategy adopted by
RO, which takes account of the following aspects

wion on the basis of competitiveness

g 199, this consideration has brought fundamental changes to the pattern of
' nmoml mtervention, resulting in the following aims:

b implement two types of intervention: 1) direct action to help micro- and
ﬂllllbullum wnits, and 2) mtervention in the environment, through the cre-
o of suitable infrastructures to support micro- and small enterprises in



s behind the design of the service

Whentifiod in micro- andd small enterpeises

gn of the service was based on the knowledge guined through studies
hi p y conducted by IDEPRO, CEDLA and other institutions dealing with

1S pn-dut-c;j a cl.umgzc in the manner of intervention, moving from the) or. Four business problem areas for micro- and smull enterprises were pri-
“""_ of non-financin) scrvices s a way of obtaining access to credify 4 10 be dealt with in the design of the service. These were:!
provision of business development services, which would help 1o enha ms in the supply of raw materinls equipment and skillx
petitivencss ‘ £ ¢ |

his gave rise 1o the differentiotion of four lines of institutional services i of market information o !lw peeforences o et
It, training, on-site consultancy, and business information. Esch service el Wi ollln-s in nh:;ining hclph:u unpruvfn;. the pwduu::uy ol cmc?‘mm und
T e e e g QR it v o s ot 11 gy s,

c "

® ‘[0 mtroduce models of integration and linkages between enterprises {
small, medium and large enterprises ).

Intesvention classificd by type of service

pipants involved in market iterrelationships

problem arca mcludes the participation of three subjects in the framework
ness relations;

Introduction of 4 business logic in the operation of services

A third factor was the aim of achieving, in each line of services offered I
institution, long-term financial results 1o ensure the sustainability of opers
The features described have produced two results: first, the transition of
tutional financial services within a regulated entity (ECOFUTURO FFP), ‘
would specialize in micro-credit and the mobilization of savings. Second, the!
tinulty and specialization of IDEPRO in the provision of enterprise develop

services
The role of the business information service Is concerned with:

micro- and small entreprencur who procures materials, equipment, tools,
rmedinte goods and services as well us trades in goods and services on the
ket

The supplicr of raw materials, tols und services for microenterrises.

The final consumer or intermedinry, who buys the goods or services of the
microenterprise.

p subjects identified give rise to the building up of information subsystems

I this sense, the generul function of the operating sub-system has as its premiss:

¢, Provision of information 1O microenterprses’ to enable them 10 muke
based commercial decisions,
® Promotion of goods and services of micro- and small enterprises 1o potet
purchusers,
® Facilitating interaction through information between micro- and small ¢
4 a"‘“ and large enterprises, to achieve productive linkages. statement is put into practice within the tunctions of the SIC, through the
wiening iteraction and mformation between enterprises and instituth pliementation of the information process, in the following wayx:
supplying services to micro- and small enterprises

yeontribute 1o and become part of the business dynamic of the market, which pro
Wuces benefits for the micro- and small enterprise. the central subject of the sysiem

nformation 1o assist owners of munufacturing enterprises i their decision
making.

) Fust und timely muss communication of sales opportuniies us demands anse.
Promotion of products (goods nnd/or services) of the micro- and small busi
ness sector. 1o meet the demand.

The effects were

® SIC had to generate its own portfolio of clients
® SIC had to create its own service, which enabled it to compete with other prg
ucts und services in the market (such as other newspapers, radio programs
and other information systems)
® The need to complement the various other institutions and services (cred
training und consultancy ).

ions and aperational structure of the service
Ihe operational procedure followed by the SIC in its work goes through the ful-
pwing processes (see Figure 8.1):

Process 1. Compilution and updating of information: including the incorpora-
tion of an individual and his details into the system. As part of this process

These indtinl premisses led to the design and initiation of the service and 10 col
fronting the challenge of seeing the micro- and small enterprise sector from.
new perspective. This involved looking at the entreprencurial environment #s

whole, replacing the perceived marginality of the m more he ndvert mﬁw 10 customers.
sive view of the interrelated nature of commerce, "’ " “mm e ; l"rou:?-' mal m wnd processing of information: this is done on

transfer, ~ omputerizod di fically



¢ operational structure includes the diffusion of operations, as shown in Table
¥

In this way two types of coveruge have been generated, namely: 1) covernge
the collection of information which, as at December 1998, was installed in six
jor cities in the country (La Paz, El Alo, Sucre, Potosi, Oruro and
hubamba ) and 2) coverage for the dissemmanon of mformation which, as al
pmber 1998 was effected through Huenos Negoctos and covered 66 larger
W intermedinte cities uround the country

Along the sume lines, in the collection and dissenunation of information, two
ic types of users of 1he service are generated: 1) the direct users (those who
ibe or pay for it), and 2) indirect users, those who ultimately receive the
ited information.

curly. most users of the service ure 1 the group that receives the informi.
generated in the medin.

"+ son ' ‘.‘. .. ' ecif Mmo“kmke

@ products of the service to which the client has access are as follows:

T+
ﬂl---
I'.II-

Figure 8.1

Operating procedures of the SIC 1
Participation in the National Business Information Network - at no cost 1o the

client. only to appear on the service's databases. The turger clientele for this
of the SIC through subcontructing to third party services, through buildin petwork are micro- and smallsenle enterprises, suppliers of raw materials
strategic allinnces. dfor services and wholesalers who require goods and services from the
® Process 4. Broudeasting of informution on radio stutions and in the newspat MSEs (micro- and small enterprises). Many of the SIC's clients appear on the
Huenox Negocios ' service's database, but this does not mean that the mformation will be pub.
® Process 5. Distribution and sale of Buenos Negocios, through strale Hished and advertised. For IDEPRO, having chents on the database makes i
ilhances possible 10 channel opportunities in a focused way 1o clients, It also means that
® Process 6. Promotion of SIC through Buenos Negocios and through § it has the data 10 produce additional mformation, which can be used as inputs
phiets, information ut training contres and personal visits, for other IDEPRO services (such as the consultancy ). The mformation n the
® Process 7. Marketing of information setvices, advertising on radio and databases is regularly updated as and when the chient requests. It gives gencr:
Buenox Negovios. through personul visits by SIC staff, details on the entreprencur and the business, and the types and prices of the
® Process & Continuous innovation implemented by SIC staff, using total gu ifferent goods and/or services offered or required by clients
ty techniques. 1 Advertising in the newspaper Buenos Negocios, by payment for space in that
blication. Space in the newspaper i bought by the client, who can advertise
nformation as he wishes on the products or services offered,
Advertising on the radio programmes Buenos Negocios, by payment for space
Functions of the aperating node Functions of the contre of operations on those programmes. R‘;dits)r:plcc i bought m mini-programmes of three
® Compilntion and updating of information @ Campilation and updating of national minutes’ duration.
ot 0 market 10 which |t ostens information e target audience for the advertising on radio and in the newspaper are sup-
mm'mn stomge and processing of - @ Systematc: storage and procossing of ers, potentinl purchaser companies and MSEs. There are also clients who
® Production of local media @ Production of nelfionsl media: 8 dvertise in the media but whose details are not registered on the datiabase,
Negocios and others y , are shori-term chents who pay for space, but are not regular customens.
® Pubhcring of information in local media @ Publicizing of irformation in medis with ‘The newspaper Buenos Negocios, has a tabloid format of 8-12 pages It is
nanonal covernge Aosed as o separaie supplement in local daily papers. The target audience
@ Distribution and sale of local ek ® Distritaion and sale of meda with natonal hmmma 1) the end consumer and/or intermediaries

SO 4 2) the migro- and small business owners themselves. The price paid for the
® Ralaling with organaations. metitutons flolanng win operatng
awu“um * - o | .,%u&,_b‘,,,'z, g bo mmmmm mﬂhm

® Process 3. Production of information medin; using the technological resoun

Table 8.1

A




ith Channel 7 of the natonal ielevision network, with radio stations in dif-
cities around the country and with the Mumstry of Employment and
nierprise,

® Listings 1o order: there s o payment charged for this miormation
appears as printed reports with special information, arranged accordi 1
mterest of the client, Thix service 1s the only way to gain direct ncce
database of the service and s obtained through requesis from cl g these, the joint venture with the newspaper Presencia w the one that
specific information. Access (o the database can be made u\rallnbln erated the greatess impact. The agreement was based on the following
interested person, for business or research purposes. However, care is res:
ensure that the database is not used to the detriment of any client’s ik
here is no provision for direct access (o the database through a comy
for two reasons: 1) u lsck of demand observed in other systems of nee
information i this way, and 2) due 1o the connection costs and the
information culture prevalent in the market.
Around 200 enquiries a year have been made nationally (by |\cnonll
and telephone enquiries) for speafic information from the dantabase |
enguines over the three years that the service has been operating). The m
ity of these were made by supphiers interested i potental microentes
customenrs and from companies interested i acquiring some specific g
and/or services 1

business informanon service produces a specialized mformation produc
w Negocios) which, added to a ‘conventional’ newspaper, gencrates
gased revenue for 1l
wrget readership of Buenos Negociox (owners of MSEs) s an attractive
readership which generates opportumties for the morming paper to
puse 11s market share.
¢ agreement allows IDEPRO to offload some of its costs and take advan-
of the distribution systems which the dailly newspaper already has in
ce. Furthermore, 1t generates synergy in the promotional and marketing
phivities of both the Buenos Negocios publication and the newspaper
Presencaa, '
In addition, a pilot scheme has been in operation, producing and broadcastis Pinally, in working together there are economies in the costs of both partici-
Buenos Negocios television mini-programmes on the state television cha panis (IDEPRO and Prexencia),
(Channel 7), These programmes give basic supply and demand informatic |
the screen, with comments by the presenter, Viewerns are given » telephone o
ber they may call for more information

agreement has enabled the SIC to expand significantly from a fortmightly
of 2000 copies i 1996, to a weekly run of 20 000 copies in 1998, distributed
gough Prevencia’s network in 66 major cities and intermediate smaller towns
poughout the country.

he national coverage makes the Buenos Negoctoy an attractive medium for the
ertser, and the mcome generated from the sale of advertising space to suppli-

MSEs and other companies has increased substantinlly

his national coverage has fostered interregional communication between
ferprises and their customers and supphiers in cities where their products are
peured and/or marketed. This has already resulted in exchanges of technology.

Some significant aspects of the development of the service

Continual innovation in the media of information

Innovation has been o constant feature throughout the operation of
service. In 1995, the dissemination of mformation began with the nel
letter Hojas Buenos Negocios which, after wix months, developed inio
full newspaper format. In 199, a year on, # coloured cover was introdug Mterns and moulds for clothes manufacturing between entrepreneuns in Suere
and six months later city editions were published. Newer formuts | il La Paz, supply of ecmbroidery services between entreprencurs in Oruro and
presenting information were progressively produced, mnging from gen Paz, sales of leather-fimished products between supphiers in La Paz and entre-
advertisements and comparative information tables 10 ‘clossified” adve pencurs in Orura

ments, ollowing the agreement between IDEPRO and Presencia, other alliances

This process of development has ansen by adapting 1o the requiTements ¢ been formed, such as the agreement with Channel 7 of national television
clients. The result wis increased mcome for the service on the basis of sales re i radio stations in different aties around the country. This his brought the
entie from new products ce 1o television and radio, at a relatively low cost to IDEPRO,

The innovative approach to rdio media products has led 10 IDEPRO's de IDEPROS runge of information products focusing on business matters
slon 1o imvest in the design of new programmes, aimed at expanding into ge: kes it an attractive partner for private and stite-owned enterprises |sm'~h
business educational material and a wide range of new publications. private madio stations and Channel 7) to enter into agreements with il
There have been attempts by some radio stations 1o proxduce progrummes

milar to IDEPRO% but they have always been short lived. The design
Formmng segfc oifances ! these undertakings has not succeeded In attracting an sudience of
Strategic alliances constitute a central feature of the operation of the informatio '
service. Since 1997, IDEPRO has entered into o muahr mu

mmmwumwm
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tissemination of information relevant to the sector. For instance, the agree-



ment with the Mimstry of Employment and Teca (a suppher of products Ia

fimshing of leather clothing and lootwear), has greatly mcreased

mformation avalable on the sector, The mformation s then incorpora
publications,
Ihe Ministry of Employment and Micro-enterprise operates mn ¢

()

exchange for regulating supply and demand of personnel with particular 8

This information is published in the newspuper Buenos Negocios, initially fre

charge, but with the mtention that the Ministry will pay IDEPRO for the
in the future.

feca, for its part, compiles techmical articles on the treatment of leather
the finishing of products. These are then published free of charge in B

Negovios,

A contribution to the image of the microenterprise

With i view to aligning the expectations of enterprises of different sizes
fucing various market conditions, new perspectives on the importance snd rol
MSEs have been put forward through SIC in the means of informatio

disseminates, Considernble work has been done on building the image of 4
that Is capable of integrating with lnrger enterprises benefiting |
apportunities peneruted by such relationships

The contribution o enhancing the imuge of the MSE Is mainly channg

through personal relutionships, the medin and the promotional and
campaigns. These say, for example:

ing and financial results of the SIC (Tables 82,83 B4 and 8.5)

8.2 Buenos Negocios media statistics
Apsuft (accumuiated 1 December 1994)
ol newspapern published 104
of mdio progmmimes broudcas! 3858
N programmes broadcast 60
o the database (enguiries in pamaon and by lelephone) a0
ol newspaper soid 1 BO4 000
8.3 Evolution of operating statiatics
1990 1907 19048
surviced by renawal and incorporation of information "n 4155 haay
database
sarviced through the newspape: Buanos Negooos B06 6650 7225
serviced through the Buenos Negocios mdo programmes 4940 2615 1885
regisiered on the database (Informanon Notwork) 382 1853 3880
W COMprne
Micro- and smull entorprise 200 1237 33
vt 107 350 am
s @3 buyers 44 57 60

e 8.4 Regional concentration of customer sarvice in media (radio and nowspaper
Buencs Negocios)

® Be well informed, it's u good way ol doing pood business, leading to betied |

1897

chases und better sales - B Ao 100% 85%  74%
@ It's importunt to let the consumer know who vou are, what vou produce, W o% a N
prices you offer und where they can find you o * ™
® The more mformation vou have about where to buy and whete 1o sell, the b g: 7: ';:
ler wre the chanees of improving your business 100% 100% 100%

® Doing business with micro-enterprises can be beneficinl because there |
muny of them and they represent o good source of supply and demand’ 85 Evolution of finencial statistics
products and services.
® All businesses ure looking for more buyers and more suppliers.
® [ you nre on our daqnhmc. it will be ensier to find vou when there are busis - E——— ——
opportunities in which you can become involved. ge of indirect costs (profminary daia) 2% 16% 26%
® Advertise in the newspaper or on radio. Buenos Negocios will publicize
products or services and vour prices
® Buy the Buenos Negocios newspaper und listen 10 the radio. The informat for the future
giined will be of nterest 1o you. e e )
@ Selling or buying the products of microenterprises can be good businell BEFRO has set ambitous goals for the SIC. More information will be provid-

Yo

These messages have succeeded in changing the information culture an
MSEs and has made them aware of the opportunitios that are avallable in

other arcas of interest 1o the scctor, bui still concentrating on the technical
i iechnological information, through the established operating frameworks. 1n
short term it gouls are as follows:

1o generate more nformanon by incorporating technical and 1ech-
ological fields by making 1 custing media mare specialized.




® To build up strategic alliances outside the country: 10 forge @nnecton
information svstems in neighbouring countries 1o extend the nnge of com
mication alrendy established. As o first step. SIC will be onented 1@
supporting trade on the country's frontiern

® Toimprove the cost:benefit ratios of the service, with a view o making it
sellsufficient

9. Review of export development services
for small firms

CRESSIDA S, McKEAN

A OROWING AFPRECIATION of the importance of the workd market to small lirms
Notes I many donors. including the US Agency for Internationsl Development
1. 1t ks estimated that in Bolivi there were around SO0 000 microentorprise units in USATD). 10 expund significantly private sector development programmes offer-
2 “Conclusiones del Evtudio de In problemitica y canales de comercializacion export and investment services in the 1980s and 1990x Between 1990 and
Microempresa Urbana’ (Findings of the study of marketing problerms and chart i' U3 wlone, USAID provided grants of about US $250 million o year to linance
the Litban Micro-cuterprisc’), Zabalaga, Moraies, IDEFRCO 1993 p provision of such services worldwide. Increasingly, munagers in donor agen.
rased concerns about the value and impact of business development
rvices. They usked: Are export development services needed for small firms?
And. if so, what works?
1o respond 1o these questions. o worldwide assessment of USATD's experi-
iee with export and investment promotion services was conducted for
USATD's evaluaton office. the Center for Development Information and
valuntion (CDIE). The study examined four issues: 1) the rationale for donor
lervention tn the support services mirket. 2) the economic impact of USATD s
tment. 3) export and mvestment promotion service strategies, and 4) effec.
ive service providers. Imitinlly. the study roviewed projects in Latin America und
e Cantbbean, where nearly two-thirds of USAID private sector projects were
ng undertnken. Following n desk review, fieldwork wis carnied out in Costy
. the Dominican Republic, Guatemala und Chile. where successful pro-
mmmes i relatively favourable policy environments were examined.! This
Hiort was followed by fieldwork in four Asian countries: India. Indonesin. Koreu
i Thailand, where programmes in a variety ol policy environmenis were
amined.”
AIwo key study findings highlight the importance of the existing market for
Iport services to understanding whether export development services ure need-
bv small firms, and if so, what works

L Pon't ignore the existing market. 1t s a fundamental and all 100 prevalent mis-
Hake for donors and governments 10 overlook the existing marker for export
survices when developing export promotion programmes.

Exporters need a choice of service provider. because resulis at the firm level
tier. To expand exports, business services have 10 give emerging exporters
iproved access (o providers that they value most - often buyers and supplicrs

[N ]

 lundamental premss of this study was that assessing the value of differen
con und providers calls for a better undenstanding of the existing market for
oo provision, apart from government or donor puis. The study undertook




survey ook 33 services provided directly 1o exporters and broke them do
live categories:

Enowledge und contacts, firms can achleve a higher level of export sales and
firms will enter the market. In short, intervention in the market for expont
% can be justified based on ‘infant industry’ and ‘learmning by doing’ con
fons.

port. services appear to have o positive impact on export growth and
ent. Our survey evidence suggests that service use seems o correlate
sirong export performance of firms in outward-oriented  economies
ed firms (e, those receiving services from USATD-supported imtermedi-
) in Guatemala, the Dominican Republic, and Costa Rica had a significantly
et rute of export and employment growth than unassisted firms did. In Asian
les surveyed, assisted and unassisted firms had essentially the same exporn
formance * The difference in performance can be attributed to several factors
the projects in Central America were big in relatively small economies,

® informunion (e.g standardized informution on foreign markes. count
maton on the invesimeni climaie)

® Contact-making (e.g. buyer contacts, trade fairs, trade missions. sample:
FALION, JOint veniure support )

® Pre-expart or pre-investment support (e.g. feasibility studics. suppon
visiis, firmespeciic research, legal, necounting or credin assistance ),

¢ Techmeal assistince and trmming (e.g production support ).

® Government factlitanon (e.g customs assistunce. help with goven
approvals, regulntory gundance )

The object of the survey was to determine what types of services exporiens ue

ly used, which ones had (he greatest impact an their export growth, and us in Asin, projects werse small in relatively large economies, Second,
provided these services. The study drew extensively on interviews with more o i Central America targeted services highly valued by the exporters

W service providers! consulting lirms, trade associntions, government (rade veyed (buyer contacts, production assistance) and actively involved private
motion offices, trading companies, buyers, foreign investors, and private nonsg providers. In contrast, the survey in Asin concentrated on public sector
mstitutions. The CDIE assessment report Export and  Investment  Prog ldcnumlucnwd Lo focus on services that emerging exporters did not want
Services: Do they Work? synthesizes the lindings from the survey and reseurch However valid these justifications may be for intervening in the export servie-
providies insights into how donors might structure assistiunce programmes? tharkel, the question needs (0 be asked: Are there already private providers
fending such services 1o firms new to exporting? Is there murket failure in the
port scrvices industry” Market failure was found not (o be s compelling justi-
A for donor intervention with support services in Thailand or Korea, where
Why should donors or governments mtervene with support servig ynamic private sector and relatively efficient markets already existed. But if
exportens? This study and other rescarch® provide convineing evidence thal Micies tend 1o be favourable to exporting, if information gaps fucing exporters
wy measures do not automatically lead 1o a supply response, When irade refo considerable, and the service provider market is still wenk and inefficient,
ure first implemented, firms new to exporting often need to‘learn’ the proces ¢ may be o rationale for intervention.
exporting. Even with stable monetary and fiscal poheies, there are still o hund
reasons why firms do not export. They include government paperwork req
mants, the indifference of shipping compames, corruption in the ps
madequate legal armngements for spoilage lability for penshable prog
between shipper and exporters, the absence of firms specializing i pack
the mahility to reach a buyer by phone, the mability of a buyer to get a visa
ily. The list could go only indefinitely, but the central poant is that the institutiog
weakness of countnes new o exporting places firms at o senous disadvant
compared to firms in established exporting countnes.
Donald Keesing and Andrew Singer® have argued that firms in develof
countries arc often unaware of thewr own inefficiency. Firms attribute 1oo m AR ERGEY waS v .y _ =3t
of therr mability to export to extermal factors and too hittle to their lack of of e e In the mm services markel m Kocea. and “m
aent production. Import restrictions ereating protected domestic markets | 101 [ , mpac D e ' i
given entreprencurs a false sense of competence. These entreproncurs only sia
ly become aware of the eritical roles that quality control, pnice and on-ti
delivery play in international markets. Onco their eyes are opened to these I !
tors, expanded access to buyers and support focused on production constri P on gaps and highly valued export services
can provide a means of lowering costs, raising quality, uud INCTEANNg Ccxports. Informution ndmmu appear to play o cruciil role in export success. The top
Our study found that filling in specific service gaps @ w up the ' ive services vil h, strveyed exporters could be considered ‘export
sector response to policy improvements, and can scoelenite it growth, Wit now how' . Expors Wmmmwm

Why intervene with export development services?




Table 5.1  Manutocturing export firms: top mnking of services 84  Export lirms use of government services and service impact, Asia sample

nava Thadand Incones:a
Servico % Of firma cHmig A sQuiicant 1o aport
% of fimae % of Mermy % of ks N of ey Noftrms % of frms
Buyer contacts T8 "
Formign market mlormation L .m e .m
Tochnical sssistance for production 54
Country information 54 0 15 15
Sector information 57 8 (L} 4n 30
8

23 18 18

Sowce Survay omns

Table 92  Manufacturing firms’ service use and value ploced on services %

Sorvce % of fiems using sence % of users vahing service Ngh 8§85 Attribution for export success (rnking of sources by sxport firma)
Foregn market information 50 " % of firmw cting source an sigAVkcan! 1o export SUCcess
Production lechnical assistance 50 0] -
Buyer contacts 6 87 ‘ 30
Sector infarmation 51 7 51
Country information 51 73 '
"

Sowce Survay duts —_ 5

d -
Table 9.3  Export firms' use of governmen! services
(mvernge numbet of servicos usad per lirm)
Country Tota! use HIgh vaiie use Crbcd e
Costa Rica 14 07 00 low do firms make buyer contacts?
Dommcon Repubic 4 1" 04 a5 Ty R T N
Guatemai 08 0.3 01 > WWWmmmwmﬂ o
Intln 1.1 08 00 J RIRIOF S POTROIET CIVIRGCE) WS oW (WY ;
Ingonaea 15 12 0% __ 'lw'MM‘wmw :
Thalland 33 21 "1 e ; ! Al - ‘
Avotnge 168 1.0 0s
Sourte Sutvey (il
contacts and productionsrelated techmenl assistance, country and sector §

mation were the services that contnibuted most significantly 1o their ex

riormance .

pcSinoc developing country firms typically produce to buyers’ orders, exporli ) ce use and service providers: give exporters a choice

appeared 10 place o high value on the information and contacts that helg e in our survey obtamed nearly 80 per cont of the services they valued
them o develop and sustain enduring relationships with therr business parta ot highly from sources external to the firm, but i most cases these firms did
such as buyers, investons suppliers. Study interviews with foreign buyens ot use or value most services from government sources, typically from trade pro-
importers further confirmed the importance of ‘export know-how' on devel tion offices (TPOs),

ing country suppherns of exports This linding s conmstent with the resulixs g As Tuble 93 illustrates, exporters surveyed in Costa Rica, the Dominican
survey of US buyers and importers. The survey found the top five critena lopublic. Gusemals, Indonesia and India obtained few services and did not
purchasing imports from developing countries included: 1) mecting buy ¥ilue highly the services received from government providers. Thailand and
specilications for timeliness of delivery: 2) marketing in the USA: 3) meet! Chile were exceptional cises where government TPOs appeared to fill o service

production quality standards; 4) providing reliable delivery; and 5) meeting st ap* In both Chile and Thatland, the TPOx weeded out those not yet able to
wpecifications* ~ port, had fiod staff: and fully engaged the private sector,



In Thailand. 29 per cent of firms surveyed sought buyer coniacts from th
emment. principally the Department of Export Promotion (DEFP), and »
placed a high value on this information. Exporters in both
Indonesin ulso used. und gave high marks 1o, their government-spo
fuirs. Still. these are the exceprions.

Keesing and Singer came 10 the same conclusion about government
providers in their eritique of TPOs ™ TPOs, estabhished often with donor sy
since the 1960s. mistukenly sought 10 provide a centralized permanent of
ench developmg country for trade information and marker research, proy
services free of charge, with little or no resulis

The survey found that exporiers gave the most credit for their export
1o their personal contacts in the private sector, and their business contacts
e foreign investors, and suppliers. Firms rated most of the services of

through contacts with buyers and investors as having a significant impact ond SOTEC has developed o business service model in which the provider actually inte-
entry into the export market or the cxpansion of their exporis. ] Mes ielf into the production process. Microentrepreneurs . butsouree certain

In the countries surveyed in the Central America region, firms credited ietion functions 10 INSOTEC for # fee, Blue joan makers go 10 INSOTEC's busi-
non-profin institutions or freestanding projects with mediating their acce s scrvice centers 10 have their buttonholes made by machine .. What
highly valued services. The fact that export firms in the survey credited a va prentinies INSOTEC from any other actar in the production chiin is that they play
of private suppliers of services suggesis that diverse types of infermed W market dovelopment role, identifying services that are needed, providing them for a
rather than one single provider, are needed to meet the vaned needs of fim e while disseiminating the new technology to the community, and then pulling owr of
“export know-how' muarket once the local market beging taking over INSOTECS unctions. !

firms now constitute over hall of the membership of AGEXPRONT
ip fees and fees for services are currently financing the delivery of a

i variety of specialized courses and technical support for small firm's expont
\ A "

market for business services through non-profil organizations

I8 business service approach adopied by INSOTEC, a non-profit organization
fuador with strong links to small industry associations, is another example of
provider that secks to stimulate the private marker for service provision.
NOTECS technology services programme, which covers its costs, demonstrutes
value of ‘market-based’ approach to business services. Lara Goldmark and
o Londono (1997) make this point as illustrated in the following pussage:

O starts from the premiss that business development services have (o be
venue genorating and linked directly to the private service provider market.
NSOTECs approach is 1o offer services (o the existing market and 1o adapt the
ces Lo the local situation facing small firms in a specific subsector. 1ts man.
nt and information systems are designed (o support responsive decision
ng and to innovate constantly, Increasingly, INSOTEC Is a4 cost-effective
I potentinlly Gonancially sustainable provider of business services, with strong
1o the microenterprise sector, nccess 1o technical expertise, and sufficient
xibility to respond to services gups.

Effective business development providers: a few examples
Facilitating access to ‘export know-how' through exporter associations

One targeted export services programme in Central Amernica, the Non- Tradith
Agncultural Export Support Project (PROEXAG), later known as EXT )8
been a successiul model for export development services. The programme’s si
links to emerging non-traditional exporter associations, such as the Association
NooTraditional Exportens (AGEXPRONT) in Guatemala, supparted its W
with lend entroprencurs with the potential to be successful. The programme §
ated and strengthened private sector capabilities to provide training and techn
assistance in skills related to production technologies and market information
small firms. With a olear understanding of firms” needs at different stages it
learning process, they helped local firms to negotiate with buyers and other o ders, including government TPOs, membership associations, non-profit pri-
mercial suppliers of valued export services, ¢ export promotion organizations, and highly targeted freestanding donor
Rather than providing services directly, the project facilitated access to s ogrammes. The study ranked providers by three measures of performance: 1)
firms in the industry associations to the ‘know-how’ of private providers, help lectiveness in targeting the ‘right” firms; 2) guality of services delivered; and 3)
1o improve their capacity to produce export-gquality crops, ship them on time
deliver them in the required condition on a consistent basis This programme ¥
effective in mtroducing commercially viable new crops, new production and §
harvest technologies, enhancing market linkages improving the use of tech
and market information, and significantly increasing exports by small firms
A crucially valuable outgrowth of these programmes has been the stimy
of the private market for export service provision in Central America. F
mmmuumommmm igniticen ly expanded
membership bise and service delivery to small fir xample, in Gua

alities of outstanding providers of ‘export know-how’

it study examined the performance of some 14 different expon service




nd. effective service providers are generally techmenlly competent, and
managoment and stall can fucilitnle nccess Lo approprinte sources of ‘export
show™. Learning how 1o produce and gel exports of cut fMowers frozen
fmp o snow peas 10 developed country markets is product specific, and muay
fechmically complex. Unless the firm can access “know-how' directly relevant

vy the w oonkmot snd M: M J psing u denl with o specific buyer. it will not be effective. In other words the
mm mmm ; . , etical relevance of the service matters

J mmmMm 2 mm“ nother fuctor contributing 10 effective service provision is the programme’s
M“WM m Kages 1o key players i the services murkets and the private sector. With high
Mh”““dhmm ity 1echnical siuff. strong relutionships with buyers and other sources ol

pertise. and ties 1o indusiry associations. such programmes hid o greater poten-
for meeting exporters’ needs and delivermg resulis. Service providers
pets ind linkages 10 the business community are crucially important 1o their
eriveness. Export firms huve mostly been dissatsfied with the performunce of
government TPOs principally because they lack o genuine understunding of
e seClor priontics
Firms are also willing 10 pay for highly valued services. Effective  providers
s AGEXPRONT in Guatemala and INSOTEC in Ecuador have demon-
ied thar cost recovery for export services s not just feasible. bur can be
pgrally related 10 the susuunablity of service delivery. Recent cost-shuring ini-
tives. 1n which exporters risk their own money and identify thetr own private
dor providers, follow this end. Such programmes are being piloted in Sri
ka. Indonesi, Ghana and Kenya.
Service strategies ure most responsive 1o small firms’ export needs when they
sector specthc, results focused. und finked 10 the existing support services
were rated good 1o excellent. The study based these rating of export pro el More effective providers have helped mediate the relationship thar small
providers on previously completed independent project evaluations, f‘ B % develop with the market for business development services. 1t is importani
visits, key imformant interviews. and data on service use and impact drawn’ I the istitutional strocture of the support service entity is compatible with the
the survey of exporters in each couniry (with the exception of Moroceo, K of service provided. For example, membership-based trade groups. such as
and Chale). portens” associations, have often been effective in providing basic information

Ratings of the performance of private irde promobion orgamzalions, g buyers and foreign markets But given the diverse membership, some associa-
exporter associations, and autonomous targeted programmes (Jonorsponss s lack the autonomy, more typical in the case of private non-profis
were more uniformly m the good to excellent range. They nclude: Funda panizations, to respond effectively to sector- and firm-specific needs,
Chile: Costa Rica's Coalition for Development Initintives/Private Agricall
und Agroindustrinl Council (CINDE/CAAP), Guatemala's AGEXPRO
Central America’s PROEXAG project, Moroceo's Trade and  Invest conclusions about structuring export service programmes
Services (T1S) and PACT in India

Whit qualities do the higherperforming providers of “export know
appear 1o have i common? First, the more effective imtermedianes tend i
responsive 10 the needs of firms 4t 4 given stage in the exporting process in §
cific subsector, be it melons, blue jeans or raspberries. Exporters have diffel
types of information and technology requirements at different stages in il
learning process. The advantage of exporter associations and more autonom
private or non-profit intermedianes i their flexibility and responsiveness (e
cific private sector requiremenis. Unlike government m they can fucillt
small firmy’ speedy access 1o informiution sources aboul the market llll

private sector commitment. The first performance measure mies provid
sufficient sutonomy und technical capacity 10 screen Hrms: many cxpon
tion programmes (il because they fucilitate buyer contacts with firms I ‘
not vel ready to export. The second measure ussesses whether lirms
service highly, which is often dependent on staff quality and sigmifica
export success. The final measure examines Priviie secior Supp
commitment.

The survey indicated that most government trnde promotion offioes
are not high performing service providers. On all three measnres, Indin's B
Promotion Councils (EPCs), Indonesin’s National Agency for
Promotion (NAFED), Korea's KOTRA, Costa Rica’s Center for the Pros
ol Exports (CENPRO), and Morocco’s Center for Export Promanbion ( N
were rated cither [air or weak, Only Thinland’s DEP and Chile’s PROCH

following are some of the lessons on sIructurnng export support services
DRTATmCS:

Focus should be on export growth at the firm level. The more successful export
Mipport service programmes reviewed were those that focused on facilitating
firms’ access to ‘export know-how', enabling them 10 secure a buyer and
oxpand exports in that market.

Bulld on intermedianies and programmes with a substantive and active
involvement of the privite sector, The providers typically rated highest had
srong ties to wm mmmmity and welb-established links to mforma-




e Ensure that service mix of ‘export know-how' Is responsive to the export
needs in ns ‘learning process’, Firms in the survey placed o high value
‘export know-how', and ranked five services as contributing significas
their export growth: foreign market information, buyer contacis produd
related technical advice or assistance, country and sector infc
Intermedinnies must have the technical capacity to respond elfect
specific service needs of export firms %

e Structure service strategy 10 ensure that export firms bave access 108 cus first on ihe policy environment: has trde been libamiized enough’? Are
ety of sources of ‘export know-how'. Export firms in the survey credi Lroeconomic and Mmmnmmm
variety of private suppliers of services, which strongly suggests fuctlitg ; =gy oS SR
secess 10 diverse types of intermediaries, rather than one single provide
desirable.

e Ciive due attention to the existing market for export services in structurigy

Jors and governments 1o conuider MMm wﬂ pcbogld

CXPOrt Promotion Programime. Small firms surveyed valued services | the private business service matket is 100 it -
importers, wholesalers and their business contacts, und other private s on m“w“""&: mhl ml focus
sources. Therefore, the service strategy developed must strengthen the Accans mm« Clann P will fucilitate

of the export firm to negotiale pecess 1o this ‘export know-how'. indepen
of the public sector
e Covernment providers are nol generally effective sources of “exg
know-how'. The majority of export firms in our survey did not value se

when they came from governmen! sources, typically TPOs When should donors en in
government TPOs studied were nol high-performing service pro 1 export service pro).:t:?l.
However, if considering # government TPO as an option, ensure that four K
conditions are met: the suppornt of the business community. sdeguate funds 18 pobcy
rechnically qualified stall who are paid competitive salaries. and mannges Vavers wto !
HUIOnOmy

Challenges to consider ek i Mo o1 servics

There are many challenges in sustaining ellective business service Progrm *  Gyamic?

for small firms. Few export services programmes have been able 1o demonstrl

thetr impact a1 & sectoral or national level Examples already mentioned ing

Guatemala's exporter association AGEXPRONT. the targeted (reestanding Give lime-bouind

gramme in Central Amernica (PROEXAG EXITOS), Thailand’s DER m":& “ No | Yes = Donotwng

PROCHILE. Most other performing programmes are still at the mlot stige, W
to be scaled up. It will be difficult for governments and donors to justify
investment, unless the demonstration cffect and wider apphcation of the
offective business service programmes is beltet documented and disseminite Neriments W T .

A :;.-cnnd c':\anlluln’:g: l\l ;t?minlehlln‘i\ ol u:;vurl ;::;vusu::' Innovative s'c bt more ::m::::ﬂ:lt: \::\:t: :r?n‘::-::m' CONE recavery 1o increase the potential
providers, such as INSOTEC in seundor und AGEXPRONT in Guatemili, & Finally, gove e
actively und succossfully adopting fee-bused services and generating revents 'wluc:ufic.urnc'::a't‘n::d :::3“:;::::r:::;[::.m:hul:’l;y s lcc{ucc acds v,
through service provision, However, cost recovery s the exception, and by # Lonmstently ininterviews, managers of export firy iy i """"!l small firms.
means standard practice among providers of export dovelopment services. Mo pchinery suppliers, complained about 1 ’ll » mn:\"l.l‘l‘lmnu: wholesalers, and
intermedinries reviewed for this study provided export services free of charge. aption, and lund tithing, as factors stifling °w0nt ":::;: _!tti:phnnc\ labour,
a result, they are either totully dependent on government nid or budgets, s is | f s improve export firms' and other stakeholders’ u:ﬂ'l u' R o
cuse with TPOs, or are reliant on temporary infusions of funds from donon. culties, but thist deew not take away the fumdimental "':c d':"‘”'"";n;"“" “’c’: :’i;'

is needed fs greater documentation and dissemin on of the tesults ol these ructire o be more supportive of export growth.




Notes 10. Swisscontact’s business centre approach
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10,

13,

14,

C McKean, C. and Fox, L (1994), Export and Investment Promotion Services: ;,"

. Keesing and Smger, op, <il
. MeKeun and Fox, opcit,, pp. 30-53, Tubles 17 and I8,

. In Chile, the study did not undertake o full survey, but relied on extensive inte

. While the experience of INSOTEC in Ecoador was ool part of this USAID

The fieldwork culmimated oo published study, Export and Invesment Prom .

Sustatinability wnd ¥, []amr Service Delivery, USAID Programme and Ope in Peru
sessment Report No, 2 5 ' W . - " .

cuhlld::nmu:‘l’:) ‘m:;m include Export and Investment in India, ALD. Ted AN H., HAGNAUER, CECILIA RIVERA and JOSE A. VALCARCEL

Repart No, 16, Export Promoetion in Indonesta, A LD Technical Report Nog 5

Export Services Muke o Difference? The Korea Experience, ALD, Technical R

No 7, and Export amd tnvestavnt Promeotton in Thailand, ALD. Technical B he conceplt

Work? USAID Programme and Opermtions Assessment Repart No b i foduciion

Y. W. Rhee (1989), The Role of Catalytic Agents in Entecing Internationl

LTS FOUNDATION IN 1959, Swisscontact has been a Swiss NGO working with
Preliminary Findings from o Review of Export Success Stories in Eleven

' Swiss Development Cooperation (SDC) convinced of the crucial role of the
Working P Industry Series Paper, N , ¢ x , ;
t":':":::m:nm”r(mw 'B‘ ?“:"‘Te'.‘: m;,’,;"}‘{ .:':'.“m A (199), Develid fivale sector in economic development. Accordingly, support from outside,
Assissnce Gone Wrong. Why Support Services Have Falled w0 Expand iy pugh international donors should support institutions providing services for
PRE/WP.WPS 543 Wishington, DC, Warld Bank 1 ivate businesses,

Swisscontact operates in wround 25 countries In Latin America. Eastern

v . ‘ irope, Africa and Asia, prioritizing three strategic aspects: professionnl/vocs-
See s Technic No 7. Sxpart Sery Make a Difference? .
; M”SS,":;B';L > '::::“chon S P e g B il tradning, enviconmental protection, and small enterprise development.
Vernon-Wortzel, H., Wortzel, LM, and Deng. 8 ‘Do Neophvie Exporters Llndem During the 1990s, Swisscontact focused on the meso-level by supporting inst-

Importens? Coliwmbsia Journal of Workd Business 23 (4 p. 52 s supplying services to small enterprises. Lately the tendency hus been 1o

promote the market for business development services (BDS), improving the

Wi hey informakts, such s importery, wholasslons, manager of espoct Sy Mpply of such services and inereasing the effective demand for BDS

ernment and non-profit providers, eic.
Keesing . D and Singer, A, op it
See, for expmple, ‘Export Marketing for Nontraditionn]l ProductsCiustes e importance of BDS
Presentution by Fanny de Extrada wi the IDB Conference, ‘Building » Moden |
Effective Business Development Services Industry’, March 1999, Mhcrimination of the agricultural sector in many developing countries and pro-
o of industrial sectors has encournged migration to the urban arcas. People
describing INSOTEC sctivities it Chapter 7 of this volusme, which sives igrating from rural arcas added to the fast-growing urban population have led
man:?l e iradianion ol sheltsionl astvice §0 microcnterprises 1 the expansion of the so-called informal sector, extensively written about by
Goldmark L. and Londono, R, (1997), Technology Avcess Services for Miere A undo De Soto of Peru. As a consequence, the resulting industrial structure
Best Prictices Sertes, Inter-Ametican Development Bank, Washington DC p & characterized by few inefficient large state-owned enterprises. often with
Keesing and Singer, op. it popolistic positions and a vast number of informal micro- and small enter-
' competing with cach other at 4 rather low techmical level.
Gilobalization has externally changed the environment for small-scale enter-
e in most developing countries. Structural adjustment in reducing the public
or have increased the number of people seeking livelihoods from the infor-
il sector, Lack of technological know-how, lack of sccess to finance, inndequate
hcepts on marketing, etc. are just a few problems of the steadily growing num-
of micro- and small entreprencurs in the informal sector. Governments find
b difficult 10 improve quickly the conditions for small-scale enterprises. which
es many actions in fields such as legislation, taxation and custom systems.
% i consequence, most micro- and small-scale enterprises have difficulty facing
competition of imported products of higher quality and so little impravement
N thetr quality of e
In order to overcome this difficult situation various measuros are needed.
Wm loaewlcmc their reforms in order to improve conds-
s for the pot S Sesio (duoent ation, acceleration of deregulation, betier
Mirustructire, 8% o) mmmwmlmma

ment, the author has followed s development over |} years Also see N



collaboration with cach other: especially. coalitions between large ety can be stimulated by the development of more faclitator BDS msti-
and organized groups of small enterprises have 1o be developedin order 18 futions (business centres) and by increasing effective demand for BDS
cconomies of scale. Lust, but not least. the supply of BDS. inclusding the § {promotion, training vouchers, fellowships for entreprencurs, demand-side
for entreprencurs, have 1o be developed further. In this process of improw fntervention )

of BDS delivery. imernational co-operation can play an imporiant roke
BDS hive 1o be demand-driven within a competitive environment, §
financial. non-financial and technical services. The final aim must be 1o in

s business centre approach was first developed in Swisscontact's work in some
In American countries. More recently it has been refined significantly in

! esia and Peru, providing a comprehensive approach on how agencies can
the competitiveness of small emerprises. even if it is clear that not all e

ne 1o develop institutions, which are demand-led, businesslike, and which
sl — und especially microenterprises - will be able 10 grow or even survi

= I Offer elfective services on i sustainable basis for their clients
effective supply of high quality BDS should help 10 empower the best off

with the necessary tools for their long-term development, However, BDS ¢
only n contributing fuctor 10 cconomic development - 1he success
enterprise depends primarily on the entrepreneur’s dnive, skills and r
tuke risks.

“vvices

e business centre approach 1o develop BDS institutions is not one that is based
apecific types of services for SMEx, In Indonesin, for example, where six busi-
centres have been supported, services include workshop dingnosis, specific
Swisscontact: the business centre approach Rhnical skills training, technology advice and business administration services
Introdkrction and context ese are usually sector-specific business centres < such as catering for metal,
omotive products and tourism businesses. In Peru, where Swisscontact is
ontly supporting nine business development centres (BDCS), o non-sector-
pific BDC offers marketing services 10 enterprises in sectors of garment
nufncture, agro-industry, carpentry, ete. The BDCx have to reach o level of spe

ation in response 1o demand, be it by type of service or specific sub-sector,

More importunt than the specific services being offered by business centres is
How” (hey are offered. The business centre approach encourages them to deliver
ces that:

e carefully costed

e responsive to the demand of clients, and are therefore focused and relevant
evaluate BDS relevance and quality through pricing and meome-generating
oapacity

concentrate on services that are most profitable

Coptimize product mix for attracting and retaining clients

In recent years, Swisscontact has tried to resolve one of the core pro
cemed with promoting small enterprise development af the meso-level: |
develop institutions that can deliver a range of BDS to SME clients effe
and on & sustainable basis

Sustamability of intervention is a fundamental issue for all development &
cies. It is also ane where the expenience of industrialized nations s of lin
relevance; here, the meso-level of business support is based on a scale of st
beyond the limited resources of most developing economies; it is often diste
by a mixture of social, political and economic objectives and is based on i
tional structures that historically have developed from different legal and cul
traditions. Moreover, conventional aid projects often appear to create a Je
dent institutions whose main orientation is towsrds donors rather than el
However, existing rescarch does clearly indicate the key characteristics thi g
most successiul BDS organizations should possess, most important being:

® i husinesslike approach 1o management, product development and delive
@ u transactional, demund-led relationship with clients

Swisscontact has developed a distinctive and innovative approach to fing
und developing imtermediary institutions. This is not a service-speciiic metl
ogy per se but rather 15 concerned with crenting a framework of rules M
of support instruments with the objective of institution development (*busi

b et base

dlents of business centres are usually small 1o medium-sized enterprises. In
: 1 obtain cost recovery and to meet their financial targets, most, if not all,
flents need to be from above the micro-level, (This, of course, will depend on the

Sl limits in the country’s definition of micro-businesses) As a guideling,
; hane fllents of business centres are expected to have a yearly turnover of LSS50 (00
centres’) capable of delivering a range of appropriate services in an effectivel B UISS1.Smillion, s workforce of between five and 200, and assets (excluding
competitive manner. The approach is underpinned by a belief that: i and buildings) of helow USSO.Smillion. These eriteria will not be used 1o
® there exists 4 number of non-governmental BDS providers with potentisl aclude clients from being attended by the BDCs but not all BDC clients receive

growth pentives from Swisscontuct’s scheme, This focus on formal sector SMEs (ruther
® market relationships offer the best opportunity for sustainable and eff Han on those ut o more micro- and informal level) is based on the view that these

BDS delivery Merprises are o source of dynamism and employment growth in successful com-
ommmansmsu&mmﬂymwmyw titive cconomies. They represent the vital link in the cconomic tisue and are



Microenterprises at subsistence level can be helped by BDCs as long
ing agency (government, donor) pays a major portion or all costs, In f
an interesting chient base for BDCs; however, it has some inherent prob

® [he BDC tends to focus attention on the demands of the funding
not on the needs of the entreprencurs,
® This chient segment is unpredictable and mstable in the medium term,

Some business centres tend to work intensively with a relatively small n
clients. In Indonesia, chient outrench targets are set for cach business cen
1o S0 new chients per year), However, these are less important than finane
gets In the Peru expenience no such limitations on number of clicnts ¥
However, s BDC involved in marketing and subcontracting will by
o develop a small base of SMEs with reliable product quality, mther than
g Tor large outresch (although this might interest donors more!)
Swisscontact tries (o give priority to business centres that work
where there s o relatively good opportunity to focus on gender and enf
mentil aspects in chient services. Overall, the logic of the approach hows
ok Lo impose oo tght restrictions on who business centres may work
1o let o market sell-selection tuke place

mber of key financial indicators are used 10 assess the performance of business
res including:

L Dinancial sostamabaliny: this s the most important performance idicator: per-
formance targets are sel against it and it is the basis for Swisscontact financial
support. Carrent targets require that business centres schieve 100 per cemt
In Peru, as in most other countries, there are a wide vanety of BDS provide self-financing within 2-3 yeurs.
the lower end of the client size scale these tend to be dominated by NGOX the efficiency of delivering differeni business centre services (inputs per client)
ported by donor agencies or state institutions. Larger SMEs may find ) the efficiency of deliverng different services (inputs against delivernble out-
commercinl BDS providers, such as individunl consultants, are offering com puis)
tive services. In addition, there are o vanety of informal learming mechanise ) the gross margin contribution of different services
many business sectars - sometimes through business associations - orf 8
through linkages with larger companies or notworking among SMEs thems
in a cluster mn both formal and informal groups.
The selection of potential BDC operators is based on an sssumption that |
know their market best and the range of their capacity to deliver sem the financial support mechamxm.  Figure 10.1 illustrates the basic relationship
Therefore, Swisscontact hiw opted to offer its support to those interested in g een costs, income, deficis and Swisscontact’s financial support mechanism,
ating a BIX practice, a number of different vanations and refinements are developed in
In selecting business centres to support, Swisscontact tries to find genui ndonesia and in Peru
in the marked, identified by the interested BDC operator, Indeed, as part of
tender process, prospective business centres are mked to set out who are il
competition for each major service. In addition, the tender process for new b
ness centres s open toany kind of organization -~ associations, private busis wisscontact has developed o relatively sophisticsted 100l 1o implement this
NGOs, higher education or research institutions, etc., and tries to build on ¢ vach, which is based on a straightforward concept.
ing BDS institutions rather than creating new ones

The BDS providers and BDC operators

service in a business centre portfolio is subject 1o cost breakdown (selling
ee, working hours, direct costs und gross murgin) and provides o high level of
fetail for the analysis of services

stitutional development

The development of businesslike institutions s encournged by an immediate
funding environment which simulates ‘real’ market and business conditions.

BDCs seek 1o stimulate the behaviour of small enterprises with growth poten-
tal, e they start small and grow according 1o resulis. The financial support is
closely linked to this evolution and s in strong contrast 10 other approaches,
wMM mtmm-cadwmnmdpluwmthwlm

{ nd ol d of donor co-operation.

Financial sustainability

The importance of economic feaxibility. The entire process of instit
development of business centres is founded on t and accurncy
1muauwpom1mumuewuum rpets (o be agreed for e

4 A




In practice, the approach his a number of key features, jees 10 client businesses and in therr attitudes 1o husiness centres. The extent
fent outreach is also a gauge of iImpact

® Sclection through a competitive tendering process: prospective opes
business centres bid against each other for the contract W set up i &
centre. The proposals must inclide detailed business plins and o
commitment from the bidder, sharing investment costs and Y
and potential medium-term deficits This procedure assumes that there
fictent institutions with the required level of organizationsl devels
operational capacity. Swisscontact selects the ones considered to have Uy
potential 1o undertuke the setting-up and operation of the centre. The

I of infervention. 10 important to differentinte impact at three levels:

Ampact at the macro-level: can be measured through the effects of better per
Jormuance of enterprines at the macro-level economic indicators (sales, exports,
wmployment). Other indicators are based on the overall investment in SME
promotion and mcome generation in taxes
b Impact at the meso-devel: If a programme has as its objective to improve the
BDS market, we can assume that the presence of a new supplier, who responds
It s ussumed the bidder has the capicity (o carty oul the role, instin o n cortam demand, can be considered an impact. BDCs expect to intervene
development is ol less importance. | w1 the market, recruiting more entreprenears to become clients as they come
® No restriction on legil status: business centres have 1o be formal org under mereased pressure to survive in the market, to be successful suppliens of
cligible 10 provide services 10 the private sector, bul otherwise the products or services and to improve profits
restriction on their legal form. In practice, they may be NGOs or priva Ampact at the micro-devel: This s obviously the most ambitious objective: to
nesses, techmicul or scademic institutions, wssociations or public wifirm with certamnty that donor intervention supporting BDCs and BDS pro
capable of entering into legul contracts und issuing formal invoices. duces positive changes in the enterprise clients, manifested in financial results
® A contractual relationship: successful bidders enter into o detailed contn and eoployment figures. Impact mny also be measured in other arcas: for exam:
relationship with Swisscontuct specifving the responsibilities of cach pag ple, i services such as training. Some specialists affirm that the real impact is the
® Based around financial incentives: Swisscontact’s financial suppon change achieved in the outlook and attitude of the entrepreneur through new
business centres is based on agreed financial performance targets. N knowledge, information and better management. It is important to identify the
these targets produces rewards: not meeting them results in penalt changes produced in the enterprise, for example in cost control, greater produc:
amount of donor support has o realistic correlation with the potent tvity, better marketing, cte. These changes in the enterprise must result in
income generation in the specific market, In Pern, Swisscontocts loul Mmd income and profit, which will be the decisive impact at this level.

finuncial contribution per BDC for a five year period is approxi ,
LISS 100 (000, M all cases, it bs importunt 1o analyse costtbenefit ratio of the monitoring. There
® A strong emphasis on monthly financial reporting: this is requited both 18 be o rensonable relationship between investment in the project and the
' wnt spent on impact evaluation. It is also important 1o set out who s o

meentive system at the heart of the contract and to help business cen : : \ :
thetr own internal planning organization and information manngemen Bnance the evaluation in order 1o avold burdening BDCs with costs and effors
v it might not be really relevant to their entreprencurial objectives

® Non-financial support: in addition 10 the conditionsl linnncial sug
Swisscontact offers non-financial support to business contres in the fof Wherethow do we intervene — Where'what do we measure? 1 s important (o
iformation. product development. stafl training, market surveys and: ponsider the point of intervention, and the point of measurement for eviliation,
working support. It i important 10 note that this support is based of The ‘greater’ the distance between these two points, the higher the risk that the
specific needs of each BDC and is 10 only u very limited extent an institu ult may be distorted by external factors. As Swisscontact promotes BDOx, the
al development effort. Rather. it uims 1o be better informed to help the o8 urement is really of the effects of this intervention on the development and
to perform the task. Therefore. it can hardly be describod ax trainis abnability of & new player in the murket: the centre. There may, however, be
gamraes for BDC operators and managers. more difficulty in relating this intervention to, for exumple, & client’s 20 per cent
® Time-bound: financial support Is limited. phased throughout of sales. This s especially important because enterprives are dynamic
pcnnd.— during the pre-operational. start-up und consolidation phase mtities, in permanent relation with many factors This condition presents a chal-
Peru. Swisscontact operates o 2-phase support system: during the first i Renge as 1o how 1o isolate the effects of the BDC intervention from other
years incentives are based on sales of services. and in the second phase { fluences. An example from a BDC may be where a client has lost 10 per cent
years} incentives arc based on sales per target group and service quali month after taking the service. Impact muy therefore look negative, but
e without the service provided by the BDC the company might have lost 25
et cent, but this s very difficult to verify.
Belore mmm impact messurement we must flirst ook for the services
BDC "y Mﬂ' m traiting, advising), and whether i is
il 1o ollectthe reqired data i folow-us

gt

Impact can be measured by financial targets and M l‘llllw 0 use &
pay for services, Swisscontiat also monitors | Drought ab
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Inxtraments. AL the macro-level, there is need for econometric modcl&\
can help relate microenterprise productivity and macro-economic indicatior

At the meso-level, where Swisscontact his focused during the past few ¥
monitoring BDC performunce can give us clear results in the prncipal indie
income, costs, number of clients assisted, profitability, self-sustanability,

101 Elements of the DESIDE programme

Stmtegic hnlds of mtervention

®  Support the improvemant of sewwonmental maniagerment

: b capacity ol the Minisiry of Industry
give an andication (i the trend bs towards viuble players in the BDS muarkel *  Dowalop plot axperiences in the field of local econome
The indicators w the meso-level may also show impact of the micro Sevelopment and mgional competitiveness

Many assert that the entreprencur’s willingness to use and pay for
reflects the importance and benefits ascribed (o these services. Ent '
will not, it is agreed, pay markel prices for services if they don't find |

and consultancy
useful Stll, whether entreprencurs’ satisfuction s a0 decsive Indicate ® Dewlop monitoring instruments for assessing perormance of
positive impact or not, Swisscontact carries out a Hmited number of surve SME promation programmes
clients, 1o find out whether they were satisfied with the services and found * w SO masher: esench and provids selevent informaton 1o

uselul
Even though Swisscontact has an interest in keeping measurement
meso-level, i s still regarded of interest to obtuin information st the cotrs
neur level 10 s not considered worthwhile comparing behaviour of el p—
and without services provided. There are 100 many external fuctors bem (" Amances )
the results, 5o 1t s difficull to isolate cousal effects of the BDC intervention, "

mesodewel & Promols the establishment of sustainable BDCs
¢ Dowiop. test and replicate BDC model

also considered 100 costly ' ' ('c;w-J l Mn
Swisscontact proposes 1o develop a questionnaire for the clients of BDE A . -
complete some months after the service. This survey will usk how the new Ky Ermironment

globalization, Uberalization.

edge, informution or technok wired has been apphied in the compan
#e « MY acy " v

whit benefits (if any) the company has derived. Can the client identify |
reduction, incrense of sales, better financial management, increase of .
1y alter the service” What improvements have taken pliace? Finally, the
of the BDCs themselves should be interested in collecting this info
they can learn a great deal from the benefit their clients may consider lbey
derived from their services

How the approach works in practice in Peru

Introduction

In 1994 the SDC started to prepare an SME promotion programme in P
o stimulate and/or improve the BDS murket in Peru. SDC intervention W
mainly at the meso-level, with some support st the macro-level, 10 pressd
deregulation and 1o develop better policies for SME development. At the ¢
1994 SDC contracted Swisscontaet 1o implement the programme known ln
under the name DESIDE (Desarrollo Eficiente del Mercado de
Incentiva b Demundn Empresurial) which, in 1999, consisted of the eles
shown in Table 10,1
In the carly stages of programme, efforts were mude 1o combine eleme
from the stundpoint of donor sgencies and those from the private sector to .
mudzlnumuwulbkwimuwmatmmmm The seloction pmcess
sirmngly influonced by the oRmchth ol HerElMUREEIRINI A in any pre Mmmdmmtunwummnmmt
Fipure 102 shows the clements of this programine desih. yith ovaluathon lam A sclcetion erifcra, Swiscontact then s out the

'



tender procedures, deciding on the process of inviting bids and e 104 Main characteristics of the last tender

it is carried out in one step or by shortlisting and  pre-qualif

procedures Outsidde Lima matropolitan aroa
In Pern, Swisscontact has so far conducted two tenders, in 199 and in Single ownar as operalot
which the steps were as shown in Table 10,2, — Seif-inancing 10 be roached wittin three years. income generation is aought

Only operators from outside Lima were invited to partaipate in | from the start, and Swisscontacts contribution is fimited i time

'Cﬂdﬂ\ : Co-investment al all imes. for nitial investment as well as lor opersting costs
The Table 10.3 shows the breakdown of the 44 participating institution Wl Incontives (ug 50%)

apphied, broken down by type of mstitution, ‘ Up to USSB0 000 for thiee years. whors rom $5000 for initial investment and

It s noteworthy that hardly any trade assocution nor chamba up 10 $10 000 ns contribution 1o operating costs dunng the first 12 months
trade and mdustry participated i the process, probably due (o » inancial Technical assistance and stolf training for BDCs on & demand basis and
knowledge of Swisscontact's strong views on income  generation and : OUtEIe the Bbove amounts

financing. ance BDCs have to provide perdormance idormation, as pet scheduls and formats
Hhon pstabiahed by Swisscontact

Table 10.2  The tender process
BOCs soon began to focus on specialized services, as will be seen from the
ples.

Follonwing putiic Announcamants (n Iwo NoWsapers with
natonwide arcutabon

Tonder tocuments sold at @ USS 20 each
Documents recsived lor pre-qualiication
Pre-qualitied inatitutions

Proposais selectod for Tunding

HDC Mercadeando.  BDC Mercadeando specializes in murketing traming and
pusultancy. They offer very general seminurs for SME in marketing, and recruin
SME clients to whom they offer their marketing consultancy services. usunlly
through the seminars

Dleneral characteristics:
Clenrly defined service packige systematized.

Table 103  Participating institutions in Peru )
® The participatory methodology used improves sell-confidence of entrepre-

Ty of instittion Prasented documents Praquaitiod neurs and gives very good results with female entreprencurs

NOOs & > '8 The entreprencur is involved in the improvement process '
Conauting fems 14 4 ® Operational tasks are transferred to the entreprencur and his stalf, reducing
Thete assocksions 4 the investment of consultancy resources.

Universites 3 ® During 1998, 500 hours of consultancy service was sold in Peru and X0 hours
Gowernmant progrvmimes 2 2 in Bolivia,

Total 44 18 ® The target for 1999 was 1o sell 1500 hours of consultancy services

® The product is sold 1o entreprencuns as well s to second-tier institutions
® 10 per cent discount is given on large sales volumes,

Contents of the fender -~ offered support '@ ‘There Is no product competition in other Latin American countrics

The mpin chameterstics of the last tender conducted in Peru are shown in
104

The main criteria for evaluating the offers were centred on knowledge of th
target market and proposed services, delivery capacity, economic perf
and quality of human resources (staffing).

Ansing from the tendering process, each BDC should have a full busine
plan, which s the basis for monitoring the financial performance. As the fina
cial support system needs up-to-date information, monitoning is built
this key indicator. Peru has probably the most advanced monitoring system ce
ering not only financial aspects, but also informution on the sector and o

Sundfing: manager, jJumor consultant, secretary. one associnted consultant

BDC Servicepl.  BDC Servicepi has developed a specialized subcontracting
service, where the BDO participates in tenders from large companies and
povernment institutions for office uniforms and working clothes, Once Servicepl
wins u tender it organizes o number of SMEs to produce and fullil the contract,

‘General characteristics:
® Systematized and well defined service package for the attention of local and
forcign ¢ e

=



Table 105  Product: Bull sales

§ BDC Servicepd has Tour well defined products

Chents \ .
rucon Ncranee asles love/ rhet articulition
Dascription of the sarvios Inernal and extermal Hagnoms Technical und munagetinl truining
Explore schutions Technical assistunce for SME in the garments sub-sector.
m ;'ut proposils lor improvements for short, medium & ining for pre and young entreprencurs
m
ng: The manager is the main consultant and works with four associnted con-
Final product Custom made marketing strategies. which arm | lants
applicate
IDC Micentro.  This BDC is located in Gamarra, Lima, where there are about
Benafitn for the cliont A0% Incroase In sales within 30 days. (up to B00% incn i 000 enterprises working in the textile and garments sub-sector. Micentro has
Gays was obtained in one case) erefore concentrated its services on technical nssistance and traiming for this
Human resources needed Activity Level of staft Time lnvols u Har.
Chont traming Junior consuliant I howr Micantro has six developed products:
Analyses Junior consuttan < hours
Exploration solutions Junior and senior 1 hout l{aqd.s-un SO ll‘anm'g,
convsultan Design and pattern making.
Proposal lor chunges  Junkr consultan 1 houe Fushion trends
Dunlogue with client Senior consuliurt 1 hour Development of fashion collections,
Technical gssistance in production improvement.
Finanoil .
e e Pm'c : ::: : nga?‘s uusss"'au 70 Technical assistance in quality control and production costs anulysis
Groes margin, US$ US$44.50
Uity 54.0%, 10.7  Product: Preparation of a fashion collection
Tabie 106 Product: Market axpansion 5 nwed To improve garment designs fo meet marke! demand
Chontn (SME) nesd Incranse sales hove! o Of the servies Together with the sntropreneurs following steps are complated
Analysis is made of the colout trands for collections for
Description of the sorvice & Idenlification of and prepambon ke paricipation .m:dddh:'n B
from peivate onterprises and public institutions ® Proposuis for combinations of colours and cloths arm
® Praparation of samples wlbotnled
ohoumouummm & Six final designe are prepaned
® Propamtion and presantintion of lsnder documents and ¢ & Tochnical description |s prapared
reguitamants (samples, bank guarantoes, eto ) * Pattorns for each dosign and size
& Nogotiation snd signatiee on contrnct o A fimshed samplo s produced
® Halp in locating working capeaal
Final prodoct ® Upaate o0 o trends in oAl And nMMnationsl markes
Finul product SME Incranses output and sales ® A collection consmiing of six designs with comesponding
Benalits for the clent ® ormase of production levels
: Product m:)‘tovommnom roouirsments e < i oduct mproves
1asern New/Ups dated ling falnn
® Access o working capital = 2
® Haolationship with now clients Human resources needed 18t phase Seror dessgner log trend analysis
phase Senior Junioe dasignaer for collection
Human resouroes needed 16! phase: praparaton of tender documents. moluding legil i au.lo:n':m '
pro<iuction and heal delivery 1o purchaser Finuncil snalysis of Ihe service  Tolal chirge USS190.00
[nrect costs USS148.00
Financial analysis of ihe 7% of poco w passed on 10 SME. 1% @ ietned a8 service Grosa margin UES62.00
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Staffing: manager, secretary and five permanently associated cossuliants

HDC ldest Huacho,  1desi is o coomtrywide NGO network with 19 reg
tres providing financial and non-financial services In Huacho, »

140km north of Lima, this BDC offers mainly training snd coaching progran
for three distinctive target groups, youth/pre-entreprencurs, enreprencun

employed professionals

Table 10.8  Product: Quality In service provision

Services (No )

Improve Quality in attention to clients

Chonte nead mprove employwe efficiency 10 reach clion! satrafciion

Description ol the sarvice @ gefininon of sargel manet
® gathing 1 know the client and tis needs
® ovaluationvelaboration of product design scconing clsn
® precentation and ducussion of proposals lor improverment
® implemurtation of in-house trining (15 hours)

Final product ® highar service quuiity (measured according 1o pre-estabished

Wicaines agreed with the SME client)
Beanaiits for the clisnt ® Incraase o repeal chens
® highot sales
® chants identily thomselves winh 1he enterprise
Human resources nesded 1l phase  Senior consutant, Junior consuttant
2nd phase Senlor consultant  implementation of training

Financial analyss of the  Price USSI20

sarvica Direct Costs US$130
Flued coats Ussas
(3ross magn UsSs$1as

5 of gross margin on conts 84.1%

sEEEUEES

Micantro  Mercadeano Sorvicep (32
I Tochicnl assistance 1 Tanng T8 Markating [ Others
p 103 Number and type of service sold per BDC

108  Annual operating results

el 1997 e
worme Costy S hbooow Costs % ncoow  Costs .
oo Opowy USS  USS uss  uss uss  uss

iy
ey Muscho O M W'l 10 QTE N4 TY MM WI0M oy

Marcadeando OO 16401 D103 53 AITER AT AA) 100 GASGE saseR 00

Gieneral characteristic: well defined product.
This BDC has four different products:

® Quality services.

® Techmcins for marketing.

® Strutegic planming,

® High level of secrotanal support

Stalling: manager and two associated consultants

Figure 10.3 shows the importance of the different type of services for each of th

four BDCs duning the year 1998

Evalution of supported BIDCs

Table 10.9 shows the annual operating results for the BDCs, started in 1996,

Technical assistance and institutional development

Staffing and internal organization. wmmumm
ated consultants and one administeative stall For specific cont

Whemno CHOTA A5 METE 48 ITHI0 TMTR R 12481 e £
- GO O3S J0N0S A8 AB4 Y77 X008 188 D14 108 BSO 1R 1B

Prtittuc OOV 2000 11610 28

Vot hest vty SRIMY D1 AZ2 46 SO5981 SOLS60 VARSI TRATER '

TPEMTTED fevhadd nctivitus i1t 1596

ire additional outside consultants. In this way the BDC keeps fixed costs low
i enables rapid response to clients and market needs This organizational form
W typically for micro- and small enterprises and the experience shows that the
BDCs i Peru start with an mstitutional behaviour similar 1o SMEs. Basic char-
weteristics are: comcentration of all main tasks with the manuger, low level of
delegation of tasks and responsibilities. lack of internal information management
{on costs, clients, productivity indicators, ete), and an accounting system oriented
o satisfy tax requirements only, As the BDC managers pliy a vital role in shap-
ng the success of the centres, Swisscontact has taken gremt care and has
participated in the replacement of poorly-performing managers and the selection
of new ones.

In the first year of operation, strong emphisis has to be put on the BDC 10
lnmmm W minimum Om ol tm:nl management information (accounting,
vost caleul nd cor netwark).

‘The financial support mechanisms pat pressure on the BIC 10:



® penerste income, because if there s no income there will be no fing . O operator D BDC @ Swisscontact (SC) — dependency = contrict
incentives from Swisscontuct. Incentives are paid monthly and upon p i
ton of secounting information
® have updo-dute secounting information st hand.
® keep operational costs ut o minimal level Only in the first 12 month ——.
contribution towards operating costs (nol exceeding 50 per cent) p
Swisscontnct.

To help the BDC to absorb all this pressure, Swisscontact offers non-finy
technical assistance in these forms

® Individual coaching by Swisscontuct stafl, depending on the specific
the BDC. This also includes assistance in restructuring BDCs with |
performance

® Training and assistunce in elaborating general and/or annual business g "

® Scholurships for human resource development (only on o cost-sh
bussis ),

® Networking with other BDCOs, government institutions and other
providers.

® Ceneral promotion and publicity for BDCs and their services

® Externul auditing services

® On an individual basis, Swisscontact discusses quarterly performanc
the BDC with the operators and managers Benchmark information
performance is made available 10 cach BDC, which enables them
judge their position within the competitive environment. BDCs that Iy
o high rate of self-financing cun apply for support 1o develop new or impe
exisitng services, Again, Swisscontact covers only part of the cost of
supporn

=

T

Inhibiting factors for the growth of BDCs are mainly related 1o staffing and |
miture of the BDC products. Here again, managers and consultants are decis
for client satisfaction, s in small enterprises. [n view of cost constraimts the B
have to consider ways of ficlding & mix of senior and junior consultunts in |
delivery of services

Micentro

Figure 104 Relationships batween Swisscontact and BDC operators

Relationship with operarors. The Swisscontact BDC concept is based on i col
trauct botween an operator and Swisscontact for the implementation of & BEX
Within the first two years of this contraciual relntonship. and strongly influes .
by the support scheme (incentives/penalties and controls). the relutionsh
between the BDC and the operator evolves in three different wiys. as sho
Figure 10,4,

In the first case, the operstor was concetved ss » small unit and as the BE
started to be successful the other componenis of the group lost importance
the BDC abworbed the operator.

In the second case, the BDC developed enough strengih 1o influence the op
ation of the operator. However, the operator still mamtasins u number of of
activitien not directly related to the BDC.

In the third case, the operator decided to found o legally independent compa-
ny for the BDC

In one case there was no evolution of the relationship between the operator
and BDC. The first two cases are the most successful, possibly due to the very
high personal commitment of the managers. Another common feature of both
these cases Is that the operator was in the first case o smwll company and in the
second case o amadl local NGO

Mmum‘mnymn
The | s f the ayn Mmmﬁmﬂuw impmmmuz
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the different participants in the activity, There were two major objectives fol 1010 Summary of Reports

contracting the momtoring system outside Swisscontact.

Contents
® To develop a local capability in the design and use of these instruments, ) .
X o ncome
may have value in a market where different groups are settng up BDES Expense
® 1o solate the monitoring wll (sometimes monitors may play the Purcentage of selt-hoancing

guys' role’), distant from the advisor and financing ole played
Swissconiact

Contribution ol Swisscontact for aperling expentes
Contribution of Swascontact for incontives
Incotne and expense per kind of activity

The information collected in this sub-system, 15 used for paying meentives di Indicators for quality and target group
the first phase of support. It covers the following:

oport Comments about results (based on prereport)
® ncomes Gaphics comparing results of centres
® gxpenses Evolution of principal indicators
® outreach/coverage (number and types of clienis assisted) Obssrvations, recommandations
® services provided, | S— 5
The difficulty in the design of the monitoring system is that it is » multh Evaluation of services. trends
tem, which must be able to cater to the needs of: m.u:"m *‘“:”' analysis

Gonde

® the BDC manager (information on performance )
® the programme (basis for incentive payments)
® the operator (owner) for supervision of the project.

Observations. iecommendations

Bomeannual report Additional 10 the quarieity report, & may Inchude
Analysis of scohoihic and political conbed

4 » » , 2 e
How does the monitoring system operate”  During the first five days of polns =

month every BDC remits information about s results during the

y and nl organzation
month. Three days later, the monitons transmit 10 Swisscontact a summary reg ,‘.,,:7.,,. of penetration
called the ‘pre-report”, to enable the programme to pay the ‘incentives’ withi Operators contribubon

first 10 days of each month, Any irregularity will be corrected and reflected i
following period. The monitors put out three different kinds of reports: montl
quarterly and semi-annual. These reports provide information based on dats g
leeted during the visits of the monitors 1o the centres, interviews with the clies
und the analysis and interpretution of the results reported by the centres, inglt
Ing gender unalysis

Table 10010 summurizes the different reports and contents

Monitoring software has been designed 1o facilitate the collecting and g
cessing of information for the different users. With the system, managers can ¢
develop u dutabase of clients, register incomes, analyse costs per service, and il
link with the accounting system included in the software.

6% per cent of the clients fully puid for the services the rest had ucoess 1o some
type of subsidies

75 per cent of those receiving subsidies say that they would not have accessed
the services if they had not recetved financinl support

38 per cent of the chents feel the prices are high: however. the majority con-
wider the prices are fair

the clicnts are satisfied with the atention from BDC suff. specually in contuct
and communication. Some negative comments were received on organization-
al matters

almost all the interviewed clients were willing to buy further services from the
. BDCy

Catherivg Information from; the-micro-tevel ® the mamn demand 15 in sales improvment, such as marketing 1echnigues and
During 1998 the monitaors conducted 64 interviews with clients of the BD handling chents

From these interviews i was found that: & major problem w low sales; second are organizational aspects and employee

® the majority were contacted directly by the BDC management. During 1997 the first prionty was production problems

® 58 per cent of the people interviewed said they knew little of the services avail-

op\:x‘?&xmamﬂethumehuwmmlhmrccmm | able on the BDS market.
oc:ummm:mmmwmmmmwmwm Anmhthmliwwull thmﬁhoﬂhcwrwymmmnmim
mmmm.wfmm ces take time K .wlnm ¢ contre’s p mm-mmmmm



2500y — un integral part of the incentive system, but also to obtain first-hand data on
2000 1 the behaviour as u basis for further discussion.

g 1500 - ® The management capacity of the owner/manager s cruciyl
5 10001 SMES generally depend on the capucity of their owner/manager, and the same is
500 true with BDCO The motivation of the manager, his ‘ownership® of the project is
| o pruciul to success. Like any small entreprencur, there is a delicate bolance
o ’

hotween production aand the owner’s personal background. Over time,
f / J" j | -Fmb

Swisscontuct has gained more influence in the selection and appointment of new
Figure 10.4  Number of clients differentiated by gender por BDC

BDC managers, This needs to be pursued cautiously, as it could be interpreted as
unwarranted interference in arons that are within the responsibility ol the oper-
Wor, In view of the still-limited income generated, there is virtually no possibility
of basing BDC managers’ romuneration on performance.

Some Information gathered via the monitoring system Is shown in Figus

| Tubles 10.11 and 10.12 - ® Internal arganization needs 1o be improved
and Tables and 10,12

|
This should start with accurate and timely sccounting mformation, in order to
Have o cloar view on gross margins per service, direct costs per product, market

2ot it llodien o sk segment, und identilying services with o high contribution towards sell-finane-

Suty-sacior Sules USS g As the BDCs are small consulting enterprises, which sell mainly know-how
Cand are closely linked to one manager, there s o major limitation to the

Metaworking : '::?: prospects of the growth of @ BDC. This presents o challenge and can create

Leather and shoos 103 165 serious problems

mmmm. tz'r: m - ® Munagement of various different services (4 BDS portfolio) at the sume time

Agro-ndustry 17 104 Is weak.

Not ientified ::; : Income Nuctuntes greatly from month to month. The centres offers a limited (in

Othars 103 165 : Cmuany cases only one or two) number of services and thev have u more sequen-

Total 1 870 838 tal appronch o selling and providing services, rather than o mix of products

which might smooth the income curve
Linder Peruvinn conditions, and depending on the sub-sector, seasonul

Mh o Mluctustions do exist, but they have less impact if the centre is successiul in estub-

ftems 8DC Moento  Mercacwando  Service  ies Huacho Total lishing itself in the BDS market.

Generl sarvices 5 620 B o4y 14 406 28 963 ® 5o far, product improvement and development of new services is made by triul

Intorests 302 13 832 14 104 and error.

Muteriale L] 496 220 4 496 232

Othar conta 5 528 14 544 B 620 16 136 45 829 This s based more on perception than insdepth anulysis. In Ecuador.

Fanits 1063 2 586 6251 10 800 Swisscontuct defines, together with the BDC within the anounl assistance pro-

‘5::" : 2: : 3‘; ;5": :: ::: ;:;;‘o: grimme. the proposals for product improvement und then offers i co-financing
scheme. It is very difficult o develop new services based on market surveys The

Discussion and conclusions recent Indonesiun und Peruvinn expeniences ol the BDOC 1rying 1o survive in

lime of econonic crises indicates thut product innovation tukes place under
pconomic pressure in struggling for survival; most supporied BDCs should
adjust their product portfolio after u re-orientution phase of two 10 three
months

A number of lessons cun be learnt from Swisscontact's experience:
® There bs a market for BDS providers

Traditional BDS providers and also donor -mmm-mw that the Here the question of "BDS development” needs to be discussed more from a
market onented approach —as described - is viable. § POt "m nacro-level point of view. In the medium term there s a need 10 invest in
major efforts into monitoring the economic rosults of BDOL not only becuuse ond-tier” o than respond 10 the need of BDCs for service develop-



ment. In Peru, Swisscontact 1s starung franchising the training of BDS ang
providers based on expenence from abroad.

pllest enterprises or clusters is needed. Experience in [ndonesin shows thit

DCs might be an effective channel to implement (donor or government) subs!-
fized programmes for microenterprises, but there are serious risks lllpl BDCs
ght lose their clear customer focus, il the implementation of subsidized pro-
grammes becomes their main business. This would inevitably lead 10 distottions.
Microenterprises as o target group will not be able to contribute significantly
5 the sustainability of the BDC. Donor sgencies or governments will therefore
ve to finance the cost of reaching out to microenterprisex. In which case the
BDC would provide the services from the funds offered and would clmrgc i man-
pement fee for delivering BDS to the target group or for administering
rammes, e.g i truining voucher system. This income for the BDC will persist
W long as government or i donor agency is ready Lo provide the financial sup-
port needed by the centre to continue its service.

® Differentinte BDC objectives as an enterprise from development obje
i donur agency
There exists a growing market for BDS so that competitive and qmnlmcd
have good prospects of schieving susiainability, However. as already pom !
a BDC might opt 1o wark with a limited number of clients and seck greate
ity and reliabnlity i their contribution,
Devclupmc.m objectives secking outreach and income distribution us
always compatible with BDC objectives ns a business. The view is that in th
run the BDS market will contribuie 1o the greser competitiveness of §
which in tum fits in with development objectives.

® Donor agencies must be ready 1o react flexibly 1o institutional and p N

changes at BDC and operator level. Mimitation of BDC activities

definition of the services 1o be provided by the BDC s an important entre
mrencurial decision. BDCs offer the services that they feel 1) best fir within their
gore competency and 2) meet clients’ demands. The entreprencurial responsibil-

iy for the BDC product portfalio is an important precondition for future success,
is in contradiction to the desire of the donor 1o influence the type of services
0 be offered. Donors are therefore advised to be very careful with intervention
n product selection and to make the restrictions clear from the beginning
Donors should limit their support 1o services such as training, consultancy, and
mtormation, and not venture into business-related services such as transport,

Cstorage, certification, etc., even if there is o demand. There s danger of market

worldwide as one clement of » conducive environment for SME divelops [ distortion in this type of activity. The drive for income and sell-sustainability
Swisscontact's BDC approuch offers an efficient way 10 stimulate the BDS Eahould not lead the BDC to be diverted from its major §90L.0F raigag (he:cam-
ket by using an approsched based on the market, and keeping market distorth petitivencss of SME through support services.
to @ mimmum. Novertheless. the justification (or investing donor resources
‘prvate’ service compames needs further clarification. and the assignmes
donors resourcos may have 1o be more transparent.
Services closely related to production and marketing processes are hi
demand and, as shown, can be sold a1 prevailing market prices. Our
mechansm secking economic viability of BDCs focuses attention on this
service. However, the question has to be asked: Why is no privite ente
active in this market without incentives? Incentives certainly lower cntry
ers Are there only financial nsks, or are there other barners 10o? This st
needs 1o be studied further

During the nitial plsse the supported BDCs changed rapidly a1 the insting
level, needing quick reactions and flexibility from the donor agency. BDCY
poor performance soon started experimenting with different products W
were not in the origimal project proposals. If economic sustainnbility is tkes
ously, changes have to be encouraged 1o some extent

Issues for further discussion

The rationale for investing in the private sector

he availability of demand-onented business development services is rece

=
:

J

Reaching microenterprise customess

The main customens of BDCs are small- 1o medium-sized enterprises with po
tial for growth, rather than microenterprises at subsistence level, ’l\wmfoll
BDC approach cannot be considered an instrument lwdltutmm
The challenge of how 1o deliver services 1o subsisten :

an. efficlent way rempuin urwnived, Purtber dincomion i Bow o ¢



PART IV THE ROLE OF THE PUBLIC SECTOR IN
BUSINESS DEVELOPMENT SERVICES

11. The experience of Corporacion
de Fomento in Chile

GONZALO RIVAS G.

The framework of CORFO's business development action

AN EVOLUTION OF Coarporacion de Fomento de la Producion's (CORFO) work
i business development has followed the course of development of the industri-
Ml policy of Latin America
In 1939, when CORFO started, the work was gimed at the direct creation of
terprises. including both sectors that are fundamental 1o production (energy)
nd traditonal ureas of import substitution policy (iron and steel, il refining,
sugar, ete.). Later CORFO supported the creation of enterprises in partnership
h the private sector, with a view to handing over their management and devel-
opment (o the private owners later, and began taking on o fundamental role in
the setting up of institutions of innovation and technology transfer. Later, ol
lowing political chunges. it had the role of munoging the so-called ‘area of sociyl
ownership’, und came 1o control the major companies in the country,
During the military regime. us well as operating us an organization whose task
was 1o administer and privatize the companies under its control, it began to oper-
e as i development bank. granting loans to the companies direct.
From 1990, efforts were made 1o reshape CORFO as o economic development
imstitution. The first steps consisted in clearing the considerable portfolio of bad
debis inherited from the direct loan operations and in consolidating acoess o the
gredit support scheme for SMES based on refinancing the financial institutions
Together with this major effort of reorganization, 8 new concept was taking
shape on the role of CORFO. within an economy integrated with international
Amde, where the market allocites resources
The dingnosis that guided the new development policies of Chile was based on
the approach of ‘market failures”. This focused on the impact of factors - such as
the skills level of the workforee. technology, management and information -
within the operation of the market und the effects that these fuctors might have
on the SMEs" ability 1o compete. Other fuctors needing intervention included the
mte of echnological nnovation and the capacity to increase and diversily
exports,! The mim was 10 produce solutions upplicable to any sector, and to favour
market, rather than admimstrative. solutions.

1t was within this conceprual framework thit CORFO's new direction was for-
“mulated and the programmes and instruments developed by the institution to
NEOUTIRo o ere 1 on this basis 1t wak however, borne in




mingd that just s there are ‘market [nilures”, there are wlso “stale fuilures™s Level of Function institut

cagerness 10 combat a problem - whether theoretically or practically justl action
the costs of the public action may often exceed the benefits that might acee
As a result, CORFO has followed o prudent path in developing instrumen Fourth w of ml M =
intervention. It hus emphasized learning by experience and avoided implen promotion of w Economic
ing programmes that start off on too large a scale. This on-going learning pro Aftairs
has helped 1o give the institution a sense of direction and has enabled it 1o I v
an operational complement to its development activity. Third
The main bases of the new policy of CORFO are as fallows resources, d.‘.g'n of s
® Company co-financing to reinforce the commitment of businesse I
competitive improvement for which support is availuble from the governmy A v
Such co-finuncing is regarded ss an indicator that the actions carned out
relevant: if companies agree 10 co-finance an sctivity, this implics thar t Second Administration / Development
value it. intermediation op’.?;"&&
® The temporary nature of the government support, based on the determinal public and
of the state not to develop paternalism in relation 1o companies. by mak private
sure that they exit the programmes upon completion (when they have attn ‘
their defined objectives). v
- l’uhltg—privulf: co-operution to respond to ll?c needs of companies 1 First Implementation Consultants
effectively, with each party involved contributing to the schievement of | A & D institutions
objectives of the development policy. implemen
® Decentrulization, allowing the regions to muke decisions about how resous companies
can best be used and to muteh them better 1o local requirements
Flow of resources

impact and the sappropriateness and validity of the contribution.
® Stress on demand to direct the allocation of resources 1o projects that
sent & real demand from compunies. However, this will not prevent the su
of services 1o be regulated. 10 direct und promote improvements |
compiies
® Proactive action by government, in promoting company demand for, and u
of, the programmes available, purticulurly in regions that are most remoles

® Asscssuble programmes that can be measured both in terms of the on! Flow of requirements t l

Figure 11.1  Institutional diagram of the SME support programme in Chile

Figure 111, summarizes the design in dingrammatic form.

In this system, CORFO has the role of designing the mstruments. their tmple-
mentation procedures and of allocating resources. Until 1997, thut role was not
clearly separated from that of the Ministry of Economic Affairs. since CORFO
had lhq status of an independent ministry, This status not only gave it a political
dimension that strengthened CORFO's action, but also became a hindrance in
ptccht‘mg it exercising its full executive capacity in sectoral arcas that fell under
# specific ministerial authonity (as in the case of agriculture. for example). From
198 onwards, CORFO ceased (0 have mimsterinl rank and its Board was
expanded to include the Mimistry of Agriculture and Foreign Relations. in view
of the importance of CORFO's relation to those areas. Also. # new institution
wis created to administer the companies and assets belonging 10 CORFO (el
Sistema Administrador de Empresas), which operates as o ‘holding” company
reporting to CORFO's board. In this way, CORFO's character as an institution
specializing in development and with u capacity for cross-sectoral sction was con-
firmed. It can now look after the requirements of practically all the economic
:ﬁmﬁ he country, while avoding the temptation 1o create sectoral or region

The institutional design of CORFO's development action

The institutional design of the development action promoted by CORFO!
based on a clear differentintion of the roles of the agencies involved. Efforts &
slso made 10 maximize networking, to mike optimum use of the compa :
advantages of cach of the parnes. The amm is to strengthen the links between ¢e
tral and regional government institutions and business associations, finane
institutions. non-governmental organizations (NGOs), universities and resean
institules, eic.

Thus. in general terms, four levels of action can be delineated:

® Those which directly implement the actions
® Those which fucilitate, adminmter and disburse the resources.
® Those which design the and allocate the resources.




b Federncion Gremial Nacional de Productores de Frutn (Fedefruta)
Instituto Texul

Servicio de Cooperncion Técnica ( Sercotec)

In this system, it is the Ministries - particularly the Minsiry of Eco
Affuirs — that are responsible tor formulating policies and guidelines for
opment action, but they do pot implement them, which & more sul
decentralized services _

For its part, in its development role CORFO has promoted i process of g
ation for applying the instruments it has designed. by gencrating u ne CORFO's development programmes and instruments

intermediary agent-operators, An recent vears CORFO has been evolving o set of development instruments,

In the case of financial intermedintion lines (refinuncing of credit or i hich seck 1o address the main difficulties faced by SMEs and improve their
operations to SMEK etc.) the client relationship i set up with the fin competitiveness. Institutionally, most of them are channelled through intermedi-
institutions, which are those that appraise the loan submissions and take o Aries. as in the case of the Technical Assistance Fund (FAT, Fondo de Asistencia
risk_ Teenica), the Development Projects (Proyectos de Fomento) and the recently

In the case of the development instruments (promotion of partnorship | Ereated Supplicr Development Program (Programa de Desarrollo  de
cal assistance, ete. ), agreements hiave been generated with national or Proveedores). Others are operated directly by CORFO, as in the case of the
entities linked to business organizations which, on proving that they Technology and Productive Development Fund (FONTEC), This account covers
necessary technical copacities, are given chiarge of working with the S only the non-financial sssistance programmes, leaving aside other fickls of
supporting them in the preparation knd presentation of their projecis. They CORFO's action, such as financinl intermediation, the promotion of private
also been delegated the task of sdministering the resources for projects alf investment for regions, support for research and development (R&DD) activities,
upproved OF production conversion programmes.

This arrangement hus made it possible 10 utilize the knowledge und cos
ment of the private sector in preparing und evaluating the projects This)
permanent feedback to the institution on the projects, while at the
helping to incrense the relevance and potential impuct of its uctions. 1t alsom
it possible 1o incorporate the Nexibility of private agenis. who are not
the sdministrative restrictions of the public sector,

The operation of this network has increased the coverage of developy
action throughout the country, both in the number of enterprises assisted o
the amounts channelled through the different instruments It has also acte
step up the decentrulization process. since us the network has spread throug
the different regions of the territory i1 has initinted o process that stimulates
participation of local sgents in the provision of development services und b
the development of capabilities in each geographical region of Chile, a col
that covers long distunces

Currently, the network comprises 13 private msututions and one public iy
Servicio de Cooperacion Tecnica (SERCOTEC), which ure dentified in
following list:

fechnical Assistance Fund (FAT)

The FAT co-finunces part of the cost of hiring sccredited consultancy services,
Which are listed by speciality in a register kept by CORFO for that purpose.
Although it admits services to groups of enterprises, over 75 per cent of the
demand catered for by meuans of this instrument corresponds to help tor firms,
which stipulates a non-renewable fund of up to around US$10 000 per company,
payable in maximum modules of USS2000 per consultancy, to be set against a co-
Hnancing by the company thit will range between 30 per cent and 50 per cent of
Hhe cost of each project
The aim of FAT s 10 help overcome the asymmetries of information which
wppear in the relationship between the SMEs and the consultancy providers, by
estublishing a contracting procedure that will make the market transparent
(market regulation effect), It will also have the effect of making SMEs aware,
through the experience of hiring external support, of the value of that support,
s that later on they will continue 1o request it independemtly ut thelr own
oxpense,
Apart from this effect of ‘market creation and regulstion’, FAT co-financing s
Also used by CORFO 1o promote actions that involve positive external impacts
or are valued by the public authority as being of high social benefit. Such iy the
case with certain thematic FAT projects, such as those that provide support for
the presentation of irrigation projects for small farmers, studies of the operation
of arcas of marine leasing for small-scale fishermen, or support for the introduc:
tion of improvements that have a positive impact on the environment.

These instances of technical assistance have the virue of responding 1o clear
ly defined abjectives where the achievement cun be monitored, unlike operations
where the company defines the terms of reference of the consultancy (within a

Asociucion de Exportadores de Manufucturas ( Asexma)
Asocincion de Exportadores de Manufucturas (Asexma Biobio)
Asocincion de Industrimles de Malleco y Cautin { Aximen)
Asocincion de Industoias Metalurgicas v Metalmecanicas { Asumet)
Centro de Productvidad Indusinial (Cepri)

Centro para ¢l Desarrollo de La Araucania (Trafkin)

Cooperativa Agricols Valle Central (Copeval)

Corporacion de Desarrollo de Arauco (Corparuneo)

o Corparacion de Desarralio de In Region de Coguimba (Corpadeco)
® Corporacion de Desarrollo Social Sector Rural {Codewe
® Corporacion del Norwe parn el Desarrollo o Integracion {Cord

N
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of studies commissioned 1o assess the impact, have led 1o CORFO now develof
ing n broader offer of FAT projects with defined objectives so long as 1
nchievement can be monitored. Among these i the "quulity FAT . where the pi
pose 15 1o promote specific actions 10 improve the quality of products in §
started during 1999,

Another way i which this approach s being improved s by refiing the dig
nostic stage prior 10 the hinng of o consultancy. through the stundardization ¢
dingnostic 1ols. These diagnoses are carned out by stafl of the agencies thy
operate with CORFO, so that they can help the business owner 10 understun
better the real needs of the firm when it comes to deciding what 1ype of consul
tancy to hire. This can prevent the entreprencur m uaduly lnﬂmd by
consultant selected by the company s lo the need for we:

Mrtneeship Development Projects (PROFOX)

PROFO s an instrument designed 1o stimulate modernization and improve the
competitiveness of SMEs by encournging the formation of partnership schemes
between companies in similar or complementary lines of business, located in
relutive geographical proximity to cach other. A PROFO involves the develop-
ment of initiatives promoted by the group of participating companies, aimed al
Improving management, monitoring production and/or more ¢ffective marketing
{see the box on the following page detailing a PROFO experience ). Most of such
actions would have been difficult for a firm (o undertake individually,

In order to obtain CORFO co-financing, the group of companies (at least five)
must present i joint project for implementing and hire o manager, chosen by the
members of the PROFO themselves, to administer it The approved activities are
co-finnnced jointly by CORFO (70 per cent) and the compunies CORFO'S con-
tribution will go down to SO per cent in the third and final year. Throughout, the
PROFOs have to submit reports on thelr achievements during the project and
present the activities planned for the coming year, within o frnmework set out by
CORFQO).

In spite of the challenge of forming 4 PROFO — in terms of getting u group of
business owners to overcome thelr mistrust and agree to work together - this s
now one of the most popular project types und most widely sccliimed of ull those
opernted by CORFO. This ks explained by the demonstration effect achieved by
the successes of many PROFOs Given the small scale of many production sec
tors - particularly in regions - the work of the FROFOs are soon spoken ubout
by business owners, who can very quickly judge their successes or failures,

In 1996 the Ministry of Economic Affairs conducted an initinl impact study
curried oul by reseurchers at the UN Economic Commission for Latin Amesica
(ECLA) and the Faculty of Economics of the University of Chile. From a repre
sentutive sample of PROFOs that had been operating for more thun two years,
and control groups for each sector under consideration, the study found statistis
cally significant differences in growth rates in the sales of those companies
participating in PROFOx compured with the average for compunies in their sec
tor The differentiol s caleulated was 116 per cent a significant varintion.

In terms of net profits, in comparison with the control group for each line of
production, by projecting these results over three vears, 2.4 additional pesos of
net profit were generated for each peso the PROFO company invested in these
programmes In tax terms, considering the differentinl in the VAT (Vialue Added
Tux) receipts from the PROFO companies compuared with their respective con
trol groups, for each peso spent on the progromme, the government receives 3.2
Pesos pet year.

Other results of the assessment indicate that in the long term PROFOs
improve and strengthen the management ol the businesses, the organization ol
work within the companies, and improvement in marketing stratogies. There was
also found to be a significant difference in investment in tradning (0 companies

mtdpunu in PROFOx
nol ouluuod i the research, i clear effect of the PROFOS is their
n o the general socil and economie devolopment of the different




Table 11.1  Companies assisted by CORFO's business modemization instruments,

1993-97 (number of enterprises)
Instrurments 1003 1004 1965 1996
Techmical Assistance tunds (FATs) 1663 ea 1651 ms
Development projects (PROFOs) 252 534 2001 1540
TOTAL 1914 1532 aree 1564

Source Deveolopeent Department, CORFD

‘Does not taka into account 3146 businasses in Ihe tansport secior
*Does not include microenterprises

Table 11.2  Funds placed through CORFO's business modernization instruments,

(in thousands of dollars)
Inatrumonts 1903 1994 19695 120
Toohnical Assistance Funds (FATs) 1544 1658 2609 4021
Development projects (FROFDs) 1118 2385 4355 nim
TOTAL 2062 4043 7024 15200

Sousvs Davesapenoni Department, CORFO

regions of the country. The PROFOs hielp to generate more and better relatis
between the regional and local authorities (with mumcipalities and local coungl
for example), and in the launching of new initiatives by other members 0"
local community.’ This strengthening of the SMEs” capacity for social dia
und community development is an impact that is not expheitly an objective ¢
PROFOS, but is pethaps one of the most significant results achieved.

Tequirements, i mimed at tackling the problem arcas of their SME suppliers. The
wctions were mainly directed by the larger companies receiving the supplies

This plan achieved significant results. The supplier improvement programmes
were based on a diagnosis carried out by the large company. or by consultanis
hired by them. After this dingnosis. an sction programme was initinted, joinily
financed by CORFO and the large company, within the framework of an agree-
ment between the parties involved. Depending on the needs estublished in the
dingnosis, the improvement programme could lust up 1o four years (for example,
in such cases as plantations of new varicties of fruit which require time 10 devel-
op, or programmes mvolving 150 9000 certification of participating SMEs).

During 1998, 1683 SMEs and microenterprises were involved in these pro-
grammes. Most actions were in the agricultural sector.

Technological aned Productive Development Fund (FONTEC)

FONTEC is a programme aimed at promoting technological innovation in pri-

vale enterprises, by contributing to the financing of projects to introduce new
lechnologies

FONTEC has five lines of financing:

® Technological innovation: These are R&D projects for product, process or

service technologies (management, organization, marketing, etc.), They
Include producing prototypes and pilot trials for new processes, and u:slmg
markel reception of new products, The financing by FONTEC to the applicant
companies, whether on an individual basis or as o group of independent com-
panies, consists of & subsidy of up to o maximum of 50 per cent of the cost

Supplier Development Programme (PDF)

One of the most effective stimull 10 the modernization of SMEs, partic
when domestic markets are small, s contact with international markets throug
exports. An equivilent effect is achieved when SMEs develop a stable, contit
ous relationship as suppliers of large companies Indeed, the latter i
require high standards of quality, reliability in meeting delivery \chudulu
competitive cost levels To achieve these, SMEs have 10 modornize their o
tions. However, smaller enterprises can be deterred from making the
involved in improvement to reach the level of the purchasing companies, if (b
are not motivated by the prospect of achieving i stable commercial rel
as & resilt of their efforts,

This difficulty in building stable relationships adversely affects both the B
ing companies and the potential supplices and can become an obsuclc T,
improving the competitiveness of both the companies and the development
SMEs as supplicrs

For a long time CORFO tried 1o tackle this problem by approaching it Lroj
the viewpoint of the SMEs, but did not sueceed in attracting the support of th
companies. In lMapllot uwlhtmmmhmmmhum ke
ing together with the large m Starting from the lurge oo

. lf»-.




e Technological infrastructure: Investments i physical facilities, plant, : expert panel, given the diversity of competencies that its members represent, as

tific and production equipment. as well as technical traimng of perse well as the experience accumulated in the assessment of this type of project. The
associnted with the project to enable them to mstall, operste and main board has a mixed public-private make-up, with four members appointed by the
the muchinery and support the technological devolopment of the compan Ministries of Treasury, Economic Affairs and CORFO,and four by business asso-

This includes setting up indusinial lnboratonies and quality certification
control unitx. technical information centres and other related se
FONTEC grants & maximum subsidy of 20-30 per cent of the total §
of the project. depending on whether it i submitted ndmvidually or by
group.
o Technology transfer projects submitted in partnership (technological missi
and specialized consultancies): These involve five or more non-related enl
prises producing goods or services, in the sume or similar sectors, whose aift
to prospect. spread. transfer or adapt management, processes of producti
technologies 1o the associated companiex, 10 help to modemize producty

ciations in the private sector.

In the peniod 1991 to 1998, FONTEC co-financed over 1100 projects, with a co-
financing level of Jess than 50 per cent in all cases. As  result, the cumulative
company contribution raised through these FONTEC projects amounts to

.ltg‘s'%lmillion. against a state contribution of USS67 million. Details are given in
e 113,

Table 11,3 Technological Innovation projects co-financed by FONTEC, 1991-98
Number of Totad FONTET fnancing Company financng

The uctivities eligible for financing may include: missions abroad 16 e o tiroon ] (hosiaancs of U (Foaanch of USW
hout technological advances, hirmg of experts or consultants for highly & 1001 8 1387 675 892
cillized technologies. For missions of this type, FONTEC gives a muxim 1092 67 0329 3579 2750
subsidy of 45 per cent of the total cost of the project, with an upper it :m :: :3:: ﬁr:g m
USS100 000. 1995 180 22 933 11818 118

® Joint units of management and technology transfer centres: Projects su 1696 168 20014 11 784 17 230
by & group of five or more non-related enterprises, aimed at creating cente 1097 222 35 440 11988 20 4584
or joint units whose purpose is to develop, transfer and adapt technologies 1998 304 38 533 13 300 25 200
the companics 1o advance their modernization. Operating costs for up 10 TOTA 1 162 008 67 087 95 010
first two years associated with the start-up and operation of the joint mund Source FONTEC

ment units or technology transfer centres. FONTEC provides a 1
subsidy of 50 per cent of the total cost of the project, to a maximum amounts
LISS400 000,

T‘hu:’ l:;(l;: rv:;cn‘t‘cvuluuum. carried our in 1996 by & firm of consultapts, con-

cluded that the 1S most promsing projects co- FO >

® Preinvestment studies for innovation projects: This is aimed }llm surplus of LIS$217 .,,.m.':.,_ of whl:c';, (’;ssss m{;romh;mh::ﬁz :‘: ?f:;:g;
investment innovation in production, through the financing of pre-in e Even without conmdening most of the remaiming projecis supported by
studies. The contribution provided by FONTEC allows for a subsidy ol up FONTEC, this samount alone exceeds by far the US$32 mullion cost of the pro:
50 per cent of the value of the pre-investment study, (o & maximum § gramme, including grants and admimstranon, from 1991 1o 1995, the last year
LIS$15 000, considered by the study.

FONTEC is an open access fund, which operates at CORFO's offices througl
out the regions The process by which grants are awarded begine with &
assessment of eligibility, ensuring that all the formal background informution |
provided (balance sheets, articles of associntion, certificates of current ¢ il
indebtedness, cte.) and thut the project is one of technological innovation and ne
just of investment, for example.

It is then subjected to an assessment, in which the main criteria by which 1
project is tested are: economic and finuncial viability of the venture, il
ability to match counterpart funds, assessment o::bc market, technological rele
vance, quality of the implementers, and smount of co-financing. the type of initiative that can be promoted in this way. The aim of the

Finally, all projects are referred (0 the board, with 4 summary assessmen hwmmmpuuinmmwdthchd:o(hmbmmtmu
sheet, a recommendation from the assessor and a presentation by the FONTEC region of Magallanes (the most southern aren of Chile), by taking an integral

mm \ e ot at to which i * mmmm:"mmzmm

High impact sectoral programmes

The way in which the development instruments described have evolved, both in
terms of their coverage of SMEs and in terms of the experience gained, has
enabled CORFO 1o co-ordinate more ambitious schemes for promoting the com-
petitivencss of the sector. These programmes require 4 major elfort of
pre-investment, and agreements with other public institutions and with the com-
panies participating in them, before the instruments can be deployed.

The experience of the Ovino de Magallanes development programme shows

W presented (8 meets once o fortnight). The bowrd is constituted as ar



They are choser 1o the end user. Innsmuch as the agencies are made up of
groups with sectoral or local roots, the established Hinks that such institutions
have with the enterprises can be used (o good effect. This facilitates the gen-
eration of levels of trust essential for companies lo make effective use of the
programmes at their disposal, but requires an investment and commitment
from them, both in terms of money and time

development of more specialized intermedianes and strengihening the i
tional support capabilities and technigques necessary for sustoming
required for the success of this initiative, ,
The Ministry of Agriculture takes part in the programme, throg
Agricultural und Livestock Department, covering all matters relating to live
and cold storage and to its support programmes for soil recovery and the &
opment of griozng pastures; CORFO through its virious mechanisms ® They provide new sources for improving the action. Using their specialized
support both livestock farmers and slaughterhouses (PROFOs supplier de knowledge and their experience in the fiekd, intermediaries or agencies can
ment, technical mssistance, FONTEC): the National Irngation Commi contribute different ways of viewing the process, offering ideas that contribute
which offers specinl aid for irrigation and drainage schemes 10 suppord 1o improving the development action.
improvement of the food base of cattle ® The possibility of generating o single ‘window' for the development of assis-
This programme, which covers all the elements of the food chuin of pre tance programmes. There are o number of business development tools that are
tion, reaches over 40 per cent of the region’s sheep population. s great i ’ nol used by CORFO (skills improvement, promotion of exports, encourige-
that it has been developed using existing programmes and in a schedule of & ment of irrigation, e1¢,), 18 these are carried out by other public institutions
ities in which the companies fully participate. This is without being offe Although these institutions can co-ordinate their action, there are always some
special incentives or being subjeet 10 the same conditions as those impe problems, or simply institutional competition, that hinder the practical appli-
any project using public funds. cation of such co-ordination. Finally, companies have to go through o number
Similar initistives are currently being promoted for the Pisco brandy sectd of different institutions o gain access 10 these programmes and the possibility
another region. tourism in o number of regions, the horticultural sector in the of achieving greater impact through the combined application of the tools is
region and agriculture in the Hussco Valley are being assisted in a similar ws *,. lost. A common agency option would ensble companies to use the intermedi-
In these Programmes, CORFO. a8 0 puhlﬁc mstitution, has to conduct - [ Ury us a \inglc window that could offer them all available forms of support and
nary studies and co-ordinate with other public institutions. The problems | enable them to structure u programme with increased impact on those partici-
bottlenccks confronting the sector are discussed with potential participa \,; pating.
essentinl part of the elfort, therelore, lies not only in the ¢fforts al co-ording
but also in the gencrution of trust 1o enable the public and private sectors 1y e

Of course, whether these advantages materialize or not depends on factors such

together. s the abilities of the sgencies, the existence of o readiness Lo delegate functions
ete. Experience tends to show that the institutional capacity is i process of learn.
ing. This means that at the beginning it is necessary to carry out some smaullscule
Some lessons

pilot experiences and, after these huve boen evaluated and sdapled. steps cin
then be taken towards expanding the programme.

One relevant subject is for the public institution to define wineh functions will
be contructed out Lo private agents and, more specifically, what financing mech.
anisms und incentives 1o use. These then have to be developed 10 achieve the
desired resulis

11 scems clear thal private agencies are better placed 1o identify opportunities
for business development. bringing together and organizimg groups of companies
prepuring and presenting projects, financial adminstration and technicul super-
vision.

There may be complications in the lnancing of these mechanisms und incen-
tives. In Chile. the design concerved o first stage aimed il increasing the coverage
of the development actions and safeguarding quality in the projects. This would
then be [ollowed by a second stuge in which, based on the lessons learned from
the variety of cases in the previous stage. the programme’s aim would be re-eval-
uated 10 raise the effectiveness of the projects to be co-financed. At this stage one
mnymmﬂo«mdwmnﬁnn’molmmw

From the exy plmd.mdtm hmmm

A number of lessons hive been learned by CORFO during the course of
work over the past few years, and most of them are reflected in improved wilg
of operating the programmes, as well as in the development of new forms |
intervention. Many of them have alrendy been described. As CORFO's
through the intermediary agents is one of the more onginal aspects of in
thonal design in its sction to help develop SMES, the conclusions will locuson Iy
aspect -

There are several advantages in working through intermediaries

® The avoidance of the excessive burcaucracy of a public institution. When t
operation is carried out exclusively by one institution, the only way 1o exten
coverage s 1o take on additional stafl. This ends by generating more b
cracy, which makes organizing work efficiently more difficult and
1o an excessive number of stall working on administration. CORF
solution has been 10 work with a limited number of w quality stafl, whe gi
priotity loded‘g.mnuco-m:nm fon related 1o the
programmes. direct implementation s contragles um fecting

the instituthonal learning process.




(avoiding the implementation of programmes that would reguire
resources, where the objective was more 1o raise the payment of ‘overh
the agency). Clear budgetary structures have been set out by region and iy
agency. The next step is 1o use external ussessors 10 carry oul 4 systematie
evaluation of the projects to follow up the implementation. These indth
together with the changes that have been introduced over time to th
grammes themselves, have consistently aimed at ensuring that the sctie
greater impact.

Certain risks that should be avoided are;

® Not to generate over-dependence in the system on one particular ag
thereby some of the advantuge of less-burcaucratization would be lost. )
gives the agency too much weight in negotiations with the public sector, W
then gets transformed into a monopoly relationship. There is also the risk
the agency will generate its own vested interests, which then work count
both the public intetests and those of the clients.

® Exclusive dependency of the intermediary agencies on the financing thi
system provides for them. This implies that it is preferable to have well o8
lished agencies, for whom the receipt of development resources is nol esses
to their operations, since this will enable the programmes (o concentral
the economic impact they produce, rather thun as o way of pmtecthtg
own interests

® The public institution must have the capacity to direct the work of the ag
cies. [n ordet 1o avold arbitrary selection it should be proactive in sti
and helping to organize demand, without guarantecing the award of resa
This should be made conditional on the quality of the project. Even so, it
be necessary for there (o be an independent public intermedinry who can W
i those business segments thot are not suithble for the private
implement.

Noles
L. The mnn “fwmlures’ included, among others

® jnsufficlent depth of the murkets, muinly determined by asymmetties be
informanon snd transaction cosis

® (he existence of externalithes and inappropriate strategies

® lack of economies of scale

Under the previous seheme, the comuitanis were the real sales force’ for the EA
they were the main people interested in the musiminm number of comuliancies bel
conducted. The problem is that the consultant sells his specinlty (or g
knowledge ) and b wim w to convinee the business ownar that his proposal is the o
suttable. Not all busioess owoers are fully aware of the setusl nsture of thelt pro “:\
Utider the new scheme. the business owner still decides, but hus & dingnosis M ,
the agency, which will give him a better iden of the real sitwanion. The
serves as o basks of comparison for messuring the effectivenes of the
ried out

A In the case of tourmm, the offect w practically direct, but this 1 not the only
whete it ogcts

........

12. Review of business services and local
economic development

FRANCISCO ALBURQUERQUE

Structural change, economic reforms and local development

Tur countries oF Latiy Asesica and the Caribbean are confronting the
inescapable demands of structural change in their cconomies. This affects not
only the production framework and business management, but ulso the role of
the state and the degree of regulation of society and its public and private insti-
utions. Based on techno-economic und organizationdl restructuring, major
innovations are being introduced, which are opening up new horizons as regards
optimal production outputs and competitive operations. These developments
have resulted in the emergence of new economic activities, and the decline of
others. This has taken place through the restructuring of the existing production
frameworks and enterprises und calls for a process that demands an imaginative
design of policies to face these challenges, taking into account the specific nature
of each country and region. To these structural changes bave (o be added the
effects of increasing globalization impacting on vanous sectons. This imposes
demands for higher competitiveness, increased efficiency and the introduction of
new technologies

The structural reform policies have improved the operation of murkets, by
removing the constraints of past centralized, state-controlled regulations. These
new policies have given priority (o macroeconomic stability and have tried 1o
guide the economies increasingly towards competition in international markets
Macrocconomic stabilization has thus made it possible to dispel the negative
effects of inflation, which in turn has helped to reduce financial instability. The
new situation favours the application of policies at the micro- and mesocconom-
ic level, and the introduction of technological innovations in the countries of
Latin America and the Caribbean. Many of the economic sctivities are carried
out in these countries by microenterpriscs und small enterprises. thit are unable
on their own 1o secess production suppaort services, restricting the process of pro-
ductive und management lnnovution,

As can be seen from Table 12,1 in 11 Latin Amernican countries - Argentin,
Bolivia, Brazi, Colombia, Costa Rica, Chile, Mexico, Nicarngua. Panama, Peru
and Uruguay ~ microenterprises and small enterprises represent over %6 per cent
of existing enterprises, and over 56 per cent of emplovment. Within the formal
estublishments, microenterprises make up 77 per cent of the 1ol and sccount
for over 27 per cent of jobs, while small enterprises represent approximately 20
per cent ol the establishments and give employment Lo slmost 30 per cent of the
working population. These figures indicate the enormous effort that has 10 be
made, in terms of innovation, 1o modernize these enterprises. Policies dictated by
the stute are ineffective to achieve this
nmlmllenwpnmmmwl 1 in
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Table 12.1  Importance of microenterprise and amall enterprise n Latin America

Countries Enparposes Number of Shaw of
by nimber of anferpvises pioyment
LUL LS % of mtal) % of '
1 1050 6.5 470
Bolvia | 1o 49 ws 805
Bk | 1o 48 M0 4
Chile MISMES up 1o 200 W72 ma
Colombia 11049 “e 684
Costa Rica 1 1048 98.0
Maxico | 1o 50 w7
MNicaragus 11030 »¥e
Panamd 1 1o 49 as
Poru ! 1o 50 w8
Urigusry 11049 979
Avemge of Micro- and small
11 countnas enerpnses %2
(MISES)

Sowee Oftcial Gaty on bustomss setidibslemants, sl the axcogrton of Ageeting. Neaagus Paswms
Pury, whioh reter 10 manutecsnng estabéienmams

a balanced spread of technical progress and economic growth, There is ne
to change the current approach prevailing in Latin America, which considd
this group of enterprises as marginal and generally ‘not really viable”, and
recipients of assistunce funds, rather than as an important part of the nntiol
economy. There needs 1o be o broad approach of productive and enterp
development for microenterprises introduced nutionally, while strongthening o
role of local authorities in this lield. 1
Enterprises do not operate in o vacoum, bul are interrelnted in linkages w
one another, as suppliors and costomens in successive phases of productive
ities Listing onterprises by size is not very helpful. We need (0 know &
productive linkuges and the economic groupings in which (hese enterprises opé
ute. The lack of economic information impedes effective nctions (o improve th
linkages and serves as o barrier (o modernization in those enterprises
Mareover. there s a lack of appropriate criterin for gathering substantiv
information on economic development, since the climsical differentintion of eee
nomic activities (primary, secondiry, tertinry) is of little use when intervening |
the real business world which, in practice, mixes different lnkages ("back
und "forwards’) rom vanous sectors
Economic activities are not, therefore, exclusively agricultural, industrial o
service-related, but asel of elements of transformation that incorporates inpul
from dll these sectors Thus, the old sectoral classification s becoming obsale
since what is really important is whether or not the activities incarporate m
advanced components of information und of technologies
Microenterprises and small enterprises do nol constitule n.mﬁml ¥
Insignificant segment within the enterprise structire of mmm
i substantive part oﬂhnmi:hninm cuniry or gl b, They tieed 10

h“mmm in 1
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structural changes proposed. Support for mpovation in the microenterprises and
small enterprises sector must be given greater emphasis in Latin America, and be
conmidered as part of the role of local counal officers (regional and municipal).
Otherwise one runs the rsk of moving forward macrocconomic adjustment,
while leaving behind large sections of the economy.

Small and medium-sized enterprises are also important in developed coun-
tnies, where SMEs also comprise a significant total number of enterprises and of
sales, jobs and exports. According to data from the European Observatory for the
Small Enterprse ( European Umon, 1994), in 1993 there were 17 million SMEs in
the European Umon (EU ), prowviding 67 million jobs, of which around 30 million
were in enterprises with fewer than 10 cmployees. As stated by Hianchi (1996),
SMEs therefore have a crucial role 1o play, not only in promoting employment,
but i guarantecing the dynamism of the markets, the success of regional trade
agreements and the strengthenmyg of socual stability in the countries of the EL.

Indeed, a strategy mimed at developing the specialization and complementari-
ty of SMEs, within clusters, can be decsive. There s abundant literature showing
how the success of small enterprises in Europe i often related to the character-
istics of these clusters of different firms, which are individually specialized but
which work ina network of complementarity ‘Clusters” can play a leading role in
the struggle for the competitiveness of SMEs

The demand for modemization among all these smaller enterprises cannol be
adequately met through a centralist approach, One of the main lessons of inter-
autional ‘hest practice’ is of the important place of local and regional economic
development in the development of SMEs. The proximity of these agencies to the
enterprise makes it possible to identify the real demand for business develop-
ment services. This applies both o the mtroduction of technological and
manugement chunges and to skills development in line with the needs of local
businesses. The institutional strengthening of local authorities, and the encour-
agement of decentralization which stimulates the democratic participation of
citizens, become basic tools in local economic development by fostering concert-
od action by both public and private players to help support the development of
locil businesses,

Enterprises depend upon the quality of their urban environment 1o ennble
them to progress in terms of productivity and competitiveness. [t is necessary to
improve the quality of infrastructure and basic services, s well us of public trans-
port systems, us principal components of the environment in each city or local
area.

The importance of the local environment in globalization

The focus on prdductive efficiency and better business management calls for
appropriste public and private sctions in relation 1o 1wo aspects of economic
development: 1) technological and management innovations in production and
marketing of goods; and 2) skills development, This calls for responses at a
MMWluﬂmmmmwo‘MM
both private and p munMMu._
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match between traiming and the requirements of the businesses in cach ¢
aren.

Within the microeconomic level there is need for improvement in the effi
of business networks of suppliers and customers, the quality of industrial o
tions that involve the emplovees, the matctung of training to the requireme
the local economy and type of enterprises, and the linking up of firms with |
providers of business development services. None of these aspects is usually e
ered in the general agenda of macroeconomic adjustment, which aims 10 cre:
stuble conditions for the basic macroeconomic environment. Although these |
fundamental. they are merely preconditions for development - not s
ngendn,

Inernational ‘best practice” shows that, since the mid- 19805, 0 signif
change has been wking pince in the developed countries (n the design of
development policies It has been increasingly found that local or
approaches are highly effective in dealing with demands for technological ch
and skills development. The importance of the local environment might seem |
be tn conflict with the increasing globnlizanon of economic activities and sectop
However, in spite of this strong trend towards economic ‘globalization” of secto
the overwhelming preponderance of production on a worldwide level contim
1o take place essentially in local, regional or national structures

According to data from the World Bank's World Development Indicators l
the world trade 10 goods and services in 1996, measured by the sum total of e
and imports of goods valued in current US dollars and divided by the gross de
tic product (GDP) in terms of purchasing power panty, was only 29.1 per cent |
world production. In other words. in spite of the sigmificant growth n exterm
trade that has taken place over the past ten yeamns (sce Table 12.2), over 70 per osf
of world production s included i national sccounts for 199 was not m
internationally; it was fully within the local, regnonal or national economies.

This ealculation of world production does not include the activities of o
sumption by the producer, barter or business activities of an nformal ch
which are sigmficant i the developing world. If we assume that these forms @
productive activities equal around 25 or 30 per cent of total production measure
in monetary terms by nabonal accounts (which s a modest estimate ), we ol
alfirm that, in 199, over 75 per cent of world production was still produced in
local, regional or national context.

In fact, o conmiderable share of countnes’ exports s aimed at neighboun
countries rather than the whole world, s some views of ‘globalization’ might su
gest. There is therefore, some exaggeration in the widely used expression ‘we ar
n o global market’, since the trath is that that market continues to be guite hek
crogencous and the role of the different local production systems continues 1o b
decisive.

In the cane of Latin America, ns can be seen from Table 12.3, for an mup
lscommmctomtcxwmotoxpaumdhmumauymd, '
per cent of GDP. That is to say, if we take only the production measured in ny
mnmwmmaummmmumw.
u-twmh unm 1 this an extimate of consmption by the. m;:

ef, barter, informal, et mssuming that these are equal in Latin A .._.._-.\.;A...,;;_.'t
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Table 122  Trade in goods and services as & percentage of GOP
(measured in terms of purchasing power parity)

Countries 1086 1096
France a7 454
Gormany — 651
Groece 212 279
Ialy 280 200
Japan 215 201
Span 164 368
Untted Kingdom 33a a8
United States 140 194
Workd totul 20.7 291
Source Work! Develpment Indscators 1188, Word Bans. Wastington DC
Table 123 Trade in goods and services in Latin Amarica as a percentage of GDP
(measured In lerms of purchasing power parity)
Countrips 1086 1988
Asgonting 59 140
Bolivia nr 120
Brazi 58 02
Chile 1ne 189
Colombin 7.1 25
Costa Rian 202 344
Dominican Repubilic 123 283
Ecuador 118 160
E| Satvador 20.7 25
Quaternala a7 122
Hani LI 126
Honduras FalNg 425
Mexico 08 201
Nicamgua 155 na
Paraguay 82 29
Peruy [ 130
Uruguay "7 28
Vananruota 153 1920
Average 18 countres 18 201
Sowrce Workt Dewsicprment Mdicatons 1558 Work! Bare . Yashington OC
Table 124  Gross direct foreign investment as a percentage of GOP
(measured In terms of purchasing power parity)
Countries 19488 1008
France 11 37
Germany - 20
o ot ot
A
& ' H
)

Ww ae a6
United 4 26
Mﬂ 1 22
—— ¢ ' 4 *—--'-'vq vvwv
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40 or 50 per cent of Tormal producton, we can infer that in reality over 8¢
cent of production s produced and market within the domestic ecconomy.

The figures of gross direct foregn investment. Le. the sum of the flo
incoming and ourgoing direct foreign investments contained in the balane
payments (including capital stock, reinvesiment of profits as well as other iy
of long-term and short-term capttal), ure another indication of the degres
‘globalization”. Here, the data show that. on average, these gross direct fore
investments represent only 2.2 per cent of world GDP (see Table [2.4).

For the I8 countries of Laun Amernicas mentioned nbove, these mvesiments
equivalent 1o only 1.1 per cont of the total GDP of the region. This sho
extent to which the production decisions are primanily tken by national, reg
al or local decision makers. One should not. therefore. confuse the growing in
of globalizanon of certain sectors of the world economy, and the iberalizatic
markets, with the assumption thar ‘there 1 only a global market” or thas fo
mvestments are the most important source of capital. This exaggerntion
helpiul when it comes 10 designing sirategies for innovation in the diff
cific situations m each connmry,

Progress in the processes of democratization and decentralization in
Latin America

Local and regional authorities have significant advantages over central g
ments, both because of their greater capacity for representation and lcgh
hefore therr constituencies, which enables them to serve as institutional agents)
soctl and cultural integration of communitics: and because of their greater (&
ibility and adaptability within changing contexts (Bora and Castells, 1999
Hence, the strengthening of institutions at a local or regional level can help &
creation of networks of co-operation between enterprises and  instit
through greater transparency in information and swilt action against buresuce
cy and corruption. Faced with the challenges of the technological revolution anl
economic globilzation, the strengthening of the institutions that man.;a
represent society ot a local level combines participatory democracy, administn
tive decentralization. and soctal and cultural integration with mmmnﬂm an
business development, -
The progress in democratization in Latin America and the Caribbean has
strengthened municipal governments, afler decades of local authorities being ¢
appointees of central government, Cities, villages and districts in Latin Amer
now exercise the right 1o eleet their own local representatives and to make thes
accountable for their actions. This chunge, which implies turning local councily
into new centres of power and decision making, Is part of a process of decentral
zation of authority accompanying the political and economic reforms adopted
hy more governments in Latin Amernics over the last decade.
As a result, there has been an alfirmation of the right of citizens at local le
to help decide on the allocation of public resowrces (o tickle local and re m
pmumummmm@mmmm
mmuuamwwmm precedented mon:
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in new roles und responsibilities for the provision of basic sociil services and the
deployment of & wide range of local development projects (Huusmann, 1997),

But the progress of the decentralization processes in Latin America and the
Caribbeun cunnot be reduced 1o fiscal matters slone, Provisionul governments
have been incrensing their political autonomy and, in turm, have been tuking
responsibilities for services such as education, health und other fields for social
and economic development. The process of decentrulization should not be
restricted merely o an improvement in the management of the increased finun-
cinl resources trunsferred o local governments, or the more efficient provision of
municipal public services by transferring to the privite sector those that can be
managed by the latter more efficiently, but should also include the promotion of
business development and strengthening of local economic structures.

Lessons from the experiences of local economic development
internationally

In the developed countries o variety of local development initiatives huve tuken
plisce over the past two decades, 10 promote new enterprises. and generate new
jobs. by encouraging innovation. These initintives have also fostered networking
between small firms greater product diversification, and group efforts 10 denti-
Iy new markets

The purpose of this set of local development initintives is 10 focus on the need
10 support macrocconomic adjustment with flexible microndjustments i the dif-
ferent regions of the country. In cach locality there must be a parallel effort o
promote innovation in technology and in modern munagement, as well as skills
development to 1t the specific industries i cach gren. This implies emphasizing
mnovation sccording 1w cach locality’s capucity for development. rather than
channelling uniform programmes from central government. This s why decen-
tralization s indispensable i these processes us 11 rnsfers compeiencies,
resources and responsibilities 1o the different local administrations

This ulso implies mobilizing the active members of the commurnity in each aren
1o become involved in local economic development and 1o launch business mfor-
mation systems relevant 1o the region. Efforts should be made 10 encournge
inovauon in local enterprises: 10 improve basic infrastructures: 1o strengthen
co-ordination of services supporting microenterprises and small enterprises: 10
tncilitnie access 1o finuncing fucilities for smaull borrowers < in short, 1o create the
approprosie insttunionil instruments (or regional development, through joint
public-private action in the community. The problem faced by cities, 1owns and
local districts 15 how 1o restructure the business commumity and improve the
urban environment, so thut  agricultural, industril and service enierprises can
ratse productivity and strengihen competitiveness in all markeis

Local developmem experience shows that the proper way forward is a strate-
gy of enterprise development, implemented through actions at a local Iml Local
development initintives require new attitudes, far removed from subsi-
mmmhmmlk.mmmpmmmmmu
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private. Local authorities have to be strengthened for this new role. ssources by improving the networking of differen) locsl businesses towarndy
need 1o look at them from the perspective of economic development and ater efficiency and better business management. Unfortunately, these inciplent
integrute them with the structural reforms that have been put in place nit | economic development initiatives in Latin America huve generally tended to
10 complement reforms towards o more efficient economy. ' remain s isolated cases, having little effect on the types of economic plcnmum.

Structural chunges test the ability of economies, institutions and social pl They have not yet managed to create the regional innovating environmenis as
1o adapt 1o new opportunities 1o deploy their resources and capabilitie observed in the ‘best practice’ in the developed countries, but they do clearly point
policies try 1o reinforee these processes by initinting actions aimed ot incns 10 the need for a combined policy of strengthening local government nnd Promo.
productivity and the competitiveness of enterprises. This s done parth tion of enterprise development as o fundamental basis of development initintives
improving the operation of the copitul market and development of the skill There is a need to rethink the roles and functions of the public administrations, to
human resources It alvo requires raising the efficiency of the public seel enable them to achieve maximum efficiency at their different lcvds\
reforming national und local government. Microenterprises and small en or To date, in Latin America and the Caribbean, the region’s national govern-
es must be given suitable treatment to help them compete ‘on a level \ ments and multilateral organizations have not sufficiently promoted or financed
field” with lnrge enterprises and also 1o ensure that economic growth, joby local economic development initiatives. The sectoral approach to cconomic pmly
wealth creation are equitably spread throughout the country sad to sl strsl lems has prevalled and there has been little adaptation (o local situations in
society. | supporting small enterprise development. The centralized spproach to economic

Economic growth does not necessarily have 1o be concentrated in big ¢l development fails 10 recognize the potential of human resources and small
It can also be spread more evedly through the country if the potentisl enterprises avallable locally. The pursuit of short-term results by governments is
development is fostered throughout the whole country, The pew stra counter-productive; local development generally requires longer timescales to
regional development. the technological and institutional characteristics of | produce the real results from investments _
local environment. and the local physical and business resources can | The pressure of the specific demands for technological and industrial c!umgc
determine the process of economic growth. For that reason, in order to in each region must recognize the importance of micro- and smull.cmcrpmcs in
a region one has 10 use. apart from external imports, @/l the internal resoure the crestion of employment and income, It has begun to be recognized that there
the arca Is u need 1o promote indigenous development of cach locality, helped by

Programmes for enterprise development must encourage innovation, increased decentralization and transfer of resources Lo rcgmpnl und municipal
entreprencurial capacity, improving indigenous skills and o pew more authorities. There is o slow, bul increasing awareness of the importance of !hc
attitude 10 marshulling all local resources effectively to meet the current ¢ localized character of economic and social development, and the need 1o dcsl!m
lenges. Achieving local development is therefore not only based on decentralized supporn programmes for training. innovation and entreprencurial
implementation of large mdustrial projects with external capital, but also in sy development. All this means that greater decentralization is needed in the organ-
porting initiatives that use the local human potentisl available in the area lzation of public institutions
fostering entreprencurial initiatives 1

The assessments that have been made of local development initintives in th
OECD countnies show that the countries with the best indicators in terms ¢
employment. income. soctil justice and guality of life are not those that st ,
reduce production costs, lower salaries and offer tax subsidies (o enterprises, but
those that have stimulated enterprises by encournging their development copd
bilities, such ax the quality of human resources. technological innovation, basie :
mirnstructures, approprinte financing fucilities. ete. To o large extent, these are responsibilities assigned 1o them for there 1o be an effective Iugnl democrucy.
the result of dynamie regional or local policies, initinted by local adiming ns with sufficient political participation, (o avoid the risks of ncpomm und other
in collaboration with the private sector. Thus the strategies that reinforee intans forms of corruption. The relations between the different administrations. includ-
gible fnctors of development (such us the crention of o climate of enterprise ing the manner of trunsfers from the centre and the rules on borrowing must be
innovating environment and munagement abilities) seem to be much more offee subject 1o strict budgetary controls. There must be strict supervision of expendi-
tive than others that aim merely 10 reduce costs ture and of the right to generate revenue ot the local level, in order 1o mimmize
fiscal problems and corruption.

For decentralization wmonumMMVmupln Latin America und the
Caribbean - as demonstrated by best practices on an international level - it can-
not be limited to taxation. Regional g have 1o ke on 1 n,
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Conclusions

The process of decentralization helps bring public services into line with the
requirements of the population, It can facilitate greater citizen participation and
incrense the degree of accountahility for the actions of those in power. To uchieve
this, local sdministrations must have the institutional capacity 1o manage the new

Local economic development initiatives in Latin America

Over the past few a number of local witiatives ha -mmm
different parts of America. They seek 10 make beter e of
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and other services for socio-econamic development. The process should
limvited merely to improving the management of the increased financial re
transferred 1o local government, sor to the more efficient provision of local g
lic services by transferring to the priviate sector those services that cm
managed more efficiently by the latter, but should also include the functio
promoting productive development and entreprencurial initiatives in
locality,
Enterprises are not alone in the competitive struggle in the markets TH
grouping of enterprises (or clusters) also compete within themselves, and th
institutional environment in which these enterprises operate also plays its pag
The availability of gualified human resources, the linking of the system of edi
tion and training with the productive profile of each area, proper municip
management and the efficient provision of services with the aid of the priva
sector, access for microenterprises and small enterprises (o financing facilithe
the availability of business services for enterprises 1o nocess informution on m
kets and technologies, marketing co-operation between enterprises, efc. are o
aspects of & the strutegic factors that have 10 be built imto each region, through
Joint public-private effort 1o create innovating environments in the Jiffers
Arens
While this is valid for all types of enterprise, it is even more so for microe
terprises and small enterprises, who ure unable on their own 1o access the suppe
services required for business innovation. These enterprises must be able 1o Gy
In thedr own districts the inputs for productive and management innovation. On
Iny this way will small enterprises be able to set up local networks with supplier
and customers, as well as with business services, training or support agencies. Th
local environment becomes the plice where innovations are stimulated
information is disseminnted, supplying positive support for ruising product
and increasing competitiveness of enterprises
As can be seen, the new demunds of structural adjustment, together with th
impocts arising from economic globalization may give rise to complex and
fering situations an a local level, Tt is not diways possible 1o respond effectively,
in terms of development policies, to those diverse economic situations from o
contralist or even from o sectoral perspective. What is required instead arg
policies in which local authorities intervene as decisive players in joint
public-private action to tackle the different situstions as they arise. '
Local governments have o major responsibility in the ereation and manag
ment of the fundamental ‘capitnl stock” as the basis for the productivity and
compelitiveness of local enterprises. But, as has been pointed out, this reqg
the type of action that will suppaort the structural reforms on the local level and
ensure technological and mansgement innovation of the local production
tems, in order to generate higher quality employment and new sources of wealth
for the communities.
Local governments must extend the action into the new field of interest by
becoming promoters and stratogic catulysts of initiatives lnunched togother with
the private mw.mmnwmmMMWo&mm
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torg of the progress of these actions in Latn Amenca are tsks that could be
supported by the multidateral and biluteral donors
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13. The role of private partnership and
public agencies in the Sinos Valley, Brazil

HUBERT SCHMITZ
Introduction

I 15 8ow well established that clustering and networking help small and mes
um enterprises o grow and compete in distant markets. The evidence com
from case studies carried out in many countries and covering the 19705 &
19805, 1t s less clear how local clusters cope with the global competitive p
sures typical of the 19905 This chapter sums up the experience of & Braail
cluster which one would expect 10 do well: the shoe-producing Sinos
Rio Grande do Sul' By the end of the 1980 the cluster had become o maj
exporter of leather shoes to the USA and Europe, Recent rescarch has show
both success and failure in responding 1o the global competition of the 195
Drawing lessons from this case is particularly interesting. 1t shows that co-ope
ation among local enterprises strengthens their ability to compete globally an
that business associutions can play an important role in identifying the key ':
lems and in proposing solutions. However, it ulso shows that the state s g
redundunt. Even where local industry and business associations are already ‘
developed, public agencies are needed 1o medinte conflicts between busines
associations and entreprencurianl ulliances and help forge a local innovation con
SCNsUs.

The challenge

“The Dragon Advances”. This was the headline of a special report by o Braziling
journalist on the Chinese shoe industry. He had gone to China to see for hims
how and why China was able to out-compete the Sinos Valley, The low
long warking hours and low taxes in Ching were the main themes in his repork
which was published in three instalments in the main local newspaper (13, M il
15 April, 1995), Coinciding with the news of severnl local factory closures | son
npples of fear through the Sinos Valley, It scemed that the whole cluster h
finally internalized a threat that had been known for several years

Before summarizing the cluster’s response, it should be stressed that equating
the challenge with China's entry into the international footwear murket s sl

plistic. There were multiple challenges: 1) Thiwanese munufacturers relocating 16
muainland Ching and using their production expertise and trade netwaorks i
export at unprecedented low prices; 2) the rapid growth of US imports
down; and 3) buyer behaviour - in external and internanl markets — changing from
Just-in-case 1o just-in-time. These three changes began to make themselves felt in
the late 19805 but o clear perception of these new challenges emerged only in th
carly 1990y, In & way, this is not surprising: few entrepreneurs had direct ki
waummmme.mmuwm-nmmm;u
exchange rites. As o consequence there were time lags, fird in perception e
then in responses.

Mmmmmmmam::nmmmy

In order to understand the response to the challenge it helps 1o recall the
advantages that enterprises derive from clustering. Compared with dispersed
enterprises, clusiering enterprises have two compentive advantages: 1)
cconomies of agglomertion and synergies tend 10 anse spontancously with
sectorasl and geographical concentration; and 2) co-operation between firms
tends to be easicr. The former advantage 1s incidental and the latter is conscious-
ly pursued. The hypothesis that anses from earlier research on clusters is that
responding to mujor opporunities and crises requires more and better co-oper-
ation between the clustening firms. In other words, economics of agglomeration
are important 1o growth but are not sufficient to ride out major changes in prod-
uct or factor markets: that requires joint action.

As stressed above, the Sinos Valley has been confronted with such a major
change. Competition in the global shoe market hos intensilied over recent years.
Other producer countries with even lower wages are squeezing into the market
und buyers i the USA and Europe are imposing standards of quality that would
have been thought unattanable a few years ago — at the pnces they are prepared
to pay. Since beating competitors like China on labour costs is hardly possible,
the challenge has been to rmse quality, speed and flexibility and to open up new
markets and marketing channels.

This chapter shows how local producers have responded to the challenge.
Have they - in line with the above hypothesis - stepped up coopertion? Have
enterprises that increased co-operation performed better than those that did
not? What was the role of public agencies i the failures and in the successes”

The tinformation comes from a number of sources, and was collected using a
combination of methods: a survey of 65 enterprises; insdepth interviews with
selected manufacturers and their supphers; mterviews with the officials of busi-
ness assoctations and public agencies; participant observation at meetings of
industrialists; screening of the local press, and the usual secondary sources

Local co-operation

The focus on inter-firm co-operation in this chupter does not imply that individ-
ual excellence does not matter; far from it, Performunce within clusters varies,
und the excellence of one firm tends 1o have incidental positive elfects on others.
Proximity ensures that such external effects do not ‘evaporate’. The proposition
is that relying merely on such spontancous effects is not sufficient to cope with
crisis, hence the focus on joint action,

One of the main discoveries of the survey s the positive and significant rela-
tionship between co-operation and performance. Enterprises that increased
co-operation tended to perform better than those that did not. The survey, com-
bined with other fieldwork methods, showed, however, that changes in
co-operation over the period 1992-97 varied with the type ol co-operation con-
sidered. The findings are summarized in Table 131,

WthhtMmmhﬁomWacmﬁm.
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Table 13.1  SUmmary of changes in types of co-operation (1992-97)

Buarorat Muttiates
Hornzontal No change Vanes with ausocabon
Vertical Substantial morease First an ncrease, Men deching

reported ‘increase 1n co-operntion’”? The detmled case studies of shoe manuf
wrers and relaied firms confirmed the increase, bul alvo provided importa
qualifications. For example, in subcontracting relationships, the co-aperation wi
selective m that it was limited to core subcontmctons,

As shown in the Table 13.1, honzontal co-operation changed litthe. mm
clearest in bilateral horzontal relatons, but Jess so i multilateral co-opertion
Ihe Intter is more difficult to summanze because there are several business 550
cintions in the Sinos Valley that have developed in different directions. Mo
mteresting than discussing them individually is their jomnt mitative, the “Shoe
from Brazil' progmmme. The mene exstence of this programme command
uitention because it encompassed associtions representing the entire local villug
chain, because 1t was based on the explicit recognition of interdependence, and
because rmising competitiveness was ity mission. This included a number @
upgrading proposals, which ranged from the targeting of new markets to
the image of ‘Made in Brazil', eradicating child Iabour, joint participation in
and creating a local design capacity. While a lot of the groundwork was ca
out by local consultants and association officials, the entreprencurs th
were involved mn the analysis and formulation of proposals.

Based on a combmaton of m-depth mterviews and participant obscrvitic
the nise and fall of this programme was traced. The reason for its decline was th
some of the leading enterprises were not interested in the programme succesd:
mg: they put their alliance with a powerful foreign buyer above local
co-operation, Producing for this buyer served them well for many years but it
kopt their strategies firmly limited to intra-firm upgrading. whereas the ‘Shoes
from Brazil' programme was aimed at upgrading along the entire local s
chan and moving into marketing and design.

Presumubly such conflicts of interest — whether carried out openly or not —
not unigue 1o the Sinos Valley. The question is whether their resalution lollmn
global or a local mtionale. The research suggests that the decline of the programme
wits Dot @ necessary consequence. The local mtionale might have prevailed
there been o knowledgeable public mediator - an issue discussed later,

In summary, the research shows that hilateral vertical co-operation in
and that multilateral co-operation across the entire local value chain coll
So what? Why should these findings be of wider concern? They are of conce
because they have direct implications for the ability of the cluster to comyp
plobally and create jobs and income locally,

increasing co-operation in bilateral vertical relationships (between sh

suggest thit - on the above parameters - their Bruzilian suppliers are close to the
Italian competitors. In this sense, stepping up co-operation has helped the Sinos
Valley 1o live up to the global competitive pressure.

The problem is that these improvements in production have merely enabled
the cluster 1o stand still. Exports in 1997 were at the level of 1990 - with some
fluctuations in between. More problematic still, profits declined. The survey
shows this very clearly, particularly for exporting firms. Detailed interviews sug-
gest that this is not just the usual tendency of entrepreneurs o understate thetr
profits, but that profits fell by more than half. As a result there is o downward
PrOssire on wages,

Thus, this case study confirms recent writings on globalization, warning that a
focus on manufacturing alone may not lead o sustalnable income growth and
thit a shift to other stages of the value chain - such as design or marketing — may
be n more rewarding target. Upgrading outside production has, however. been
very limited in the Sinos Valley. While the cluster is a world-class producer, it has
not been able to establish a positive and recognizable image in the European
and US market, it has not exhibited in a substantisl and regular way ot the
world's key trade fairs, it hay very few own brands in its main export markets
und very little capacity for innovative design. Progress in these non-production
arcas was one of the main objectives of the ‘Shoes from Brazil' programme. Its
filure means that the chances of the Sinos Valley differentiating itself in the
international market are s more distant prospect. The final section of the chap-
ter deepens the anatomy of collective fallure, focusing on the role of public
ngencies

The absent mediator

Even though some of the largest enterprises were not committed to promoting
the cluster as a whole, the collapse of the ‘Shoes from Brazl” programme was not
u necessary or predictable outcome. There were istances in the evolution of the
programme that could have triggered an upward rather than a downward spiral
in co-operation, In other words, there were momenis when the programme could
have gone cither way. Informed political medition was required for the alliance
of private sector institutions to work, But government agencies did pot recognize
their opportumity of industiil policy by mediation,

One of the conflicts that required public medintion concerned the expon of
scmi-processed leather (wet blue). In the course of 1996, leather exports were
mereasing fast, infunating tanncnes specilizing in final processing, and also shoe
manufacturers. Their concerny were that 1) local raw materal prices rose, 2) the
best leather was exparted, especially in the specificabion needed for high quality
shoes, and 3) most of this leather went to the countries that were Brazil's main
competitors i the international footwear market - especially Italy and Hong
Kong (for re-export to other Asian countries ).

The proposal that they put forward way that a 7 per cent export tax should be
W;amﬂwmu;‘hmummmm.m&w
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European) tanners, so the proposal that the Bragilian government should
counterbalance the differential seemed modest and reasonable Yet the
remained unresolved, harming the *Shoes from Brazil' programme f(ar beyor
the immediate issue at stake.

Another confliet concerned the frequency and timing of trade fairs for
footwear machinery and components. The local trade fair organization tried 1@
impose timings that suited its international partner (an Italian trade fair organis
zation) more than the local machinery and component industry. A negotinted
settlement was reached only after several years of fierce conflict, from wh
both sides emerged weakened.

Ihese are two examples of conflicts in which public mediation was rey A
and openly requested. The positions of the various partics have been set out i
more detail elsewhere (Schmitz, 1998). The main message here is (that there is no
capacity within government to consider different claims and assess their validi
and likely impact. Nor is there much interest in building up such a capacity.
Neither at the federal nor the state level does a serious attempt exist 1o conduct
industrial policy. Neo-liberalism might be on ity way out in Washington, but it
continues to dominate in Brazil, a country that used to practice an active i
trial policy. The actors involved in the ‘Shoes from Brazil' programme were not
hoping for & return (o the oldstyle wop-down industrial policy. On the contrs
they had taken the initiative, they had done the institutional groundwork, they
had explicitly recognized their imerdependence in the value chuin, they had cres
ated o forum for discussing their differences. But there were cases where they
could not overcome these differences What they were hoping for was intelligent
mediation by 4 public sctor. This did not materialize.

Instend, government adopted the position that, since the private sector could
not agree, it would take no setion — which was conveniently in line with the doms
inant neo-diberal sentiment ‘the free market with its potentially perverse effects

< Is better for the private sector than o situation of stute intervention’ (E.rrlwm.
30 June, 1996). It is impossible to know whether private multilateral co-ope
tion would huve succeeded with public medintion. 1t is however, clear that with
public mediation there would have been o much grester chunce of resolving cons
flicts in the private sector,

There is a potentinlly importunt policy conclusion, not just for the debate on
clusters but for the debate on business development services. One of its main
lenets is thit such services can be provided by the private sector itsell — eithe
through specialized enterprises or collective organizations such as business asso-
cintions, consortin and the like. The ‘Shoes from Brazil' programme both
underlines this view bul also shows its limits The private sector did all the
preparstory work for what could be called o programme of local sectoral govers
nance, but it could not - on its own - resolve the emerging conflicts What is
striking is that even in Brazil. where inefficiency and corruption have discredited
the state, it is still seen s the most legitimate modiator. But in addition to legiti-
muacy, mediation requires knowledge of two types: knowledge of the industrial
sector in qmml Wmmwammmm
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This policy conclusion s also important for the recent debates on regional
development and innovation systems. Both have stressed the importance of insti-
tutions, especially the relevance of collective institutions. The Sinos Valley has
this kind of “institutional thickness' in its professional assocations, business asso-
clations and technology centres. Clearly, this s not sufficient because
fragmentation occurs and conflicts arise. Even in an institutonally well endowed
region, government is needed to mediate conflicts and help foster an upgrading
CONSENsUS.

Such a conclusion is inevitably controversial, given the dungers of incompe-
tence and corruption in the public agencies. The development literature of the
pust decade has given a great deal of attention to the fallures of public agencies,
The conclusion 1o be drawn from this debate is not, however, 1o minimize public
intervention but a shift towards different kinds of intervention. The contention of
this chapter is that conflict resolution is one of those interventions that deserve
more attention in future. Experiences from other countries and fields lend sup-
port to this proposition, For example, Sabel (1992) has stressed the importance of
mediation and arbitration in the studies of European industrial districts: ‘when-
ever the parties 1o these conflicts regulate their disputes through arbitration
bourds or councils . . the districts flourish; when nol, then not” (p. 228), Further
support comes from Rodrik’s (1998) recent study Making Openness Work: The
New Global Economy and the Developing Countries, He concludes that societies
with weak institutions of conflict management experience lower growth. ‘Conflict
management institutions play a far more important role in generating the capac-
ity to handle external turbulence than conventional economic analysis has
generally allowed' (p, 8%)

Notes

L Readers imterested in w more detalled sccount of the cluster's recenl expeniénee are
referred 1o Schmitz, 1998
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14. Public—private partnerships in local
development in Argentina

OMAR A. PEROTTI

Introduction

Local pooxosMic poLicies should respond (o the need to foster partnersh
between businesses and institutions 1o establish o network of relationships thi
help to ereate conditions for incrensing the competitive advantages of 106
firms!
This is part of the attempt 1o cope with globalization and 10 integrate U
regional economy into the world system. 1L is about working on the product
system, from the infrastructures o all the other aspects that increase the oo
petitiveness of enterprises.
Rufuela, u city in the Provinee of Santa Fe, Argenting, is one of the example
of this type of action. This city, situated in the central-western region of th
province of Santa Fe, is the third most important city after Rosario and Santa -_-'
with over 80000 inhabitants 1t is the contre of an extensive catile-ruising agr
cultural region and provides the base for intensive industrial operations, muat
in ugribusiness and the metal-mechanical industry, and of commercial uctivity
Rufaclss community lives in o culture derived Trom the pioneering colonis
who migrated to this region Trom different purts of Europe and based their Tiw
on hard work and saving,
Although there is no single Tactor that explains this, there are o series of b
torical, cultural, political and economic factors that have helped create o positiv
environment not only for the growth of the productive sector, bul for the socien
as o whole
This environment enabled it 1o grow within the pattern predomimant i
Argenting before the 1990s 1t also provided it with o basis [or responding 1o th
acw challenges in o highly competitive markel.
One ol the principal reasons behind this expenience is the Tundamental role @
the loca) institutions, both public and private, thd Rafacls has produced, an
their interrelationships Among these has been a municipal government that is ne
longer concerned only with the provision of services and the basic infrastructur
It now takes o leading roles in providing broader services und in co.ope
with initiatives arising from within the community itself

Socio-economic description of Rafaela

The Province has 19 departments. one of them is the depurtment of Castellir
-~ Rafacla i s centre - which provides sround § per cont of the industrial outpu
unhcvanmdSumnFe.winhnndthwnhmimhmnﬂnm, i
specinlization - agribusiness and the metal-mechamical industry. The mdustri|
mrdhdqwnmmwmdmmwlw
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Rafacln’s manufacturing industry his adipted better o the increases in com-
petitive pressure resulting from the liberalization process, following the
convertibility plan and the setting up of Mercosur,? in particular when compared
with the industrisl evolution of the Provinee of Sants Fe us o whole, and with the
national sverage. This is shown by its very successful performance between the
mid 1980x and the mid-1 9N

® industrial employment went up by almost 20 per cent, while ar the provinaal
level it fell by a sumilar proportion; and

® the number of industrial establishments in Rafacla increased by 13 per cent.
and fell by 11 per cent at the provincial level, reflecting a very significant rate
of business creation.*

There are also a number of other indicators on the performunce of Rafacla'’s
enterprises which make them stand out above the rest of the provinee 4

Table 14,1 Performance of Rataels Enterprises

Hatsels Prownoe
Exporting industries 135% Lo
Enterprises that toun ihew stafl 37.5% 16.8%
Marmbemhip of chamberns of commeane 62.0% 30.5%
Enturprises with o modam profile(*) 101% 1o%

(") Etvorpcinos wire considared as hanng o modem potke @ they could sittiitaneously moet 10 rogusrermests
R e e L T

Its socio-cconomic position compared with other cities in the country, or with the
avernge ol cortuin national indicators, reveals a remarkubly high performance.

The unemployment rate is lower, sround 8 per cent in 1998 against 4 nationsl
avernge of 14 per cent: health coverage for its population is 81 per cent against
an average of 70 per cent in the province is 4 whole; and the number of people
unable meet their basic needs, which in Rafuels is 13 per cent, in other cities in
Sunts Fe province s 18 per cent.?

The relationship between the public sector and the private sector

By studying the evolution of the institutional system we can gain s clearer under-
stunding of how Rufucla hus achieved its growth, The historical progress has been
us follows:

1900 Rural Society

1912 School of Technical Education
1926 Rafacla INTA

1932 Centre of Conmerce and Industry for the Department of Castedlanos - CCIDC
1966 Chamber of Metal Manufscturers

1967 CITIL - Centre for Resenrch of the Milk

1972 UTN - National University - Rafncls
1978 CCI! Chnhrolm‘lm
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19 CAPIR - Regiomal Chamber of Small Indusines

1995 CITRA ~ Rafach Technologial Research Centre

1996 CDE - Enterprise Development Centre

1997 ICEDEL - lustitute of Training and Research for Local Development

As we see, public-private coopemtion became a general leature of ins
development only in the 199k

11 is instructive 1o review more fully the institutiona) development in the
particulur years: 1912, the crestion of the Technical School (School ©
Agricultural Engineers), 1932, Centre of Commerce and Industry for
Department of Castellanos (CCIDC) and 1978, Chamber of Foreign Trade of th
CCE

1912: School of Agricultural Engineers. This is now the School of Technies
Education No. 460. Its graduates were the first trained people who went int
Industry in Rafacla. Many of the later small business owners were also tsught i
ity classrooms and workshops, particularly in the metalworking section.

1932: Centre of Commerce and Indistry for the Department of Cavtellunos
was the parent organization of 24 chambers of commerce and industry i
Rufaela, with influence throughout the province.

1978 Chamber of Foreign Trade. 1t began its search for foreign markets in 4
approach that significantly anticipated the process which was luter followed in
the whole of Argentina. A group of companies received significant training und
pannership, along with some capital. This organization i the ane that works in
other chambers in the province and throughout the country, together with th
Office of Foreign Trade. the Banco Provincial and the municipal council, with th
mm of helping new exporters,

11 the 19805 were, as muny have said, the lost decade in Argenting, there is o
doubt that the one that followed has been the decade of the greatest struct ,y
changes. When the macroeconomic changes came in the 1990, Rufacls slready
had the experience that gave it s basis from which react vigorously and pos
Iy to the new economic developments.

In 1991 the municipal council of Ralacln took over the role of spea
cconomic development which, until then, had been carried out by private inst
tutions and businesses. The municipal council needed 1o show that a public
administration could pssist growth. Its main executive arm for this was the Offie
of Economic Planning (SPE), one of the first such municipal institutions of th
son® in Argenting, which started visiting businesses, collecting information, gen-
cruting stutistical data for decision making, and identifying priority arcas the
medium-term needs of Rufacls and its Region.

Al the same time, and in view of the need for the State itself 1 be restructured,
work was sturted on the municipal sccounts so that, within a tuwyuu. he
budget could be put on a sound footing and the city recapitalized. The m
pnmythcnhulau;hlevelofbmmla.. WWI.M
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A training programme in new mansgement techniques vas initiated. This was
done on the assumption thist good services are not exclusive 1o private enterprise,
that the future of the city depends, at least in purt, on the wceess of public sery-
lees, and municipal councils, morcover, are not merely bodies that regulate and
order activities, but must also strengthen local development, meeting growing
requirements.

The aim was 1o put Rafacla in o role of regional leadership with national influ-
ence, based on the excellence of its public and private resources, in order o
achieve an impact on economic, political, social and educational issues

The achicvements of the first years of this activity led 1 the receipt, in 1995,
of the National Award for Quality (Premio Nacional o ls Calidad).

It was necessary to rebuild the confidence of residents in their municipal
council through good administration.

Renction from the private sector wis rapid in several arcas, such as creating a
foundation for dealing with management and quality issues on a reglonal basis.
Co-ordination and mutual trust have helped build, with the political will of all
sectors, a network of co-operation that today characterizes Rafaels and is one of
its greatest strengths,

Another distinctive element created, to quote Patrizio Bianchi, was a breed of
‘executive agents whose role was 1o design and administer local or sectoral
actions in order to define the institutional framework at a national level and 1o
negotinte the process of convergence st an international level”. He continues: *. . .
executive agents must operate from local and national government offices, but
als0 in business associations, universities, research centres and international
organizations. The formation of such a body is a crucial factor in the success of
industrial policy’.!

In addition to the knowledge accumulated previously at the beginning of the
19908, & group of new leaders - most of them younger - came from different parts
of the civil society to move this change forward, This group of Rafaclians had the
right contacts 1o pass from the public 1o the private sector and vice versa, which
improved the necessary links between the sectors

Policies implemented in the 19904

One of the most tangible results of the positive role played by the institutions is
the implementation of an industrinl policy that ‘wherever it comes from, is imple-
mented by everyone”. There is now 4 serious sttempt not 1o duplicate efforts,
while there has also developed hetter controls over policy design. This has helped
o reduce the uncertainties arising from globalization and has, in some cases,
improved the situation of businesses in market terms

Partnership policies for small businesses

The municipal council’s Office of Economic Planning Is starting 1o work in the
wam»mw-mwmmmm : ‘nehnl
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In the new framework. it was the State's responsibility 1o initaie active p
cies 1o deal with this The Himited scope of CCIDC held back enterprises ¥
dynamic potental for growth. increasing the gap between small and
businesses,

For iwo years. programmes combining collective and individual actions w
carried out in the fields of trmining and business development services. Follow
trnining courses, the preparation of mvestment projects. the creation of gro
for jom purchases. tmde missioms and, above all, firms networking with €
another. some 20 entreprencuns founded CAPIR,

Today CAPIR operates with over 10X businesses under the umbrella of
CCIDC and. together with the Mumcipal Council, promotes actions in such i
ns traning, product quality improvement and financing.

Ramsing awareness, and the strengtheming of public-private co-operation, w
carried out by n team from the Office of Planming, helped by students from
Technological University through work expenence placements. ‘

In 1W6, at the request of the municipal counail, the UN Econom
Commussion for Latun Amenca's (CEFAL) office in Buenos Aires carmed out
evaluation of the policies, which provided feedback on this work.*

The internavonalization of the regional economy

In addimion 10 promoting exports and (o the search for new markets, progdi
were adapted (o international reguirements to connect the region, at all love
with other paris of the world, and s create a network that would facilitate {
transfer of knowledge and technologies 1o the whole business community.
Today there s a strong connection with foreign countries; the inks with il
regions from which the irst settlers came have been revitulized, and o high pe
centage of the population speaks foreign languages or s begnning (o learm

Multiphier programme

The Foundation for Regional Development works in the arcas of manageme
and quality and is starting a programme similar to one in Japan. After a pilot pre
wramme with medium-sized enterprises in the region, the foundation will try
adapt the programme to make it suitable for small and micrognterprises
The foundation provides the knowledge, the Office of Economic Planning, alog
with CAPIR, does the Heldwork and together they implement a pilot program
of order, safety and cleanliness, for a six-month penod. The financing is sha
The role of the facilitators is 1o follow up programmes by providing trainis
for trainers. These are employees of medium-sized enterprises who have recel
additional traiming and then transmit their knowledge to the small and w
enterprises

En'mpmeowdqmwncm lCDE)MBO—UMM
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cope successlully with world markets, led the municipal council 1o look for dif-
ferent forms of finuncing and co-operation to design an alemative 1o meet the
current need,

The project began 1o take shape with conteibutions from CEPAL and from the
Inter-Americun Development Bank (IADB), who provided technical and pro-
fessional advice and assistance.

These first steps, along with others, such as the involvement of the CCIDC,
resilted in the ereation of CDEs financed by TADBs Multilateral Investment
Fund. One of these CDEs wis st up in Rafacla with the involvement of several
local and regional business institutions, such as the CCIDC, the Chamber of
Forelgn Trade, the Chamber of Metallurgists, the Foundation for Regiona)
Development, the Centre of Industry and Commerce and residents of the
Department of Las Colonias und the Assoctation of Metallurgical Manufacturers
of San Francisco.

The main aims of the CDE, which Is a technicul co-operation project, are: to
increase SME demund for professional assistunce, to improve the quality of the
local business services, 1o promote collective actions and 1o strengthen the
regional and local organizations.

The plan for Rataela

The plan was first lsunched in 1996 based on the concept of participatory man.
agement. Most representitive organizations on the executive council appointed
members,

One of the PER projects was the ICEDEL Institute of Tralning and Rescarch
for Local Development, a new institution that aims to help in the changes taking
place in the community by working on the development of human resources and
strengthening the interaction between government and the community,

Strengthening of public-private partnership

I 1998, in colluboration with the Centre of Commerce and Industry, ICEDEL
requested CEPAL's Buenos Aires office to carry out i study in institutional relu-
nons, within the community of Rafuela.

The resulting report: Inferaction between institutions providing support 1o the
production sector' offers valuable feedback on this process. The study analysed
training. leadership and the circulation of information on public-private partner-
ships. The following were some of its most important conclusions:

® The arcas seen s most feasible for joint sctivities between Rafacla’s private
and public institutions were those relating to the training and development of
human resources: almost 75 per cent of all the institutions imterviewed had
worked 10 conjunction with another regional institution in these ficlds There
wits also co-operation, though 10 & lesser extent. in mmwmd
new ventures and in the area of work

® Successiul co-operaton in the local context ¢



Main lines of action

Figure 141

® Leadership attributes should be charncterized by

O generation ol inftitives and proposals

O ahility to co-ordinate and generafe consensus
O capacity for external negotintion

O strategic vision of the future,

® Within the stitutons there was a general opimion on the chametes
pood leadership, in which all concerned advocated an approach of ini
open 1o participation and the generation of consensus.
® The wansmission of mformation is effective, although contacts with &
the more tsolated firms need 10 be strengthened, This may mean tha
radius of action should be extended.

This highly dynamic process requires constant monitoring of such actio
co-operation and traming as. @ continuous  development of  indu
networks, policies of promoting specialization and sub-contracting. innot
financial assistance, incentives for new enterprises and the scarch for
markets

Application of the concepts of the ‘Rafaela Experience’ to a
territorial area

In this final part, » programme of work i described which was des
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mumicipal councils in the Provinee of Santa Fe to imploment » ul

of the type in Rafucla (see Figure 14,1). N
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the municipal council, which in the vast majority of cases did no more than pro-
vide the usual public services, should become involved in the generation and
implementation of policies to help productive ventures,

A strategic element in the Rafacly case was the political decision of the local
suthorities to become involved in economic development, through the creation
of the Office of Economic Planning. This was the st that epitomized the devel-
opment of the new role for local government, which led 1o the creation of similur
departments in all towns of the provinee.

With the aim of strengthening and integrating the Provinee's economy, the
local and reglonal action of the municipal councils and communes then led to the
design and implementation of programmes that tansformed the role of the
municipalitics.

In order to manuge this project, a provincial management unit - UGP - was
created within the Ministry, to complement the institutional relationship between
the Government of the Province of Sants Fe und the municipalities and
communes,

Its mauin objectives are: 10 support, triain and make the UGP work as an acti-
vator in some cases, a catalyst in others, and to provide the framework to increase
activities in areas where the municipalities and communes were not yet in a posi-
ton Lo net.

In 1996 the aim was first to increase awareness among municipal suthorities
of the importance of taking the lead in decision making as it affected the local
economy.

To nceelerate changes, and 1o increase the capabilities of those responsible, an
intensive training programme was introduced covering the following fields:

® Duta analysis and decision making technigues,
® The process of change, and the role of municipal agents
& Introduction 1o total guality,

Al the same time, o survey of the industrial sector of Santa Fe Province was car-
ried out. In addition to providing the quantitative and qualitative data needed to
set local policies, it was the first field study on the road 10 making decentraliza-
tion o redlity. It also enabled those responsible for the various fields to come into
contact with the sectorul organizations and the educational system.

In 1997, the training of managers was further developed, extending o small
und medium entreprencurs. In less developed arcas where there was private ini-
Hative, the ‘Associations for Development” were strengthened. These comprised
municipalities and communes of the region and were helped by funds to finance
sl economic ventures, which they monitored and evaluated themselves

Clear progress wis soon evident in the interaction between firms in different
towns, Regional meetings were held which reviewed strengths and weaknesses,
In 1998, new fields of work were added. 1o promote further the incorporation
awmmmmmum the work, Heads of departments
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Municipal production
areas

Figure 14.2  Municipal production areas i Santa Fo

Mumicipalities promoted the participation of local firms and agencies at mters
national fairs, not only from their own town and region but also representatives
of many other firms with which contacts had been made at business mectings
Missions are organized after fairs to help conclude agreements made through
contacts,

During 1997 and 1998 more trmming activities were held, following requests
artsing from the surveys conducted i cach region, In all, 12 474 people were
trawined. The following subjects were dealt with:

ogy

® preparatio aluation of mvestment projects
® industnal heaith safery

® echnological innovaton.

Alter three years of the progrumme. there 18 now an improved level of ma
ment ability in the agencies promotng business development. They
generating o variety of new initiatives. promoting local activities. regional in
action and jome planning

Ihe preparation and evaluaton of myvestment projecis the orgunzation
trnde mussions. business mectings. fairs and exhibitions have all resulied 1
trmining and decentralzation programmes.

CEPAL As a result it was possible 10 quantify the achievemenis and 10 iden
the ohjectives that had not yet been achieved.

Ihe managers of these activities in the municipalines hisve become agents of
change, promoters of economic growth both in their own towns and i the region
They help enterprises to come together 1o develop jnt sdions to increase com-
pennveness,

These mumapalities have become one more link m the process of uniting the
businesses of Sante Fe Province

Conclusions

Co-operation between the public sector - at its different kevels - and the private
sector, s an appropriate way of achieving progress in competitiveness. To play o
leading part i the on-going offort to achieve business competitiveness, it Is
important for the state (o be seen by the community 1o be an elficient operator

In Rafuels, increased public-private co-operation und a purposelul regional
leadership, on the basis of an optimization of available resources, has resulted in
improved economie, sociil and educational development.

The work of the municipal councils aimed at supporting productive sectors has
proved (o be effective in decentralizing the implementation of policies, both
nationally and at the provincial level. Local administrations have demonstrated
the benefits und greater effectiveness of being close 10 the people

The experience of Rafacls, and the policy of replication from the provincial
level to a lurge number of municipalities and communes in Santa Fe, has now
been going for three years, During this time, favoutable indicators have demon
strated both the validity of the policies described and the sdvisability of applying
them in other reglons and countries
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Micro- and Smail Erterpnses w1 Latin Amenca sels out approaches 1o the
provision of butiness development services based on axpenance in the region
These approaches aim at crealing cost-effective support services that are
sustainable, with wide outreach and optimum impact on the beneficiary
enterprises and the business environment

Case studies examing the role of business development services and the
principles of best practice in the field. Individual chapters deal with voucher
programmes for raining in Paraguay, the use of matching grants and a review
of the consultancy markal in Argentina

The book also reviews markeling and technology services for craft industries
In Nicaragua and Ecuador, the setting up of a business information service in
Bolivia and the establishment and operation of business centres in Peru. There
IS also an acocount of networking through the clustenng of small enterprses

The final section deals specifically with the role of the public sector in the
establishmen! and operation of business development services. A contribution
from Chile reviews the appropriate role for the State and covers expenences
in the role of business sarvices in local economic development

Micro- and Small Enterpases in Latin Amenca will be important (o all those
working on programmes for small enterprise developrment. including research
organzations, donors, develiopment agencies, NGOs and prnivate consullants
It forms a compamon volume 1o Business Deveiopment Services A Review of
Intemantonal Expeneance

Jacob Levitsky is a UK consuitant, working with the Donor Agenoes Committes
for Small Entarpnse Development. He was formerly Small Enterpnse Adwisor to
the World Bank in Washington DC

Lene Hojmark Mikkelsen 15 a consultant with the Microenterprise Unit of the
nter-Amencan Development Bank in Washington DC
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