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PREFACE 

It is thirteen years since I first stood up in front of a group of mildly curious 
African business people in Karatina, a small town on the side of Mount Kenya, 
and tried to tell them something about marketing. They were participants in a 
traders’ course, and their main objective was to get their copy of the certificate 
given out at the end, which would help them to get a loan. 

I was a newly arrived lecturer at the University of Nairobi, and I quickly 
realised that what I knew about marketing was of little use to these traders; I 
also realised that their businesses, and not the public corporations and multi- 
nationals for whom I was preparing students at the University, were the real 
businesses of Africa. Their needs were more severe, their problems in many 
ways more complex and their potential contribution to economic development 
far more substantial. 

Since then, I have, I suppose, degenerated into an international ‘expert’, with 
experience of small enterprise promotion programmes in many countries 
throughout the world, but with actual responsibility for few of them. It will be 
clear to the reader from what follows that these years of irresponsible and 
superficial experience have produced a certain scepticism, not to say cynicism, 
about many of the programmes which are designed to assist small enterprises. 

I hope, nevertheless, that the cynicism has not affected my continuing and 
ever-increasing respect for the small business people themselves. Many pro- 
grammes which are designed to help them are indeed of some value, but one 
overall message which should come out of this book is that in many ways the 
best thing that can be done for small business people is to make them as 
independent as possible. It is paradoxical, if understandable, that people who 
genuinely wish to help small businesses often think that they can do this by 
doing for small businesses so many things that they themselves, or other small 
businesses, could do so much more effectively. 

My admiration for small business people, and my concern for the effective- 
ness of programmes which are intended to assist them, may blind me to some of 
the more fundamental issues underlying their role in development. It can 
be argued that only a fundamental restructuring of society can correct the 
imbalances and inequities which are prevalent in many poor countries. Assist- 
ance to small enterprises, it is suggested, is no more than cosmetic tinkering or 
may reinforce the exploitative structure which must be destroyed. This debate 

xi 
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is mentioned briefly in Chapter 2, but the political issues have been more than 
adequately debated elsewhere. The basic objective of this book is to help those 
involved in small business assistance to appraise what they are doing and to 
make practical improvements, even when these may involve reducing the scope 
of their own activities. 

It is perhaps appropriate at this stage to admit, and to attempt to explain, the 
total omission of the Chinese experience from this book. I have not had the 
opportunity of working in China; a great deal has been written about what is 
happening in small enterprises in that country, and I prefer to leave the reader 
to draw his own conclusions from the literature, as I can add nothing from 
personal experience. 

The objective of this book is not merely to inform, or even to irritate, but to 
help the reader actually to do something (and to advise against doing some 
things), in order to help small enterprises. The approach therefore is practical 
rather than academic; each chapter is preceded by a list of crucial questions 
which are dealt with in the text. If the reader feels that the issues are not the 
important ones, or none cf the questions appear of interest, he should proceed 
to the next chapter. Each chapter is followed by a similar, but more direct and 
personal list of ‘application questions’. The reader should ask himself each of 
these questions, in the context of his own country, or the particular group of 
small enterprises or assistance programmes with which he is concerned. This 
should be in some cases at least unsettling; if the reader does not know the 
answers, it is to be hoped he will try to find out. If he does, he may be prompted 
to try and make some changes. 

Every chapter except the first is also followed by a case study, which des- 
cribes a real business situation which illustrates some of what is covered in the 
preceding chapter. The reader should draw his own conclusions from the case 
studies; some ideas are included in a brief commentary which is given after each 
one, but if these serve only to confirm the reader’s belief in a quite contrary 
view, the material will not have been wasted. Rather than promote universal 
solutions to changing problems I have tried to offer guidelines for evaluating 
situations and action, which I hope will be of continuing usefulness. 

This is above all a dynamic and fast-changing field, and what is true today 
may well be nonsense tomorrow. The book, as the publisher knows only too 
well, has been a long time in the writing; the main reason for delay has been the 
need constantly to add new material which I have learnt in the course of contact 
with small businesses or people working with them. Sometimes it appears that 
what had seemed to be a fruitful approach is as doubtful as many others. More 
often, and more hopefully, I have met people, usually working in their own 
country with their own small basiness community, who have developed solu- 
tions to problems which previously appeared insoluble. Each time, a chapter 
has had to be rewritten and it is to be hoped that this process of learning will 
never end. 

The group from whom I have learnt the most are the participants in the 
Cranfield programme on the Promotion of Small-Scale Enterprises in Devel- 
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oping Countries, who have come to the somewhat inhospitable environment of 
Bedfordshire in the autumn of every year since 1977, nominally to learn, but 
actually to teach me and one another about better ways of working with small 
enterprises. A number of the case studies used in this book were originally 
produced by members of this programme; those whose material has been used 
in this way are: 

A. P. Amuro : Nigeria 
M. 0. Anaba : Nigeria 

S. M. Kahumbi : Tanzania 
N. S. Khan : Pakistan 

I;. M. Lubang’a : Kenya 
H. A. Quashem : Bangladesh 
F. 0. Sogbetun : Nigeria 
M. Tala Dzudie : Cameroon 

S. Tapper : Jamaica 

Their contributions are gratefully acknowledged. 
It is impossible to list all the other people who have, knowingly or not, helped 

in preparing this book, and it would be invidious to try. Much of the book is 
highly critical of assistance institutions, and, by inference, of those who work in 
them. It is clear to my colleagues that the main reason for my enthusiasm for 
small enterprises is my inability to work in or understand large ones. In advance 
mitigation of any offence, or even of plain ignorance, I should acknowledge my 
debt to staff from the following institutions (and many more, who will I hope 
identify themselves and accept my gratitude): 

Colombia - Fundacion Carvajal, Cali. 

Federal Republic 
of Germany 

- Deutsche Gesellschaft fur Technisches Zusam- 
menarbeit, Eschborn. 

India - Birla Institute of Technology, Mesra. 
- College of Agricultural Banking, Pune. 
- Development Banking Centre, Gurgaon. 
- Small Industries Extension Training Institute, 

Hyderabad. 
- Xavier Institute of Social Service, Ranchi. 

Indonesia 

Kenya 

- Airlangga University, Surabaya. 
- LPPM Management Institute, Jakarta. 
- Department of Industry, Jakarta and elsewhere. 

- Faculty of Commerce and Institute of Develop- 
ment Studies, University of Nairobi. 

- Kenya Industrial Estates, Nairobi and elsewhere. 
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Nepal 

The Philippines 

Sri Lanka 

United Kingdom 

United States 
of America 

United Nations 
Organisations 

- Bhaktapur Development Project, Bhaktapur. 
- Ministry of Industry, Kathmandu and elsewhere. 

- Micro Industries Development Programme and 
Bureau of Small and Medium Industries, Manila. 

- Manila Community Services, Quiapo. 
- University of The Philippines, Institute for Small- 

Scale Industry, Manila. 

- Industrial Development Board, Colombo. 

- British Council, London and elsewhere. 
- Intermediate Technology Deve?opment Group, 

London. 
- Intermediate Technology Industrial Services, 

Rugby. 
- Overseas Development Administration, London 

and elsewhere. 
- Oxfam Trading, Bicester and elsewhere. 

- Appropriate Technology International, Washing- 
ton D.C. 

- Partnership for Productivity, Washington DC. and 
elsewhere. 

- United States Agency for International Develop- 
ment, Washington D.C. 

- The Economic Development Institute and other 
Departments, of The World Bank. 

- The Food and Agriculture Organisation. 
- The International Labour Office. 
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Most particularly, I owe an enormous debt to my colleagues at the Cranfield 
School of Management, who have so cheerfully accepted my preoccupation 
with a subject which is at best peripheral to the work of the School as a whole. 
Particularly, I thank my assistant Jackie Bilton for all she has done for me. 

Finally, I should like to dedicate this book to the small business people of the 
Third World, who continue to survive and prosper in spite of all we do for them. 

Malcolm Harper 
August 1983 



CHAPTER 1 

?VHATAkE SA4ALL ENTERPRISES? 

The crucial issues 

- Are definitions necessary? 
- Should quantitative or qualitative measures of scale be used? 
- What are the effects of measuring scale by numbers employed? 
- How can the capital investment in a business be accurately valued? 
- Are there critical-differences in management which distinguish small busi- 

nesses ffom larger ones? 
- Is it more important to define the maximum size of small businesses or to 

ensure that assistance programmes reach the very smallest erlterprises? 
- What types of business should be reached by small business assistance 

programmes? 
- Why do manufacturers often receive more assistance than traders? 

Small businesses are fashionable 

This book is not about small business; it is about ways in which small businesses 
can be assisted. A great deal has been written about how small enterprises help 
development, and small business people themselves frequently call on those in 
authority to do more for them. Small businesses are said to need more credit, 
more training, more advice, more technology, more buildings, more raw 
materials and more markets, as if external assistance alone can solve all their 
problems and enable them to employ the growing workforce that can no longer 
be absorbed on the land, by Government or in large-scale industry. 

Less has been said, however, about what must be done, by whom and how. 
Small is beautiful, and perhaps dangerously fashionable; large and increasing 
amounts of money are being spent on promoting small business, and some of 
the techniques are more successful than others. As with small businesses 
themselves, good programme management is more important than the details 
of the assistance programme that is being managed, but there are nevertheless 
some warnings and other lessons which can be drawn from the wide range of 
international experience. The first flush of enthusiasm should perhaps be 
followed by a somewhat sceptical reappraisal. The following chapters aim to 
provide some arguments for and against the most popular forms of promotion, 
together with some guidelines to increase their chances of success. 

Why define? 

It is important to be clear at the outset what is meant by ‘small’; the point below 
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which an enterprise is dtiemed to be small, and the way in which its size is 
measured, are the subject of some debate. The scale of a business needs only to 
be defined for a specific purpose, and there is no point in attempting to produce 
a universally or even a nationally acceptable standard. Any discussion of 
definitions should be preceded by a very clear understanding of the purpose for 
which the definition is to be used. 

Quantitative definitions are needed when it is necessary to exclude larger 
enterprises from preferential assistance programmes which are designed to 
help small ones. Such programmes sometimes include a high level of subsidy 
and it is necessary to lay down rules as to which enterprises are eligible. The 
clients of other forms of assistance, such as training or consultancy, may be 
self-selected in that the programmes are designed to be useful only for the 
enterprises they are intended to assist. In these cases it is only necessary loosely 
to define the type of business for which the programme is designed. 

Definitions must be clear and simple to apply. Small-scale enterprises, 
particularly in poor countries, are notoriously difficult to count, let alone to 
measure individually, and it is vital to select a practical standard of measure- 
ment. Even those measures which are apparently the most precise are subject 
to a large degree of inaccuracy; the difference between qualitative and quanti- 
tative measures is not so great as it might appear. Definitions are needed for 
some programmes, however, and they can broadly be classified into those 
which attempt to use a quantitative standard and those which rely on a more 
subjective judgement usually relating to the management style and method of 
operation. Table 1.1 briefly summarises the results of a survey covering 
seventy-five countries which was undertaken in 1975. It can be seen that the 
majority of the countries use quantitative measures and those preferring quali- 
tative measures were more likely to be industrialised countries. 

Table 1.1 Criteria for determining sizes of enterprises (Auciello et al., 1975) 

Criterion Developing countries Industrialised countries 

Number of employees 6 countries 9 countries 
Assets employed 10 countries 1 country 
Sales turnover 1 country - 

Employees and turnover 1 country 2 countries 
Employees and assets 16 countries 3 countries 
Turnover and assets 1 country - 

Employees, sales and assets 4 countries - 

Total sample 39 countries 15 countries 

Employee numbers 

The number of employees is the most commonly used measure in industrialised 
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countries, and is immediately attractive for its simplicity. It has some problems 
of application, although perhaps less serious than any other quantitative 
measure. These arise from the seasonal nature of much small enterprise 
employment, from the prevalence of part-time work and from the extensive use 
of unpaid family labour including children; any statement of employee 
numbers must involve a relatively arbitrary and inevitably approximate weight- 
ing because of these factors, which mean that the measure has limited accuracy. 

More importantly, most small enterprise promotion programmes have it; at 
least one, if not their primary, objective, the creation of employment oppor- 
tuniti.es. If the standard of eligibility is measured by the numbers employed, this 
excludes those units which are contributing most to the objective. Most people, 
however, would probably agree that the number of people employed is the 
most generally acceptable measure of the ‘size’ of a business. If there is a need 
for an uncontentious, neutral and relatively easily applied definition for use in 
census data or research into features associated with scale, employee numbers 
is probably the best means. 

The 1975 survey which is summarised in Table 1.1 shows a marginal prefer- 
ence for employee numbers; the table oversimplifies the situation, since most 
countries have more than one definition, and as promotion policies and pro- 
grammes proliferate so also do ways of defining the enterprises eligible for 
them. Nevertheless it appears that many agencies recognise that it is perverse 
to use employment numbers as a limiting factor in programmes designed to 
promote employment, and far more countries are now using the value of the 
capital rather than the number of people employed. 

The value of capital 

Capital scarcity is generally associated with labour surplus, and a measure 
which disqualifies enterprises employing more than a certain amount of the 
scarce factor is immediately attractive. The measurement problems are, how- 
ever, more difficult than for numbers employed. Every one of the ways in which 
a business can use its capital can be difficult to value; some figures may be 
unknown to the owner of the business, while it may be in his or her interest to 
conceal or reduce the value of others. The owners of small enterprises are 
notorious for their failure to distinguish between their personal property and 
that of their businesses, and this clearly makes the measurement of cash 
extremely difficult. Inventories or stocks, and in particular work-in-progress, 
may be valued in a number of different ways, even if the quantities are known, 
and only the total amount of money owed by customers is likely to be both 
known and admitted by the owner. 

Capital equipment poses further problems: the machinery may be very old, 
or home-made, buildings are often used as dwellings as well as workshops, and 
in many countries there is no real market for land so that any valuation must be 
arbitrary and to an extent meaningless. It may be in the interests of a business to 
own or to rent its premises; there is presumably no reason to discriminate in 



Other measures of ‘scale’ 

There are a number of other quantitative definitions which are suitable for 
particular types of business. Sales turnover is a not unreasonable measure to 
define the scale of trading enterprises, although it is very misleading if different 
types of business are compared in this way, and it involves measurement over 
time which can be more difficult, and more subject to seasonal variations, than 
a figure of capital which can be measured at one moment of time. Value added, 
that is the difference between sales and the cost of purchased materials and 
supplies, is a further refinement and theoretically preferable version of sales 
turnover, since it measures the scale of what actually happens in the business, 
and excludes the value of materials which are merely bought and sold, but it 
does further increase the measurement problems; it is important to distinguish 
between figures which are sometimes necessary for analytical purposes and the 
more routine requirements of a working definition. Some ‘technical’ measures 
have also been used, such as installed horsepower or kilowatts, the number of 
vehicles, hotel rooms, looms or other machinery, or the output capacity of the 
equipment. Definitions of this sort are often the most effective, and easy to 
apply, for the purpose of determining which enterprises in a single industry are 
eligible for a particular form of assistance, but they are clearly inapplicable for 
comparing businesses in a number of different industries. 

Labour intensity is frequently, but not necessarily, associated with small 
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favour of those enterprises which occupy rented premises, but any form of 
measurement which includes the value of capital employed in land and build- 
ings must do this. 

In India, where numerous preferential schemes of various sorts require 
concise definition, a number of the above problems are avoided by defining size 
in terms only of the value of plant and machinery; this is valued at its original 
cost, regardless of age or inflation, and out-of-pocket costs alone are included 
for home-made equipment. This has on occasions led to anomalies when a 
business has changed hands: the equipment is now valued at the price for which 
it was bought, and this can mean that a business ceases to be ‘small’ without any 
physical change having taken place. 

Problems of this sort are however few and far between; it is important to 
realise that in most cases there is little doubt whether a given enterprise is sma!l 
or is not; precision is only important at the margin, and many promotion 
programmes such as factory estates or machinery supply schemes are in any 
case designed only to be attractive to smaller enterprises, so that there should 
be few applications from those which are at the larger end of the scale. Some 
programmes involve substantial discrimination in favour of small enterprises, 
however, in terms of low interest rates, preferential purchases or raw material 
supply arrangements; the value of plant and machinery is likely to be easier to 
determine for those enterprises which are closer to whatever upper limit is 
selected, so that fewer problems actually arise in practice. 
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scale; since employment creation is the major objective of most small enter- 
prise promotion programmes, and since both the number of employees and the 
value of some parts at least of the capital investment can be measured, it might 
be argued that enterprises should be defined not by their size, but by their 
labour intensity. 

There are examples of large very labour intensive industries, such as the 
clove flavoured ‘Kretek’ cigarette factories in Java, some of which employ over 
15,000 people and would be defined as large by any definition but which are 
presumably as deserving of special assistance as any smaller unit, if judged by 
their ability to offer employment for very low capital investment; it is possible 
that some industries of this sort have suffered because they are not deemed to 
be ‘small’ by whatever definition is used and cannot therefore avail themselves 
of preferential assistance schemes. For practical purposes, however, a measure 
of labour intensity should rather be a component in the appraisal procedure 
applied to any request for assistance rather than being the fundamental 
measure by which enterprises are defined. Employment creation is not the only 
benefit associated with small enterprises, and an absolute measure of capital 
employed in machinery and equipment is probably the most feasible definition 
to use. 

The choice of a particular maximum figure will of course depend on the scale 
of enterprises in the country concerned, and the numbers which are proposed 
to be assisted. What is a heavily capitalised large industry in a small and very 
underdeveloped country may be a medium or even small-scale enterprise in a 
larger and richer economy. 

Qualitative definitions 

There are a number of qualitative definitions which are inevitably less rigorous, 
and wholly unsuitable as a means of determining eligibility for preferential 
treatment, but are perhaps intellectually more satisfactory in that they relate to 
the essential operating differences between small and large enterprises, rather 
than to arbitrary and not wholly acceptable quantitative standards. In Tanzania 
only enterprises which are ‘within the reach of the people’ are said to be small. 
This is eminently flexible, in that the actual scale of enterprises so defined will 
presumably expand as the people’s financial, technical and managerial capacity 
develops, and although it poses more questions than it answers the political 
goal of promoting indigenous enterprise is clearly enunciated and imposed on 
those institutions which are intended to promote small enterprises. Small 
enterprises have been defined as those in which management lies ‘in the hands 
of one or two people who are also responsible for the major decisions’ (Neck, 
1977, p. 9). Some very large corporations, such as the Ford Motor Company, 
have at times been considered to be managed in this way, but this definition 
does identify a critical feature of small businesses which may be of greater 
importance to those working in them, or doing business with them, than any 
quantitative measure. 
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The lower limits 

The discussion has so far focused on the upper limits, beyond which enterprises 
are said to be medium or large-scale. It is more important, and less common, to 
debate or define the lower end of the scale. It is inevitable that the major 
beneficiaries from small business promotion programmes have tended to be 
those most able to take advantage of official assistance and least in need of it, 
namely the larger enterprises within the category of ‘small’, however defined. 
Some official definitions go so far as to exclude businesses below a certain size, 
while many programmes effectively exclude the smallest enterprises because 
they are designed for formally organised modem sector businesses, and excess 
demand for preferential treatment inevitably excludes the weaker members of 
the target group. 

Special, additionally preferential programmes have been introduced in 
India, Brazil, The Philippines and elsewhere to cater for the needs of ‘the tiny 
sector’, ‘cottage industries’ or ‘micro-empresas’; if such programmes are effec- 
tively designed, and if they genuinely reach the vast numbers of the smallest 
enterprises, including the unenumerated, informal and unregulated, there is of 
course no objection to excluding such enterprises from the more traditional 
small business promotion programmes. If, however, there is no special scheme 
for the smallest, or if such schemes are inadequate, it is vital that the official 
definition, and the impact of whatever programmes are implemented, should 
not exclude the very small enterprises which make up the vast majority not only 
in numbers of units but in numbers employed. 

Such enterprises are more difficult to reach, and it is harder for established 
formal institutions such as banks, Governments or training schools to work 
effectively with informal enterprises. It is often necessary to design special 
programmes to assist this type of business and to select or develop special types 
of institutions to implement them, but ‘tiny’ and ‘small-scale’ enterprises are 
similar enough to allow both to be assisted by some at least of the same 
programmes. 

It can be argued that the distinction between ‘modern’ and ‘informal’ is far 
more important than that between large and small. While there are no large 
informal enterprises there are many small modem ones, and these are often the 
main beneficiaries from most forms of assistance. It is far easier for an assist- 
ance agency to reach modem businesses, particularly if it has technical guid- 
ance from countries where there are few if any businesses of any other kind, but 
every attempt must be made to avoid the impression that a service which helps 
most of the modem small busi;lasses in a given community is in fact reaching 
any but a very small minority of the total small enterprise popul&tion. A 
conscious effort must be made to reach the informal sector; since this usually 
requires quite different methods, it is argued that programmes should be 
differentiated not on the basis of how large their clients are, but whether they 
are informal or modern. 



This isa reasonable argument, but a rigid definition of informality is irnpos- 
sible. The objective of reaching the informal sector is more likely to be 
achieved as a result of attitudes than explicit statements of policy or regulation. 
Anyone responsible for programme design and implementation must recog- 
nise that the vast majority of businesses are in fact in the informal sector. He or 
she must decide whether it is feasible to do more than help the modern 
minority, and, if it is, must ensure that the programmes genuinely reach the 
majority, rather than merely claiming credit for doing so. There are in fact very 
few programmes which do have a significant positive impact on informal 
enterprises, and many more which actually damage them. The distinction 
between modem and informal should certainly be more clearly recognised. 
This does not, however, invalidate the advantages of modem small enterprises 
over large ones, so that the scale and the sectoral definitions both have their 
value. 

What types of business? 

It is similarly important to be clear as to the type of activity which is to be 
included in the term ‘business’, ‘enterprise’ or whatever other word is used to 
describe the economic units which are the subject of this book. Although 
reference is sometimes made to ‘the farming industry’, ‘the retail industry’ or 
‘the catering industry’, the word ‘industry’ is usually associated with manu- 
facturing, or non-farm activity which involves changing the physical form of 
raw materials in order to produce certain products. National wealth appears to 
be closely correlated with industria!isation, as indicated by the proportion of 
people employed or share of gross national product produce J by manufactur- 
ing industry. Large-scale manufacturing units have notoriously failed to bring 
improved income to the mass of the people in poor countries, and most small 
business promotion activity is specifically directed at small-scale manufactur- 
ing or at service activities, such as vehicle repair .workshops. 

Farms are usually by far the most numerous small businesses in most devel- 
oping countries, but agricultural enterprises are generally excluded from small 
business assistance programmes. There are many similarities between small 
farms and small industrial businesses, and many of them are of course located 
in the same places and owned and operated by the same people. The distinction 
between agriculture and business is, however, enshrined in the organisation of 
Government, and farmers do tend to be more numerous,, and more similar to 
one another, so that a package approach to credit, marketing, input supply or 
training is more likely to be successful with small farmers than with small 
business people. Development Banks, aid agencies and national Governments 
tend to separate farming from industry almost completely; this may be admini- 
stratively necessary, because of the large numbers involved, but both sectors 
have a great deal in common, and agencies attempting to help small industries 
can certainIy learn a great deal from the experiences of agricultural promotion. 



Traders or manufacturers? 

There are many reasons why trading enterprises are excluded from small 
business promotion programmes, and are regarded less favourably than manu- 
facturers. It is less easy to appreciate the intangible values added by buying and 
selling than the physical changes made by manufacturing, and trading has a 
long history of disrepute, reaching back as far as the courtyard of the temple in 
Jerusalem. The perception of trade as a somehow less legitimate or honourable 
activity has to an extent been self-perpetuating; the distasteful task of market- 
ing has been left to despised minorities or recent immigrants, who have on 
occasion exploited their resulting monopoly position; this has further strength- 
ened the pub!ic contempt for traders. 

Much anti-Semitism can be traced to this type of situation, as can the often 
profitable but increasingly invidious position of racial minorities such as the 
Lebanese in West Africa, ‘Asians’ in East Africa, the Chinese in South East 
Asia and innumerable smaller minority groups throughout the world, some of 
which may merely be members of a clan or tribe who have migrated from 
another part of the same country. Political independence and nationalism may 
lead to the expulsion of such minorities, or to regulations which prevent them 
from continuing their trading activities, but they have often been replaced not 
by indigenous small businesses but by Government marketing boards ot offici- 
ally sponsored co-operatives. This type of organisation is rarely altogether 
successful, but only in a few countries, such as Malaysia, have deliberate efforts 
been made to assist traders as generously as manufacturers. 

It may be suggested that traders do not need the same level of assistance, 
because it is relatively easy to start a small shop with little capital and no special 
skills. Experience suggests, however, that new small-scale traders suffer very 
similar problems to those of manufacturers, and may suffer a similar mortality 
rate. 

Local small-scale traders play a particular and vital role in development; they 
supply and market many of the raw materials and products of larger and 
small-scale manufacturing enterprises, they supply inputs and market the 
products of agriculture, which is likely to remain the single most important 
sector of the economy for many years in most developing countries, and they 
provide basic necessities to the mass of the rural and urban poor in places, at 
times and in an environment which satisfies their needs. Even if small-scale 
traders did not in themselves play a vital role, most small-scale manufacturing 
enterprises evolved from purely trading activities; they should be encouraged 
as a source of industrial entrepreneurs. 

The foregoing paragraphs may seem unnecessarily to have widened the 
scope of this book, in terms both of the size and nature of the enterprises with 
whose promotion we are concerned. There are indeed many special aspects of 
promoting the very smallest enterprises, and non-manufacturing units, and 
each of them, like each of the various ways in which small enterprises can be 
promoted, would merit a more specialised study on its own. Most of the 
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institutions which are concerned with small enterprises must, however, cover 

the whole field. Because this field . is so wide, they often concentrate on the 

politically more attractive or oP eratronaIIy less difficult clients, which mean 

that the smallest, or trading busine sses, are often neglected. We shall attempt 

therefore to deal with all sixes and t 
yp 

es of enterprise that are considered to be 

small, by whatever definition, in the hope that what is lost because this does not 

allow detailed treatment of every aspect will be more than gained by the fact 

that the book will alert those whos 
e activities are at present concentrated on 

one particular type or size to the ne eds of those which are not being reached by 

their programmes. 

I Application questions 

- Do all definitions which are use d to determine eligibility for special assist- 

ance serve their purpose by e xcluding those enterprises not in need of help, 

and including all those who are the genuine target of the programme? 

- Are different definitions used for different purposesr and types of business, 

or is there a standard inflexible definition which may be inappropriate for 

some programmes? 
ne determing and applying 
, _^^^ t LL--- .----a * 1‘7 - Do some agencies or authorities Tend more “r 

definitions than ensuring that the ir programmes ICICII Lnuse most in neeo-! 

- Do definitions by number of emP loyees ever exclude enterprises which are 

capable of employing large n umbers of people, at low cost, and should 

therefore be assisted? 
- If invested capital is used as a m easure of scale, are the values of sufficient 

accuracy to be of any practical use? 
- Are assistance programmes foe used exclusively on manufacturing enter- 

prises, while trading and service businesses are more numerous and equally 

deserving and in need of help? 
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The political arguments 

Poverty is caused by inadequate incomes, and incomes result in most industrial 
societies from employment; employment creation is thus perceived as the main 
goal of most poor countries, and small enterprises are believed to be a fruitful 
source of jobs. Employment is not the only way of relieving poverty, and those 
who have jobs are not necessarily no longer poor as a result. Nevertheless, 
small enterprises, broadly defined, have displayed a remarkable capacity to 
absorb labour, and it is reasonable for Governments and others to promote 
them, or to desist from destroying them, for that reason alone. 

There are however many other powerful, and perhaps less contentious, 
reasons why small enterprises merit attention, and these are sometimes neglec- 
ted because employment creation is perceived as being so important. Any 
Government which is concerned with the opinions of the mass of the people, 
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CHAPTER 2 

WHY PROMOTE SMALL 
ENTERPRISES? 

The crucial issues 

- How can successful small enterprise promotion programmes gain popu- 
larity for politicians? 

- How can a newly independent country build a genuinely indigenous indus- 
trial sector? 

- Is there a real choice between large and small enterprises? 
- Are the products of large or of small businesses most suitable for poor 

people? 
- Are workers happier in large or in small businesses? 
- Do the research and development departments of big businesses develop 

locally appropriate products and technologies, using local materials and 
equipment? 

- Which needs more ‘management’, a small number of large businesses or a 
larger number of small ones? 

- Are large or small businesses the more profitable? 
- Which types of business mobilise and re-invest the most capital, large or 

smalI? 
- What are the arguments against small business, and how can they be 

countered or accommodated? 
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and not only of wealthy and often foreign elites, must at least appear to address 
its policies towards the activities of the masses. The opening of a large factory 
may be dramatic and politically attractive, but the urban and rural poor are 
coming to realise that effective assistance to small-scale agricultural and non- 
farm enterprises is far more likely to benefit them. Small enterprise promotion 
thus becomes a political necessity; the daily newspapers in the Caribbean, the 
Philippines, much of Africa, India and elsewhere, even though small-scale 
business people do not usually read them, are full of accounts of new business 
schemes, industrial estates and other programmes which are considered neces- 
sary both to gain votes and to gain favour with the foreigners who disburse the 
aid on which so many countries depend. 

The struggle for political independence has been won in most countries, but 
it is an empty victory if the economy is controlled by foreign interests or if local 
public or private enterprises rely on technology, methods and expertise from 
abroad. Small enterprises are almost always locally owned and controlled, and 
they can strengthen rather than destroy the extended family and other social 
systems and cultural traditions that are perceived as valuable in their own right 
as well as symbols of national identity. 

Aiien minorities, who may make up well under 1% of the population such as 
the ‘Asians’ in Easl Africa, or over 30% like the Chinese in Malaysia, often 
control a disproportionate share of the economy. The indigenous people may 
have been prevented from playing their due role in the economy, and their first 
attempts are likely to be in small enterprises. Small business promotion in 
Kenya, Indonesia, some parts of the Caribbean and elsewhere have more or 
less explicit, and politically necessary, racial implications. Indigenous busi- 
nesses are usually small ones, and the most important objective is 10 promote 
not small-scale but indigenous enterprise. 

Local products for the poor 

The products of small enterprises tend to originate from indigenous craft 
traditions, and they are also more likely to satisfy the needs of poor people than 
are the products of large enterprises and foreign technology. In many develop- 
ing countries there is a severe shortage of large numbers of commodities; it is 
more equitable if scarce promotion resources are used to assist enterprises 
which make things that poor people buy. Investigations into the demand for 
soap in Bangladesh, shoes in Ghana, furniture in Kenya and bicycles in Malay- 
sia (Baron and van Ginneken, 1982, pp. 685-686) suggested that there is a 
tendency for local products, -produced in small units using labour intensive 
equipment to be more appropriate for the needs of poorer people. Poor people 
also tend to be less well-informed and thus more susceptible to the appeal of 
heavily promoted and not necessarily appropriate branded pFnducts, so that it 
is not easy to define what their ‘needs’ really are. Nevertheless, even a brief 
examination of the goods stocked by a supermarket catering to the rich, and by 
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small-scale shops patronised by the poor, shows that the latter have a higher 
proportion of goods manufactured by local small businesses. Farmers also are 
often ill-served by the products of large industry; the simple tools and equip- 
ment that are manufactured by local small factories are more within the reach 
and more suited to the scale of the holdings and technical ability of the typical 
farmer. 

Because the profits of small enterprises are not dependent on long produc- 
tion runs they can manufacture smaller quantities of products which have a 
regional or even a more local market; this means that the peculiar needs of 
farmers in certain areas, or of minority tribal or other groups, can be econ- 
omically served. Even in Great Britain, farmers use differently shaped sickles 
and other basic agricultural tools in different counties; this has enabled some 
small-scale manufacturers to survive, and has made the task of the larger firms 
more difficult. In poor countries, with less efficient communications, local 
differences are far more pronounced and only small enterprises can economic- 
ally cater for them. 

The same local differences which appeal to individual communities in a poor 
country are also attractive to the handicraft and ‘ethnic’ product markets in rich 
countries. Handicrafts provide a substantial proportion of the manufacturing 
exports of countries such as India, the Philippines, Bolivia and elsewhere, and 
the necessary skills and styles are only preserved and can only be developed by 
small-scale units. 

Small enterprises satisfy local needs not only by making differentiated pro- 
ducts but by being themselves scattered throughout a country, wherever people 
live. This ensures that whatever employment opportunities are provided are 
equitably spread throughout the country, more or less in proportion to popula- 
tion, and that raw material producers are able to find local markets. 

Local indigenous technology is more likely to use locally produced raw 
material, and equipment, thus saving foreign exchange which might otherwise 
be spent on imports as well as internal transport costs which generally include a 
large element of foreign exchange. An integrated national market may be 
necessary and desirable for some products and in some circumstances, but 
when transport is expensive, and the whole infrastructure of internal communi- 
cation is over-burdened, there is much to be said for local small units where 
local people use local materials to satisfy local needs. 

In East Java the people of one village are fully occupied in the manufacture 
of traditional hats, and simple containers, woven from split bamboo. They 
obtain the bamboo from a nearby village, whose people have traditionally lived 
by growing and splitting the raw material for their neighbours. The products 
are used throughout the region, but are being displaced by modern hats woven 
from synthetic fibres, and by plastic bags. The new products are made from 
imported raw materials in large factories; the traditional products are aestheti- 
cally more pleasing, at least to an outsider’s eye, and when they are discarded 
they decay and disappear. There seem therefore to be many reasons to prefer 
and promote the survival of the traditional industry. 
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Job satishtion 

Small businesses provide more jobs than large ones, and they also have rather 
different effects on the people who work in them, regardless of their number. It 
is difficult to measure job satisfaction, and indices of iabour unrest are of 
limited value in countries where strikes are rather infrequent because of legal 
prohibition, weak trade unions and the desperate scarcity of jobs. Research in 
industrialised countries suggests that people who work in small enterprises are 
happier in their work than those who work in large ones, in spite of generally 
lower wages and poorer standards of safety, comfort and welfare facilities 
(Peters and Waterman, 1982). 

It is dangerous to assume that intensive mechanisation and the lack of 
opportunities for dose social relationships at work must necessarily be 
as painful in societies where wage employment of any sort is for most people 
a highly desih-abie novelty, as they are in wealthy countries, but as people 
become richer they are likely to become disenchanted with the typical 
dehumanised large-scale working environment, and to prefer employment in a 
small business. 

Entrepreneurship and innovation 

Entrepreneurstip is a quality which is by no means only associated with 
small-scale enterprise, and which is as necessary in Government and public or 
co-operative enterprise as it is in private business. Individual small enterprises 
provide, howebar, both a nursery and proving ground for enterprise. The 
person who successfully starts a business may work with it until it becomes a 
large national or even international enterprise, or he may move through a 
succession of ventures until he finds the sector where his talents can be most 
fruitfully applied. Alternatively, and more often, he may find that he lacks the 
persistence, imagination and other qua!ities necessary for success, but what- 
ever the outcome, small business also provides a valuable outlet, and training 
ground, for the entrepreneurial ambitions of people who are employed in 
Government. They could not be involved in a large business at the same time as 
holding an official position, because this would be too time-consuming and too 
obviously likely to cause conflict of interest. A new small enterprise, however, 
can easily be started and managed by a civil servant; ‘moonlighting’ may be 
forbidden as in Tanzania, but relatives can occupy formal positions and the 
earnings can be such as to compensate in part for the uncompetitive salaries 
paid in the public sector. These may, as in Indonesia, be one-tenth or less of 
equivalent salaries in the private sector. It may be unfortunate that Govern- 
ment cannot enjoy the full time services of talented people, but a small business 
venture at least allows these people to remain in the public service and to give 
some of their time to it. 

Evidence from industriaiised countries suggest that more genuine innova- 
tions are produced for every dollar that is spent on research than in large 



businesses (Natural Science Foundation, 1981). Very few small businesses in 
poor countries operate in industries where explicit research would be appro- 
priate, and even less are likely to account for this activity in such a way that the 
cost, or the results, could be measured. The ingenious use of pieces of broken 
window glass to make up replacements for imported hurricane lamp glasses, or 
of domestic electric light switches as limit switching devices on a powerloom 
may not be patentable innovations. They are nevertheless highly innovative, 
and valuable for saving foreign exchange and generating local employment. 
Large firms are more likely to rely on foreign collaborators for their 
technology. 

Employment for women 

Much has been written in recent years about the role of women in poor 
countries; they all too often remain in rural areas as the hewers of wood, 
drawers of water and bearers of children, and their maternal responsibilities cut 
them off from whatever benefits are to be gained from wage employment in the 
modem sector. Small enterprises provide a valuable alternative source of 
income and personal development, whether it is in a home-based cottage 
industry or a rather larger enterprise to which a mother can conveniently travel 
for a few hours a day when her children are cared for by an elder sibling or other 
relative. Female-owned trading enterprises have a long history in many parts of 
the world, such as West Africa. Certain manufacturing activities, such as 
sewing, simple machine knitting, food preparation and many types of handi- 
crafts provide more opportunities for employment and for outside contacts for 
women who have traditionally been confined to farming and domestic labour. 

The need for management 

The performance of many enterprises, of all sizes, suggests that the scarcity of 
competent managers is a more serious constraint on economic development 
than the shortage of finance. Small enterprises are preferred because they use 
less capital which is a scarce resource; it may be even more important to 
promote them because they use less management, which is even more scarce. 

Managers organise, co-ordinate and control activities which are undertaken 
by other people; the need for management rises disproportionately with the 
size of organisations, so that a business employing a thousand people will need 
more managers, and some at a far ‘higher’ and scarcer level, than one hundred 
businesses each employing ten. Small business consultants who were advising 
village shopkeepers in Kenya were surprised that some of their most successful 
clients were illiterate. Their success may in part have been because they did not 
spend their time keeping written records which were taught in Government 
training courses but whose actual use nobody was able to explain. It was clear, 
however, that these people could not have successfully managed a large 
enterprise. 
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It was suggested earlier that an enterprise ceases to be ‘small’ when man- 
agement becomes necessary as a separate full-time activity in addition to 
carpentry, selling or whatever else is the function of the business. Small 
enterprises defined by this standard do not need full-time management at ail; 
this may be an extreme view, and ‘management intensity’ cannot be quantita- 
tively measured like iabour or capital; nevertheless, small enterprises are 
arguably less ‘management-intensive’ than large ones, and should be promoted 
for that reason. 

Profits and investment 

The profits of foreign-owned enterprises are often artificially reduced by 
distorted transfer prices, and a locally owned large private enterprise may 
minimise its publicly stated profit in order to avoid taxation and charges of 
profiteering. The profits of small business are even more difficult to determine, 
concealed as they are by inadequate accounting, tax avoidance and unrecorded 
withdrawals in cash or in kind, but such comparative data as is available 
suggests that the return on capital employed in small business is significantly 
higher than that earned in large ones (Harper, 1975). The capital on which the 
profit has to be earned is of course smaller in relation to the output and 
numbers employed, and owners of small enterprises may consider their own 
wage as a profit; if no alternative employment opportunity was available, this is 
not unreasonable. 

A sample of some 170 small traders in Kenya was studied in some detail; the 
average return on investment, including the owner’s earnings and any profit, 
was 474% per year, while the return excluding the owner’s drawings was 25%. 
A rather smaller sample of manufacturing enterprises, also in Kenya, were 
achieving an average rate of return of 115% on the money employed. The 
capital equipment in some cases amounted to little more than a few handtools, 
but all these figures are impressive when compared with large private or, 
particularly, public enterprises (Child, 1977). Profits indicate effective use of 
resources, and have the potential to finance further investment; enterprises 
which earn high profits thus deserve support. 

Profits are not an end in themselves; if the high profits of small business were 
to be hidden under the mattress of the owner, held in a foreign bank account or 
spent on foreign imported goods, they would be of no value to the economy. 
The available evidence suggests, however, that the contrary is true; the owners 
of small businesses are less likely to spend money on imported goods, and more 
likely to re-invest a higher proportion of their profits in their enterprises 
themselves, than the owners of large businesses, whether they be local or 
foreign. 

Frugality and enterprise are often closely related, and many small business 
owners continue to subsist entirely on whatever income they enjoyed before 
going into business; 25% of the small-scale shop-owners who were surveyed in 
Kenya were displaying remarkable restraint, in tha.t they were not withdrawing 
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any money or goods at all from their businesses for their own use. The average 
earnings of the remaining owners were only marginally above the current 
casual agricultural labour rate. 84% of the owners were re-investing at least 
some money in their business, in that they withdrew less than the profits; these 
enterprises were very small. and their growth may not have been dramatic, but 
the funds were certainly not remitted to other countries or spent on con- 
spicuous and usually imported luxuries. 

The profits of an individual small enterprise are likely to be higher than those 
of a large one in relation to the capital invested, but they may also be more 
precarious. For the economy as a whole, however, small businesses are likely to 
be more resilient to depression, and to offer a steadier level of employment 
than large ones; their activities and locations are diverse, they depend on a wide 
variety of sources and types of raw material, and their owners, if only for the 
want of any alternative, are likely to stay in business and maintain at least some 
activity and employment in conditions where foreign investors, or domestic 
owners who did not depend on the business for employment, would have closed 
their factories or even withdrawn their investment altogether. 

Businesses not only use capital; they also create it, and it is appropriate to 
encourage not only those which use the least but also those which mobilise the 
most. Some large businesses may bring their capital into a country, through 
foreign investment, supplier credits or international funding, but many indi- 
genous small businesses are funded, initially at least, with dormant capital that 
might not otherwise have been usefully employed. Under-utilised agricultural 
assets, such as marginally productive cattle, or savings invested in jewellery, are 
used to found new ventures, and to expand existing ones. Relatives of the 
entrepreneur may also mobilise similar resources as they would for investment 
in education, and these sources of capital might never have been tapped by 
commercial banks or other institutions which may be involved in financing 
larger enterprises. 

Why are they labuur intensive? 

Comparative studies of large and small businesses, carried out in countries at 
all stages of development, confirm that small firms employ more labour per 
unit of capital, and require less capital per unit of output, than do large ones. 
There are inevitably occasional exceptions, and the differences related to scale 
may well be exceeded by those relating to the type of activity, but if policy 
makers are concerned to increase employment opportunities, evidence points 
conclusively to small business as a more productive source of jobs, per unit of 
capital invested or product produced. 

Most activities cab be carried out by small or by large units, and it is possible 
to identify alternative ways of producing most products, or at least of satisfying 
most consumer needs. There is no necessary association between smali-scale 
and labour intensive technology, but there are many reasons why the owners of 
small units are more likely to minimise their capital investment, and to employ 
more labour per unit of output than their larger competitors. 
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Many people in poor countries go into business not in order to maximise 
their return on investment, but to ‘buy’ themselves a job; as with any other 
purchase, the buyer’s objective must be to purchase as much of the commodity 
he wants, namely employment, for the minimum expenditure, or capital invest- 
ment. If the expenditure buys employment not only for the entrepreneur but 
also for one or more of his similarly under-employed relatives, so much the 
better. 

The rather more sophisticated entrepreneur may already have a job, and his 
primary motive for enterprise may be profit rather than employment. Never- 
theless, he is more likely to use a labour intensive technology than is the 
investor in a large business. Apart from his desire, or obligation, to provide 
employment for his extended family, he is unlikely to have access to foreign 
exchange or to sources of sophisticated imported technology, which tends to be 
the capital intensive option, or to the institutional sources of capital from which 
he might obtain the funds to buy such equipment. If he depends on his own or 
his family’s capital the total amount will be small, and if he attempts to borrow 
money from informal sources the interest rates will effectively discourage the 
capital intensive alternatives. He is also unlikely to be able to reach distant 
markets whether in his own country or abroad; the scale of his operation 
will therefore be limited by the size of the local market, which will incline 
him towards small-scale, labour intensive, flexible and locally made equip- 
ment. 

Policy makers might in theory be able to ignore the scale of enterprises, and 
to promote only those which are labour-intensive, whatever their size. Indi- 
vidual investigation and prediction of employment and capital for every enter- 
prise would, however, be a practical impossibility for any effective industrial 
promotion policy. The size of an enterprise is, however, fairly easily deter- 
mined; if small businesses are effectively promoted, the ultimate goal of job 
creation is likely to be achieved. 

The arguments against small scale 

The importance of small business has been recognised in nearly every country; 
it is interesting that Great Britain, where modern industry may be said to have 
originated, has been one of the last countries to make any explicit arrange- 
ments in favour of small-scale enterprises. In poor countries, however, where 
labour is even more in surplus, and capital even more scarce, the arguments are 
overwhelming and programmes to assist small industries have been undertaken 
for far longer than in many industrialised nations. There are nevertheless 
powerful interests and arguments.on the other side, and national concern for 
small enterprise is not always translated into serious programmes. 

The industrial sections of national or regional economic development plans 
invariably refer to the expansion of various industries and they often give more 
or less precise figures as to the capacity which is to be installed. Planners are 
powerful people, and they not unnaturally like to see their plans become 



18 

reality; it is far easier to initiate and promote the establishment of one or two 
large units, whether they are owned by private investors or the State, than it is 
to develop the same capacity through a multiplicity of smaller businesses. 
Politicians also, who are nominally the masters of planners, leave more to gain 
from large businesses than small ones. They can claim credit for the estabiish- 
ment of a new factory, they can be photographed laying the foundation stone, 
and they can, in some cases, benefit from whatever inducements or bribes the 
investors are prepared to offer in order to ease their way through the bureau- 
cracy. Small enterprises are less attractive; no individual unit is newsworthy, 
and whatever bribes they are able to offer are beneath the attention of national 
leaders. 

Once the enterprises have been established, Governments may find it 
appropriate to direct or encourage them to adapt certain employment policies, 
to use certain raw materials or to direct their marketing effort towards certain 
markets, perhaps for political reasons. It is difficult enough to persuade or 
compel a large firm to conform to Government policy, but almost impossible to 
monitor and control the operations of large numbers of smaller businesses. The 
same applies to environmental, safety or product standards; a large firm might 
require no more than one high level contact, backed possibly by the veiled 
threat of sanctions, while ten or a hundred smaller firms providing the same 
output would need legislation, a force of inspectors and a schedule of penalties 
to ensure conformity with any particular standard which is introduced. 

The large businesses, of course, do not necessarily do what is required of 
them. A foreign-owned tannery in East Africa causes massive pollution of the 
air and water in the otherwise pleasant country town where it is located, but the 
damage to the environment is at least mitigated by the rewards to senior 
politicians and officials who permit it. Smaller tanneries also cause pollution, 
although on a scale which the environment is more able to absorb. This damage 
is not, however, accompanied by significant rewards to those in authority. 

Planners may forget in their enthusiasm for order that small firms are often 
guided by the market to do the very things that they ought to be persuading all 
industries to do; it is only natural that they should have a built-in preference for 
the types of business which appear more likely to be bent to their will, and 
where they feel that they can make a direct impact, rather than merely setting 
the stage in the hope that individual entrepreneurs will perform as expected. 
Because the activities of small businesses arc largely undocumented, it is very 
difficult for planners to know whether they are or are not acting in accordance 
with national policies. Measurable results, even if they are unsatisfactory, may 
be preferable to some than total ignorance. 

Income distribution 

There is also a natural association of small business with inequitable income 
distribution. Society may be able to accept a small, largely urban minority of 
wealthy individuals, who work for foreign or national large companies, if only 
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because they live in segregated suburbs and are unknown to the mass of the 
people, or are regarded as natural successors to the long-tolerated colonial 
masters. It may be more difficult to live with a numerous and more visible 
group, who stand out not only because they have recently become wealthier 
than their neighbours but also because they can provide, or withhold, the 
prized gift of employment. 

Small businesses are not necessarily privately owned, although the record of 
co-operatives, and community or nationally owned non-farm enterprises is not 
particularly successful, but in any case such data as is available on income 
distribution suggests that a widespread, numerous and prosperous small busi- 
ness sector is more likely to be associated with relatively equitable income 
distribution than a smaller number of larger enterprises, whether they are 
publicly or privately owned. Centrally planned economies, in spite of their 
ideological commitment to equity, tend to have a small number of highly paid 
officials managing large public enterprises, while a policy of encouraging 
community or individually initiated smaller enterprises will increase the 
incomes not only of their owners or managers but also of all those whom they 
employ. In Tanzania, for instance, the poorest 60% of the population enjoy 
only 13.9% of national income, while in South Korea, with a policy of growth 
through individual enterprise, the poorest 60% have 15.4% of the country’s 
income. 

Small against informal enterprises 

There are many other arguments against small enterprises, and the staff of 
small business promotion organisations are often the most vehement oppo- 
nents of the informal sector, which they perceive as a threat to their own 
‘legitimate’ clients rather than as enterprises equally deserving of their atten- 
tion. Chambers of Commerce are usually controlled by a minority of businesses 
which have achieved fixed locations and official status. They may be regarded 
as thz true representatives of the independent commercial sector, but their 
members have the most to lose from smaller-scale, more recently established 
businesses whose opening hours are unregulated and whose locations are 
determined by the needs of their customers rather than the colours on an urban 
master plan. Officials may genuinely believe that organisations of this type are 
the authentic voice of small business, if only because the informal sector has no 
voice, but established small- and medium-scale business people are often the 
first to propose limitation to the freedom which in fact enabled them to become 
established themselves. 

Planners who like to see their plans followed to the letter, the police and 
others responsible for law and order, marketing board officials who yearn for 
undisturbed monopoly and senior officials who prefer to drive along uncrow- 
ded roads, all these have a vested interest in controlling or even destroying the 
informal sector, which constitutes the vast majority of small enterprises. This 
reaction is understandable, not only because of the genuine nuisance which is 
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often associated with many small and independent enterprises, but because 
those officials responsible for policies are unlikely themselves to be major 
consumers of informal sector services. 

There are of course some genuine arguments against small enterprises, and, 
in particular, the informal sector. The dividing line between criminal and legal 
enterprise is finely drawn, nearly everybody gains from at least a minimum of 
free traffic circulation and it is impossible to develop effective rural or urban 
infrastructure without some control or monitoring of busines,s location. Com- 
plete laizzez-faire might lead to chaos; excessive regulation and control, on the 
other hand, stifle enterprise, encourage corruption and deprive the mass of the 
people of essential services. Everyone in Government and in particular those 
responsible for employment and small enterprise promotion must be per- 
suaded to appreciate the economic significance of the smallest enterprises; they 
are the most difficult to assist, but their problems usually arise more from an 
excess of regulation than from too little official assistance, and the most 
effective and simple way of helping them, even if it is not attractive to the 
institution builder who wishes to enhance his authority, is to modify and 
withdraw existing legislation or programmes which actively damage the 
interests of the smallest enterprises. 

The structural issue 

There are, however, more fundamental arguments against small enterprises, or 
rather against attempts to promote and assist them. Most programmes reach 
only a small proportion of the total small business population, and these are 
usually the more modem enterprises. It can therefore be claimed that assist- 
ance is elitist and that its effect is merely to reinforce the dual nature of society, 
by strengthening those who are already in the modern urbanised elite, and 
assisting a tiny number to desert their less fortunate fellows and join the lucky 
few. If programmes are successful in reaching the informal sector, however, 
they are blamed for helping to perpetuate the division in society. Appropriate 
technologies, informal credit mechanisms and traditional products are ideal- 
ised, so that the programmes do little more than preserve and strengthen 
existing systems, which are said to be fundamentally exploitative. Poor coun- 
tries are kept on the periphery of the capitalist world, and a small minority 
within the poor country is seduced into preserving this dependent status 
because they themselves benefit from it. Similarly, it is argued, a few small 
businesses are assisted to climb into the exploiting class, and those who remain 
are encouraged to tolerate their oppressed condition by programmes which 
marginally alleviate some of the more obvious difficulties but avoid any 
fundamental changes. Society must be radically restructured, it is argued, and 
cosmetic tinkering at the modem or the informal level only serves to delay the 
inevitable revolution. 
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These views deserve attention, both because they are widely held and 
because the performance of many poor countries suggest that present solutions 
are ineffective. Wealth has not ‘trickled down’ and the difference between rich 
and poor people in the same country continues to grow, as does that between 
rich and poor countries. The issue has been exhaustively treated elsewhere, 
often by academics who clearly enjoy the privileges of the system they so 
eloquently deplore, and whose criticism is rarely accompanied by suggestions 
for practical and peaceful remedies. There are, however, real life examples of 
countries which have attempted radically to restructure their society, and to 
impose a policy of state or community ownership rather than relying on 
individual or foreign enterprise. Some of these countries have apparently 
succeeded in dramatically improving the lot of the mass of their population, 
while others have been equally dramatically unsucccesful. The revolution may 
have been violent or peaceful, but success is by no means inevitable. Similarly, 
other countries have kept to a basically capitalist or mixed economy approach, 
and again some have succeeded while others have failed. The secret seems to lie 
not in any particular political system so much as in the people’s basic attitude to 
work, and to their willingness to take responsibility for their own destiny on a 
community or individual basis, rather than relying on the state. Few readers of 
this book, in any case, are likely to be in a position to institute radical changes, 
violently or peacefully. It is right to question the fundamental basis of any 
development activity, but perhaps even more important to ensure that what- 
ever is done is done as well as possible. The ultimate goals must be discussed 
and clearly identified, but no goal will be attained if the measures to reach it are 
ineffectively implemented. 

Schumacher published Small is Beautifil in 1973, and Adam Smith wrote of 
the advantages to society of a multitude of small shops in 1776. Today there is 
probably not a single Government of a poor countrv which does not at least pay 
lip-service to the need to promote small business. The commitment may go 
little further than a section in the five-year development plan and begrudging 
acceptance of a United Nations training project. One or two cosmetic small 
industry estates and a few training courses do not represent a genuine national 
commitment to the cause of small business, and it may still be necessary to 
persuade Government officials who are directly involved in industrial promo- 
tion that small businesses do merit their concern; this is not easy, since progress 
is equated with industrialisation which is perceived to mean large industries, 
but the arguments used in this chapter, backed by reference to local conditions, 
should persuade even the most conservative and least disinterested official that 
they do deserve his attention, either because he wants to help his country or 
because he does not want to miss a fashionable bandwaggon. 

Assuming then, that the ‘selling’ job has been done, and that those in 
authority are convinced that small enterprises have a valuable role to play, it 
now remains to investigate the nature of small business problems and to 
identify ways in which official programmes can, and cannot, assist them. 
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Application questions 

- Are small enterprise promotion programmes designed to appear to be 
helping small enterprises, or do they actually help them? 

- To what extent are small enterprise promotion programmes actually 
intended to redress racial imbalances in the economy, rather than to pro- 
mote small enterprises as such, and, if they are, do the social and political 
benefits outweigh the economic costs? 

- Are highly paid workers, working regular hours in good conditions in large 
businesses, really happier than people who own and work in small 
businesses? 

- What is the best school for indigenous management: a multinational com- 
pany or an independent small business? 

- Where do foreign-owned companies carry out their research and develop- 
. ment, and to what extent is it designed for developing country conditions? 

- Do publicly owned businesses make large profits? 
- If large, locally owned private businesses make good profits, does 

the money remain in the country, and if so is it re-invested in more 
employment-generating activities? 

- Do large businesses mobilise capital that would otherwise have been 
unused? 

- Where do new small enterprises usually obtain their initial capital from? 
Was this capital always being usefully employed before it was invested in a 
new venture? 

- Do small enterprise promotion programmes help all small enterprises, or 
only the more modern formal ones which are least in need of assistance. 

- Whose interests are redly damaged by the unrestricted activities of the 
informal sector? Are the losers representative of the population as a whole? 

Case study: Mrs Hirji’s business 

Mrs Hirji, like many other women in Bangladesh, was widowed in the Libera- 
tion War, and was left with four daughters to support. The Government gave 
her a pension of $15 a month, but this was not enough to support her family. 
She had some years before been trained as a tailor in a programme run by a 
Government Department, but since she had no money at all of her own and 
there were no jobs available she had no idea how she might use her skills to 
solve her financial problems. 

A Government agency was set up in an attempt to help families which had 
suffered in the War. Mrs Hirji heard about their work from a neighbour, and 
went to see their local office. As it happened there was at that time. a vacancy 
for a tailoring instructor in the agency. The local officer told Mrs Hirji about the 
opportunity and she applied for and was given the position, at a salary of $15 a 
month. With this, and her pension, she was just able to support her family. She 
trained other women as tailors, and was also responsible for obtaining orders 
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for the goods produced by the trainees. In the course of her work she met many 
senior purchasing officials from different Government Departments, and from 
the Army. After working in this way for two years Mrs Hirji realised that she 
might be able to use her contacts to start her own business, if there was some 
way of buying a sewing machine; she could not possibly afford the price of $66. 
She sought advice from her employers; they were pleased to support her 
initiative and allowed her to buy a sewing machine from their stock at a 
wholesale price, to be repaid over several months. 

MI-S Hirji continued to work for the Government agency, and worked on her 
new machine in the evenings. Her customers paid for the necessary materials in 
advance, so she did not need any working capital. After a few months her 
daughters were able to help her with the work, and in addition to some small 
contracts from the Army she obtained orders for ready-made clothes from a 
number of shops. 

After three months she decided that she should devote all her time to her 
business, and resigned from her instructor’s job. The agency continued to 
support her, and arranged for her to buy three more sewing machines and two 
knitting machines on credit. She hired five trained women and succeeded in 
obtaining further orders from the Army, from shops and for school uniforms. 

After less than two years Mrs Hirji applied for a loan of $1,500 from an 
industrial financing institution; she paid off what she owed on her original 
equipment, and bought five more sewing machines and four knitting machines. 
She hired fifteen more workers, and moved her workshop from her home into a 
rented building next-door. She then decided to open her own shop; there were 
no shops available for rent in the market, so she converted the front of her 
workshop into a showroom. She hired a commerce graduate to help her 
manage the business and to keep the accounts, and her business continues to 
grow and prosper. 

Commentary 

The story of Mrs Hirji has been used to illustrate this chapter because, unlike so 
many of those that follow, it is a success. Most small enterprise assistance 
programmes are intended to help people who are most in need, but many fail to 
reach them; Mrs Hirji was a woman, and a widow, and was clearly in desperate 
need. 

The agency was the means by which she obtained the necessary capital, 
contacts and support, and it is hard to see how she could have succeeded 
without their help. The idea, the initiative and the energy came from her, 
however; the agency provided the resources she needed, when she herself 
judged that she needed them, instead of forcing an integrated package of 
assistance on an unwilling entrepreneur. 

Mrs Hirji had already been trained as a tailor, and the agency provided the 
means whereby she could use her skill to create a job, first for herself and then 
for her family and twenty-one other people. Other Government Departments 
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also helped with orders from her new enterprise, but the assistance was cer- 

tainly not handed to her on a plate. She herself ider,tified the opportunity and 
persuaded the various officials to give her orders. The story as a whole shows 
how o&iai efforts to promote small enterprises can be successful, and why the 
attempt is worthwhile. Mrs Hirji had the necessary initiative and skill, and the 
agency provided the means whereby she was able to use her resources to start a 
successful business. This is ail that any small enterprise promotion agency can 
or should hope to achieve. 
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CHAPTER 3 

THE PROBLEMS OF SMALL 
ENTERPRISES 

The crucial issues 

- Is it possible to generalise about the problems of small businesses? 
- What difficulties do small businesses have because they are small, and to 

what extent are these balanced by compensating advantages? 
- How can the problems of small businesses be most effectively identified? 
- Are small business owners and managers always aware of the main prob- 

lems of their own businesses? 
- Are there more viable business ideas than there is money to finance them, 

or is the lack of good ideas more of a problem than money? 
- Are marketing problems the result of low demand or the inability of small 

business people to market their products effectively? 
- How can small enterprise assistance programmes be made more sensitive to 

the real problems of the people they are trying to assist? 

The need for analysis 

The mere fact that a certain type of enterprise is agreed to be of greater benefit 
to the economy, and to society in general, than another type, does not neces- 
sarily imply that Governments or others not directly involved in such enter- 
prises need take any action to assist or encourage them. People whose prestige 
and employment depends on the establishment and growth of official institu- 
tions will naturally propose new programmes to promote anything which 
contributes to national development; benign neglect may, however, be more 
effective than misdirected programmes which owe their origin to institutional 
self-interest or the need to be seen to be concerned rather than to careful 
analysis of the real problems of small businesses. 

Small businesses are in a very real sense an extension of the personality r-f 
their owners, and any attempt to general&e about them or their problems is as 
difficult as any generalisation abczt large number of human beings. Small 
enterprise owners’ perceptions of their problems may be coloured both by their 
inability to analyse their situation and their view of what might or should be 
provided for them by Government. We saw earlier that it is not easy to define 
the enterprises whose problems we may wish to alleviate; it is still less easy to 
discover how many enterprises fall into any particular definition, and to find 
out what their problems are. Some attempt must nevertheless be made to 
survey the small enterprise sector; precise enumeration is unnecessary and 
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impossible because of the continuous change and mobility, and any promotion 
initiative must be based on analysis of the problems of a small and carefully 
selected sample. 

Small business peoples’ own beliefs 

Most small business owners in Kenya, in Papua New Guinea, in India, in the 
United States and elsewhere believe (Harper, 1975, p. 366) that shortage of 
capital is their major problem. They may refer directly to their need for more 
finance, or they may mention their inability to invest in a particular asset, 
whether it be raw material, equipment, customer credit or finished products; 
this inability in turn they ascribe to their shortage of capital. A smaller number 
will complain about shortage of demand, while others will mention the diffi- 
culty of obtaining raw material or the shortage of skilled and honest workers. 

There are two common features of nearly all business people’s views of their 
problems; first they refer to one single problem, and appear to be under the 
impression that if this could be solved all would be well, and second, they 
identify problems whose solution they believe to be beyond their own control 
People who are faced with the day-to-day pressures of managing a small 
enterprise are naturally likely to concentrate on whatever appears to be their 
most pressing problem and to ignore the difficulties that will most likely 
become more easily seen if the first problem is solved. They are also, like 
anybody else, more prone to blame external circumstances for their difficulties 
than to admit to their own lack of ability. This is particularly to be expected if 
the businessman is giving his views to someone from whom he hopes for help 
such as finance or other resources from outside. 

While each small business has its own problems, there are certain difficulties 
which are shared by all small businesses, although these can be outweighed by 
their advantages of flexibility and resilience. These problems generally arise 
from the di#kence in size between small enterprises and other institutions, 
whether public or private, with which they have to deal. Small enterprises have 
their origin in small economic units such as villages or clans which have no links 
with others; one necessary feature of economic or business development is 
concentration, so that highly developed economies such as the United States or 
Western Europe are to an extent dominated by organisations which operate on 
a national or even multinational basis. 

In wealthy countries such as the United States or the United Kingdom, small 
businesses occupy an important but minority position, accounting for around 
one-third of industrial employment and a rather lower share of output. The 
large firms therefore represent the majority of industrial activity, and are able 
to meet Government on more or less equal terms. In poor countries, small 
businesses account for two-thirds or more of industrial activity; the Govern- 
ments of these countries are, however, no less and often rather more central- 
ised than those of rich countries. They attempt to promote development on a 
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national scale through national institutions, and small businesses are to an 
extent cut off from Government because of the very differences in their scale of 
operation. 

This barrier matters far more in poor countries than in rich ones, because the 
small enterprises account for such a large share of industrial employment and 
production. If small bilsinesses in a rich country are unable to influence 
Government policies or to make effective use of Government programmes 
only a small part of the nation’s industry will bc affected; when the same thing 
happens in a poor country, the majority of industry, and an even larger share of 
locally owned enterprises, is adversely affected. 

The informal sector 

The very large numbers of one- or two-person enterprises, usually mobile or 
operating from temporary premises, and often outside the law, clearly have 
rather different problems from the small but growing number of relatively 
modem businesses, which are legally recognised and may already be benefiting 
from one or another form of official assistance. If an entrepreneur has every 
day to struggle to maintain the existence of his business, not because of normal 
‘commercial’ problems but because local or central Government does its best 
to put a stop to his activities, his main problem is not finance, raw material 
shortages or level of demand, but the regulatory system which makes it difficult 
for the enterprise to exist at all. 

Many of the more recently established modern small enterprises were 
started in response to Governments’ attempts to replace imports, to create 
employment in particular regions, to use a particular raw material or in some 
other way to be an instrument of official policy. Many of their problems arise 
because they are involved in attempts to push forward the boundaries of skill, 
supply or demand. Informal enterprises, however, arise in response to oppor- 
tunities to satisfy urgently felt needs which may be neglected by planners, or 
may not be accepted as legitimate needs at all. Smuggling, prostitution, illegal 
liquor manufacture or unlicensed taxis are started because the law prevents 
people from obtaining a service they are willing to pay for. More legitimate 
activities such as mobile food vending, garbage picking or roadside vehicle 
repair may not be illegal, but their problems are more likely to arise from the 
fact that they are not generally taken into account as an acceptable form of 
economic activity. Many governments pay lip-service to the need to make 
allowance for this type of activity, but until this awareness is translated into 
action, usually involving the removal of restrictions rather than the initiation of 
any new programmes, the major problems of the informal sector will continue 
to be official neglect and opposition. In some parts of some countries this 
problem has been overcome. At this point, the more conventional problems 
outlined in this chapter also become of prime importance to informal sector 
enterprises. 
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Capital 

The shortage of capital is in some cases an illusion, since closer investigation 
reveals that substantial sums lie unused in unproductive assets; large numbers 
of small enterprises, however, do succeed in employing the little capital which 
is at their disposal, in the most profitable way, and could make economic use of 
further resources. We saw earlier that their labour intensity, or low use of 
capital, was one of the major advantages of small enterprises over large ones; it 
can be argued that although capital scarcity is indeed a problem for the owners 
of some of these enterprises, it forces them to employ people rather than 
machinery, and thus to contribute more effectively to alleviating the universal 
problem of unemployment, 

The virtues of labour intensity are, however, relative. The increasing use of 
capital is a function of economic development, and the aim should not so much 
be to deprive enterprises of capital altogether, but to ensure that whatever 
capital is available goes to those enterprises that are likely to create the most 
jobs with it. There are a number of reasons why small-scale enterprises are 
likely to find it hard to get even the small amount of capital they do need. 

In most paor countries the shortage of viable investment opportunities is far 
more serious than any shortage of funds to finance them. Oxfam Trading, a 
British ‘alternative marketing organisation’, for instance, has a policy of return- 
ing a substantial percentage of the value of every handicraft suppliers’ turnover 
with them each year, for investment in new equipment, stocks of new material 
or some improved welfare arrangements such as a c&he, a bicycle shelter or 
latrine. They ask only that the suppliers should state how they propose to spend 
their ‘supplier dividend’. The majority of suppliers are unable to present any 
ideas at all, even after repeated requests and reminders, and the scheme may 
have to be wound up because of the administrative problems involved. The 
fairly large sum of accumulated unclaimed dividends could, it is felt, be put to 
better use. Is this type of situation consistent with any genuine scarcity of 
capital for small-scale enterprises? 

In fact it is, since most small enterprise loan schemes fail because of the 
relationship between the institutional source of funds and the small businesses 
rather than because the enterprises themselves are not viable. The cost of 
appraisal, disbursement, supervision and recovery does not vary according to 
the amount of money lent, so that small-scale lending is less profitable than 
lending the same amount of money to one, far larger enterprise; since small- 
scale borrowers have usually not accumulated a great deal of property before 
making their first application for funds, they are unable to offer security in the 
event of loss. This factor means that even if the risk of loss is the same or even 
less for small businesses than for large ones, small businesses will still be 
unattractive to lending institutions. 

Risk capital is even less attractive than loans from the point of view of the 
institutional investor; the typical small-scale business owner is a sole proprietor 
or possibly a partner with one or a few others; it is almost impossible for an 
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institution to take a share of the ownership of an enterprise whose profits may 
be unknown or where the owner considers his own employment as the main 
return. The administrative problems of controlling a large number of small 
investments would be overwhelming, and any attempt by the institutional 
investor to sell his shareholding would be very difficult, quite out of proportion 
to the small sums of money involved. 

Moneylenders and other sources of so called ‘informal credit’ are as ready to 
serve small non-farm enterprises as they are to lend money to small farmers. 
These ‘loan sharks’, as they are sometimes called, are in fact themselves 
small-scale business people who make a living by providing a service which is 
needed by other businesses. Those who complain about their apparently extor- 
tionate behaviour would be better to examine the reasons why so many 
small enterprises find it necessary to borrow from these sources, and should 
encourage competition rather than attempting to forbid unofficial money 
lending. 

Because of what are effectively local monopolies, however, borrowers from 
moneylenders may fall totally under their control. They are tied to expensive 
sources of supply, or to customers who pay low prices, and they become little 
more than employees who work on their own premises and are nominally 
independent but actually wholly in the power of whomever provides their 
capital. 

In one part of Magetan, a town in East Java, almost every house is occupied 
by an individual shoemaker. They take their day’s production of two or three 
pairs of shoes to the moneylender every evening and collect sufficient materia! 
for the following day’s work. The moneylender, who is also the supplier and 
customer, pays each shoemaker a small sum for each pair of shoes he delivers. 
He is nominally purchasing the complete article, less the value of the material 
which he has ‘lent’ to the shoemaker the previous evening, but the relationship 
is actually far more like that between an employer and his employee who 
happens to work at home than between two separate businesses. Only the 
incidental fact that they work at home, rather than in a factory, leads outsiders 
to enumerate them as separate enterprises, and to call for the abolition of the 
moneylenders, rather than regarding the shoemakers as underpaid workers in a 
larger business. 

Since the supply of capital is the means by which the ‘Mahajan’, the ‘Cukong’ 
or whatever else the financier is called secures his control over the sl.-all 
business, this problem is often seen as a symptom of a shortage of capital, which 
can be remedied by providing it. It is hardly surprising that attempts to remedy 
this problem by providing alternative sources of finance have not generally 
been successful. People who have never had the opportunity or the need 
actually to run a business are not likely to acquire the necessary skills or 
attitudes just because somebody lends them money on reasonable terms, and 
efforts to convert independent outworkers into entrepreneurs are equally 
likely to be unsuccessful, whether they involve handicraft makers in The 
Philippines or handloom weavers in Nepal. 
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Lack of demand 

Capital alone is often wasted or even counterproductive; the effect may be to 
convert a struggling but independent business into a struggling and deeply 
indebted one, and it is clear that finance is not the only, or even the most 
important problem for most small businesses. Lack of demand is probably the 
problem most business people will mention after the shortage of capital; this is 
not something which can be remedied by providing anything tangible, such as 
finance, a machine or raw materials, and the nature of small enterprise market- 
ing problems must be clearly understood before any attempt is made to solve 
them. 

We have seen that one of the merits of small businesses is that they are a part 
of the local environment, and that they tend to employ and serve the needs of 
the poorer people in their community. The very poverty of the people whom 
they serve obviously limits the demand for their products. Economic develop- 
lment is inevitably accompanied by increases in the size of communities and the 
growth of large institutional customers so that newer, larger sorts of businesses, 
even if their actual products are no more suitable or no less expensive, are 
necessarily at an advantage because they match the new scale of the demand. 

Governments of all types tend to consume an ever-larger proportion of 
national goods and services, and they have to adhere to formal tendering and 
supply procedures when purchasing the vast quantities of every type of product 
and service which they need. These procedures, to say nothing of the informal 
‘inducement’ which may also be necessary, are quite beyond the skills and 
resources of most small enterprises. As people become more mobile, they are 
less dependent on small local sources of supply, and can purchase more of their 
daily requirements from large suppliers in towns and cities. Small firms are also 
at a disadvantage when attempting to promote their products. Traditional 
personal links become less important, and are replaced by mass media such as 
posters, radio and newspapers. Advertising is only economic if its costs can be 
spread over a large volume of sales, so that these advertising media are out of 
the reach of small businesses. It thus appears that smaller enterprises are 
unlikely to obtain more than a small share of the greater purchasing power 
which comes with economic development. . 

This is, however, a one-sided view of the demand situation for small busi- 
nesses; development is synonymous with change, and small enterprises are far 
more able to recognise and satisfy new demands. The capital and the skill 
necessary for imported large-scale technology are often absent, and enter- 
prising small businesses can capitalise on the demand which is created but 
unsatisfied by large international firms. Consumers in Nigeria, Indonesia and 
elsewhere have become aware of the latest pop music and dress fashions before 
their foreign manufacturers are fully able to supply them. Local enterprises 
have successfully satisfied this demand by ‘pirating’ tapes and fashions; this 
may be unfortunate for the owners of the copyright, but is a typical example of 
the entrepreneurial response which can often overcome the disadvantages of 
small scale. 
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New large businesses need small-scale sources of supply and distribution 
channels; this again provides opportunities for the new and existing enter- 
prises. Nevertheless, inadequate demand is often a more genuine problem than 
shortage of capital; it arises from inadequate access, disadvantages of scale and 
the lack of skill and initiative in marketing; assistance programmes can attempt 
to fill these gaps. 

Raw materials and supplies 

Shortages of raw material are also a frequent problem; these may arise from a 
shortage of working capital which effectively ties the enterprise to one high- 
priced, unreliable or low-quality supplier like the shoemakers in Magetan. 

Handloom weavers in Nepal have a rather different raw material supply 
problem which they perceive as a shortage of working capital. The Govern- 
ment, in its efforts to save foreign exchange, has imposed import restrictions 
which mean that cotton thread for weaving is in short supply. The few suppliers 
are unwilling to allow credit to individual small-scale weavers, or to supply 
them with the small quantities for which they are able to pay cash. It is also 
necessary to travel some distance to reach the thread suppliers, so that it is in 
any case uneconomic for the weaver to purchase small quantities. They there- 
fore need more working capital to pay cash for several days’ or weeks’ worth of 
thread at a time, but the problem might equally well be solved by a more 
suitable raw material distribution system. 

Governments’ efforts to ‘ration’ raw materials and to ensure that small 
enterprises get their share, such as has been done with steel in India, often lead 
to further difficulties. A few of the more powerful businesses, with better 
‘connections’ in the right places, purchase the limited supply that is available 
and then sell it illegally to large businesses, or at very high prices to the small 
businesses for whose benefit the system was originally designed. 

The small enterprise however also has some advantages over larger busi- 
nesses in obtaining supplies. Whenever materials are available from scattered 
small producers, small-scale users are more able economically to purchase and 
use them in the limited quantities they need, without excessive transport costs. 
In Kenya, India and elsewhere traditional small-scale refiners of brown sugar, 
or ‘gur’ or ‘jaggery’, for instance, are able to make use of sugarcane produced 
by widely distributed small farms, while large-scale sugar mills must buy their 
cane from large estates which are within an economic distance of the mill. 

Labour intensive methods of production which are typical of small busi- 
nesses can cope more easily with variations in quality of materials. Village 
blacksmiths in East Java use steel which has been salvaged from wrecked cars 
to forge high precision industrial components for weighing equipment manu- 
facturers, whereas a large producer, using more modern technology, would 
need regular supplies of steel sections to a particular specification. 

Agricultural raw materials may only be available for a few months every 
year, and other supplies may depend on infrequent allocations of foreign 
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exchange. A large-scale knitting factory could never be economic, for instance, 
if it had to depend on occasional deliveries of ~001, but a small-scale enterprise, 
with two or three knitting machines costing perhaps $200 each, can still earn 
enough money to pay for the machines and make some profit if raw material is 
only available for three or four months every year. Labour is also often 
available only for part of the year, since people are fully occupied in their farms 
during the seasons for planting, weeding and harvest. A iarge-scaie brick 
factory in Nepal, with expensive equipment must operate all year round to be 
economic, but small individual units need only work when farmers have har- 
vested their crops and are free to dig clay and carry the bricks to market. 

Equipment 

Similar problems and advantages apply to equipment. If the market demands 
products which can only be made with foreign large-scale technology it is 
basically closed to small enterprises. However, there are very few products 
which can only be made on a large scale, and here again the ingenious and 
enterprising businessman has the opportunity to modify foreign methods so 
that they are more suited to the costs of labour and capital in a poor country. A 
mechanic in a sma!l town in Nepal observed that local weavers wanted to buy 
qowerlooms which had to be imported from India. He designed and built 
.,imilar equipment, but using scrap steel sections, simple locally available 
electrical fittings and other similar components, so that he both satisfied 
people’s need for the machinery and created a local industry to build it. 

Spare parts probably cause more problems than original equipment itself, 
even if it has been possible for a small enterprise to import suitable equipment. 
It may be that the small amounts of foreign currency necessary for buying spare 
parts cannot be obtained; as with the case of raw materials, large businesses are 
better situated to obtain allocations of any supplies which are at the disposal of 
Government. Here again, however, this problem presents an opportunity for 
small business people. They can observe the need, and themselves manufacture 
local variants of the foreign spare parts. Larger firms are less likely to be able to 
make economically the small quantities of the variety of parts which are likely 
to be required. 

Regulations and the law 

In addition to the problems of selling to or buying from Government, small 
enterprises are also at a disadvantage when it comes to negotiating for excep- 
tions from any forms of regulation, permission to operate in a particular place 
or any other privilege or right which is under the control of a large-scale central 
authority. The time and expenses required for negotiations may be the same 
regardless of the scale of the operation, and hard-pressed officials are naturally 
unwilling to spend time negotiating or deciding on applications when the final 
result will only be a small addition to national production or employment. 
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It is easier, however, for small enterprises to operate outside the law; their 
transgressions are less noticeable and the expense and administration involved 
in effective control are beyond the resources of most Government agencies. 
Where there are advantages to be gained from paying less than official wages, 
producing illegal products, operating unsafe working conditions or infringing 
environmental regulations, the small business can often take these advantages 
without being noticed by Government agencies, and without the difficulties of 
negotiating or ‘buying’ exemption from the law. 

Application questions 

- Are all officially sponsored assistance programmes based on a genuine 
understanding of what really are the problems of small enterprises? 

- Do some programmes ‘scratch where it does not itch’, because they are 
directed at official preconceptions of what the real problems are, or because 
they provide resources which are convenient for the providers rather than 
useful for the businesses? 

- When small business people themselves are asked what their main prob- 
lems are, can they always be relied upon to know, and, even if they do, are 
they likely to say what they believe the enquirer wants to hear? 

- When small business people complain about their lack of capital, does this 
necessarily mean that they are employing the capital they do have as 
effectively as possible? 

- Is Government itself responsible for some of the problems which its assist- 
ance programmes are attempting to alleviate? 

Case study: the Lagos Ruler Company 

When the Government of Nigeria introduced free primary education, there 
was an immediate demand for all kinds of school supplies. An enterprising 
engineer from Lagos, who had at one time worked in a factory producing rulers 
in Europe, decided to grasp the opportunity and to set up a school ruler 
business. 

He had little capital of his own, and applied for a loan of $70,000 to pay for 
the necessary equipment, which would have to be imported from abroad. The 
officials of State Loan Scheme always insisted that loan applicants should state 
how they propose to market their products; the engineer made some contacts 
with the Ministry of Education in Lagos and some neighbouring States, and 
with the three large companies which presently imported and sold school 
equipment. They all expressed interest in his products and placed large initial 
orders. 

Since the engineer had no security to offer for his loan, he offered to pledge 
the equipment itself as collateral. This was at first refused, but after a long 
delay, including an appeal to the Ministry of Justice, the offer was accepted. 
The equipment was ordered, and duly arrived. It had to be installed by 
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technicians from the foreign manufacturer, but the engineer was unable to 
obtain visas to allow them to enter Nigeria. After some months further delay, 
the technicians obtained visas and the equipment was properly installed. 

As a result of these delays, the new company was unable to deliver on time, 
and the various customers had to place emergency orders with their previous 
foreign suppliers. When the new company finally started to operate, further 
difficulties arose because of constant electric power failures. The engineer had 
included a standby generator in his loan request, but this had not been 
approved. It was only possible to produce a very small number of rulers, but the 
skilled workers whom the engineer had by this time managed to recruit had to 
be paid the full daily rate in order to retain their services. 

As a result of all these problems, the engineer found it impossible to repay 
the loan on time. He asked the Loan Committee either to reduce the monthly 
repayment or to grant him a monopoly for the supply of rulers to the State 
Controlled Schools. The Committee decided that it would be better to guar- 
antee him a market. They asked the Ministry of Education to place all its orders 
with the new company. 

Commentary 

This business appears to have got into difficulties because its owner has chosen 
equipment, and distribution channels, which would be more suitable for a large 
and well-established company. The equipment had to be ordered from abroad, 
and it was not possible, as it might have been with a more simple method of 
production, to build up production gradually. It depended on foreign expertise 
for its installation, and operations could not continue without electricity. It 
seems to have been a typical example of inappropriate technology, so that the 
business failed to benefit from the special advantages of small scale. 

The engineer was encouraged by the Loan Committee to sell through 
Government and large-scale private suppliers. They initially ordered large 
quantities, so that the business had to manufacture and deliver in bulk from the 
very beginning. If he had started gradually, selling to smaller customers, some 
of his problems would have been avoided. 

Although the Government Loan Scheme was designed to assist small busi- 
nesses, the availability of finance may have actually deprived the engineer of 
the benefits he might have gained if he had had to start on a very small scale and 
build the business gradually by re-investing its earnings. By agreeing to the 
engineer’s request for a monopoly, the Committee may actually have made it 
even more difficult for the owner to establish a genuinely viable business. He 
will be protected from competition, which is the best form of training, and the 
schools will be tied to an unreliable source of supply. The new company is 
unlikely to provide the best prices or the highest quality, because there will be 
no competitive pressure to encourage them to do so. 

This example demonstrates how important it is for the owners of small 
business, and Government officials who are trying to support them, to be 
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clearly aware of the advantages small enterprises have over large ones. If a 
number of smaller units had been encouraged to satisfy the demand, using 
simple labour-intensive equipment, and selling to individual schools or through 
local small wholesalers and retailers, more people would have been employed, 
less foreign exchange would have been needed and society in general would 
have benefited from the higher level of service that could be expected from 
businesses which had to face competition. 

The owner’s own decisions, and the way in which the official assistance 
programme operated, tended to exaggerate the problems of small scale, by 
choosing equipment, methods and marketing channels which were more suit- 
able for a large business. It may be possible to avoid some of the problems of 
small industry, but the best approach is to exploit the advantages as effectively 
as possible. 
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CHAPTER 4 

THE POLICY ENVIRONMENT 

The crucial issues 

- How c .I Governments help small-scale enterprises by ceasing to hinder 
them as well as by trying to help them? 

- How do urban planning regulations make life difficult for small enterprises, 
and are the benefits outweighed by the costs? 

- Do the employees of small businesses, and those who would like to be 
employed in them, really benefit from minimum wage regulations and 
attempts to improve working conditions? 

- What effects do business licences have on the licencees, those who cannot 
obtain Iicences and the general public? 

- What is the impact of regulations affecting small enterprises on their rela- 
tionships with the police? 

- Are fiscal incentives, which necessarily involve complicated claims pro- 
cedures, an effective way of helping small enterprises, or do they actually 
injure them? 

- What effect do highly concentrated assistance programmes, which reach 
only a small minority of small businesses, have on the remainder who do not 
benefit from them? 

Official contradictions 

Organisations, and people who work in them, are fundamentally concerned 
with their own survival. In a small private enterprise, survival depends on 
profits, and it is possible to make higher profits either by reducing expenditure 
by stopping doing something unnecessary, or by increasing revenue by adding 
some new product or activity. Most departments of large organisations, and in 
particular of national Governments or international assistance agencies, 
cannot so easily be judged by the criterion of profit. Because they do not 
actually sell anything their measure of achievement becomes the amount of 
money they spend, absurd though this may seem to a business person to whom 
expenditure is cost, the item he is always trying to reduce. In these circum- 
stances, it is hardly surprising that people in Government, including those who 
are responsible for small business promotion, prefer to propose new pro- 
grammes rather than to eliminate or simplify aspects of their own or other 
Departments’ activities. 

As a result of this natural tendency of official organisations to extend rather 
than to curtail their activities, small enterprises are both the victims and the 
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beneficiaries of official regulations and programmes. Government policies may 
in theory favour small enterprises while official purchasing procedures at the 
same time prevent them from selling their products, a small number of special 
highly subsidised factory sites may be reserved for small businesses, while the 
vast majority of small enterprises are continually harassed by planners who 
object to their presence, and official training schemes train artisans in appro- 
priate technologies while minimum wage regulations prevent small enterprises 
from employing them. 

This zmbivalence is an enormous waste of resources; any Government which 
is concerned to promote small enterprises should first of all examine very 
carefully the impact of all its existing policies and programmes on the small- 
scale sector. In spite of institutional reluctance, changes can be made; in Great 
Britain, small enterprises were relieved of the major proportion: of their routine 
form-Ming obligations, even though this caused some inconvenience to 
Government statistical departments, because the report of the Bolton Com- 
mission on Small Firms was considered a matter of national importance. The 
International Labour Office’s Report on Employment, Incomes and Equality 
in Kenya recommended that the Government should simplify and indeed 
totally eliminate some of the licensing requirements demanded of informal 
sector taxi operators (ILO, 1972, p. 2 10). Its recommendations were accepted 
and implemented, with very positive results for the business people involved. 

It is not immediately obvious which aspects of Government policy damage or 
unfairly discriminate against small enterprises, because this discrimination is 
not a deliberate attempt to assist large enterprises against their smaller com- 
petitors, but is wholly unintended. It is necessary therefore to identify the kinds 
of regulations which can damage small enterprises. 

Inappropriate standards 

First, and perhaps most obvious, are legally imposed standards, whether they 
apply to product specifications, buildings, 0ivironmental pollution or any 
similar aspects of induslrial undertakings. Many such standards have come 
from industrialised countries, together with the techniques and often the actual 
companies which have initiated modem industrial development. The regula- 
tions may be suitable for large-scale foreign industries, and it is natural that the 
host country should insist that the new companies should not adopt lower 
standards than those prevailing in the countries where their firms or their 
technology originated. Small businesses find it quite impossible to obey many 
regulations of this sort, however, and Governments can neither inform small 
fiims of the existence of the regulations or monitor their compliance. As a 
result the rules are widely ignored; they remain in force and are an obvious 
pretext for petty corruption since any policeman or similar official can be fairly 
sure of finding some regulation which a given firm is breaking. Compliance is 
quite beyond their reach, but a small ‘tip’ buys a blind eye until the next official 
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is in need of ready cash. 
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Employee protection 

Similar problems arise from measures which may appear to be designed to 
protect the interests of employees; what objection can there be to Govern- 
ment’s efforts to improve working conditions or to ensure that minimum wages 
do not fall below a certain level? Clearly every country should be concerned to 
improve the lot of its citizens, but, as in so many ways, attempts to legislate 
improvements which are substantially inconsistent with the overall economic 
situation can be useless or counterproductive. As with product or building 
standards, regulations which cannot be effectively policed are an open invita- 
tion to petty corruption; more importantly, anything which tends to increase 
the cost of employing people beyond the minimum amount for which they 
would be willing to work will discourage the creation of jobs and encourage the 
substitution of capital for labour. 

Regulations of this sort should certainly tend to lead rather than to follow the 
harsh realities of the economy; they should, however, only be imposed if they 
can be policed and if they represent an attainable and marginal improvement 
over the free market situation rather than a wholly irrelevar. _ set of standards 
borrowed from industrialised economies. Small children finally ceased to be 
cruelly exploited in nineteenth-century British mills and collieries because of 
Lord Shaftesbury’s legislation, but the growing wealth of the working popula- 
tion meant that parents were no longer compelled to allozrv their children to 
work in such conditions; the law marginally accelerated the improvement and 
ensured that it was universal, but it could never have been effective if the only 
alternative open to the masses of the people was starvation. Similarly it is said 
that the Civil War only marginally hastened the end of slavery in the South of 
the United States. Even a war could not impose a change which was too far 
ahead of economic realities. 

Physical planners can be quite inadvertently the worst enemies of enterprise. 
New businesses are often started in people’s homes; if they prosper they 
expand into additions or outbuildings, which can be environmentally sub- 
standard and are almost always untidy, disorderly and an offence to the 
planners’ eyes. Such enterprises are unable to finance the sudden transition to 
modem premises, whose rents even if subsidised are inevitably more than the 
cost of operation in the home, and industrial buildings are usually sited in 
separate areas from people’s homes. Children and other members of the family 
can no longer conveniently work for the family business, which has therefore to 
absorb higher labour costs at the same time as higher rent. 

Special ‘nursery estates’ or other accommodation for small businesses may 
be provided as pait of an urban plan, but they must be rented at some cost, and 
even if there are a number of different sizes and types they can never ade- 
quately cater for the diverse requirements of small enterprises which may be 
seasonal, and whose activities grow or contract rapidly and unexpectedly. The 
presence of such estates is often used as a pretext for prohibiting industrial 
activities in people’s homes; a small number of enterprises may benefit but far 
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more are damaged. Planners must ensure that theu standards are appropriate 
and that they are not imposing uniformity in the interest of neatness and order 
for its own sake. 

Fiscal incentives 

Product standards and worker protection and planning regulations are 
designed to protect employees, customers or society as a whole; small enter- 
prises are sometimes the inadvertent casualties. There are other measures 
which are specifically designed to promote and assist businesses themselves, 
rather than their employees or customers, and which nevertheless damage 
them. It is perhaps inevitable that any form of concession or privilege should be 
more easily accessible to the stronger members of whichever group it is 
designed to help. Tax incentives effectively discriminate against businesses 
which pay no tax in any case, and bonuses or subsidies, such as those offered to 
encourage exports, particular locations or staff training are of little value to 
enterprises which can aiford neither the expertise nor the time to claim them. 
Small enterprises may in effect be exempted from many regulations because 
they are unenforceable, but they are also unable to obtain access to concessions 
which are introduced to benefit them. The most effective way of encouraging 
particular types of activity is not to impose taxes or other regulations and then 
offer special reductions or refunds which can only be obtained through com- 
plicated official procedures; it is far more simple not to impose the taxes at all. 

Import duty drawback systems, accelerated depreciation allowances, export 
incentives and tax holidays are all measures which are intended to mitigate the 
burden of taxation for special cases; measures to exempt broad categories of 
enterprise from any form of taxation may be cruder in theory but are more 
likely to be effective and economical to administer in practice. 

Licences 

Licences are a further irritant which can be a major item of expense for the 
siflallest enterprise; even if the actual fee is nominal in relation to the smallest 
business and the numbers of licences granted are not limited, which is often not 
the case, the time taken to obtain a licence is bound to be a proportionately 
greater burden to the owner of a small business than a large one. Licences are 
justified by the need to control numbers and to obtain information as to the 
ownership and whereabouts of licensed businesses, but the force of the market 
will inevitably overcome attempts to limit numbers if the chosen maximum is 
significantly lower than the number required to satisfy demand. An informal 
trade in licences forces up their prices, and at the same time large numbers of 
illegal operators will enter the market without licences. 

The result is that official figures are wrong, customers are faced with lower 
levels of service and higher prices and the police are provided with a further 
opportunity for petty corruption. The actual licence fees may be a burden to the 
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poorest and often discriminate against those least able to afford them, but they 
are at the same time often insufficient even to cover the cost of collection. 

Governments are attempting to redirect the field officers of departments of 
trade, industry or commerce towards active promotion of and assistance to 
local enterprises; if they are perceived both by their own staff and by the small 
business community as licensers and controllers there is little chance that they 
will be accepted as promoters and assistants. 

Education 

Many small business problems arise from basically misconceived policies and 
regulations, which need to be drastically modified, or totally abolished, in order 
to allow entrepreneurs fully to play their potential economic role. Other 
functions of Government, which do not directly impinge upon small businesses, 
can nevertheless make a very positive contribution to the development of 
enterprise. Most school curricula, for instance, are designed to enable children 
to pass examinations and to proceed to the next stage of the education system. 
At the same time, successful completion even of a postgraduate degree is no 
guarantee of employment. Children need to be made aware of the fact that job? 
are no longer something you can get from somebody else if you amass the right 
certificates, and that it may be necessary, and profitable, to create your own 
employment through individual enterprise. 88% of a sample of Nepalese 
schoolchildren in the thirteen- to fifteen-year age range said they would prefer 
to be Government clerks, teachers or soldiers rather than self-employed busi- 
ness people. Most were from artisan families, and their choices were affected 
by caste and other factors apart from school, but changes in the school cur- 
riculum could go some way to making these children more aware of, and 
prepared for, the need to create their own jobs. The ‘Junior Enterprise’ system, 
whereby schoolchildren go through the experience of starting a small business, 
managing its operation and sharing the profits or losses at the end, originated in 
the United States but has been successfully transplanted to many different 
countries. Black and white schoolchildren have worked together in a pro- 
gramme of this sort in Johannesburg, in an attempt by a voluntary organisation 
both to bridge the gap caused by the political system and to introduce both 
groups to thz idea of self-employment. It is very difficult, and slow, to change 
an educational system, but new enterprise must be promoted in this way as well 
as in the short term. 

Infrastructure 

Small businesses, and in particular those which have links with larger ones, 
need communications such as roads and telephones. They also need electricity 
and water. Small businesses are obviously not the only beneficiaries when 
services of this sort are brought to an area where they have not previously been 
available, but they are less able to construct their own facilities than are larger 
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businesses. They are also scattered in rural and urban communities, mingled 
with and often indistinguishable from farms and dwelling houses. A large 
number of modest roads, possibly constructed with help from the community, 
may not be as impressive as a modern four-lane highway linking the airport and 
the capital city, and serving the branches of multinational companies along its 
length, but for the same expenditure of public funds they can arguably benefit 
far more people, partly by promoting the growth of and employment in small 
businesses. 

Small business people in rural areas of Kenya benefited significantly from 
improved market and supply information when they acquired telephones. The 
rural electrification schemes such as those undertaken by special authorities in 
India and the United States are probably the single most effective means of 
bridging the gap between the city and the countryside. Supply may be inter- 
mittent, and small businesses are less able than large ones to install standby 
generators, but when the workers live in or near the workshop they can cope 
more easily with random power-cuts. The workers in a small-scale steel re- 
rolling mill in a rural area of Bihar, in India, live around their factory. When the 
electricity comes on, by day or by night, they can quickly restart opeartion. This 
is hardly a satisfactory state of affairs, but if they had to travel a long distance 
from their homes to a factory in an urban area, the factory would not be able to 
take advantage even of the inadequate electricity supply that is available. 

Misguided assistance 

Finally small enterprises in general suffer even from those forms of assistance 
which appear to be most clearly designed to help them. Governments provide 
grants and low interest loans, and do not actively pursue defaulters unless the 
borrower has been blatantly dishonest; extension staff devote themselves 
assiduously to the care of individual enterprises and obtain orders from Gov- 
ernment departments, ne:gotiate raw material supplies and even arrange for 
full-time experts from abroad to be attached to one small business in order to 
help with its technical, marketing or management problems. 

Inevitably only a few businesses can be served in this way; they may or may 
not benefit, but they cannot be allowed to die because of the official loss of face 
that this would involve. In the meantime the va?t majority of enterprises must 
subsist without the benefits of such assistance and, whatever its real value, 
business people will come to believe that they are entitled to concentrated help 
of this sort. Since the majority cannot enjoy it, they will come to blame the 
Government for their lack of success, rather than realising that prosperity can 
come only from their own efforts, hopefully untrammelled by excessive 
Government interference, whether it is designed to control or to assist them. 

Application questions 

- Do small enterprise people actually view Government as a source of sup- 
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port or of harassment? How can this view most easily be changed? 
- Is the cost of Government forms, and licences, both to Government and to 

small enterprises, in money and in time, really covered by the benefits to the 
country at large? What changes could be made? 

- Are minimum wages significantly higher than those for which people are 
willing to work? If so, what effect do the regulations actually have on 
employment? 

- Why do people continue to run their businesses in their homes, even if it is 
forbidden? Who actually suffers if they do? 

- Are all small enterprises, particularly the smallest and most in need of help, 
able to take advantage of tax concessions and other incentives? How could 
the procedures be simplified, or would it be possible to eliminate the need 
for the concessions by abolishing the import duties or other taxes them- 
selves? 

Case study: Baba Didi’s furniture factory 

Alhaji Baba Didi started his furniture factory in 1972, when he was 32 years 
old. He had for some years before starting his own business been apprenticed to 
another carpenter. At first he relied on his own manual labour using a few 
simple hand tools and whatever supplies he was able to buy. He worked in a 
temporary shed and his total initial investment was under $200. 

Because he had so little working capital, he was unable to make goods for 
stock. His main products were simple stools, benches, tables and shutters and 
he produced them only as his customers asked for them. He sold most of his 
products to his neighbours such as market women and housewives and because 
there was very little demand his sales were very low. He did not keep any 
records at that time, but he now thinks that he used to earn around $40 a week 
when he was actually working. 

He was nevertheless very determined and did not give up. He carried on for 
about four years, doing his best to maintain his household. The business failed 
to expand in any way but his efforts were finally rewarded in 1976 when the 
Government introduced Universal Primary Education. This programme aimed 
to give free primary education to everyone and large numbers of new schools 
were opened. They needed benches and tables for the children and there was 
thus an enormous increase in demand for simple furniture such as Baba Didi 
made. 

Early in 1977 he received a contract to manufacture furniture for two 
schools. He was able to pay for the materials with the little amount of money he 
had been able to save, and he was then able to expand his business, using his 
earnings from the school contract. 1977 was thus the turning point for Baba 
Didi. 

He wasted no time; he moved to a new site, built a bigger shed with a 
showroom, and took on three skilled employees, two semi-skilled workers and 
one labourer. He bought a few carpentry machines and started to produce 
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standard designs of furniture which were later improved in response to his 
customers’ requests. 

Although his records were very rudimentary they showed that by 1978 the 
business that had started with a capital of $200 six years before was now worth 
about $80,000. The equipment was worth $42,000, there was $15,000 worth of 
raw material in ssock and the building was worth $23,000. Baba Didi had 
accumulated all this from the earnings of his business. He had not borrowed 
money from anyone. 

As the quality of his products improved, Didi became the main supplier in 
the local furniture market. He soon found himself in competition with long- 
established large furniture factories but nevertheless obtained a reasonable 
share of the market. In 1979 he bought some more machinery and employed 
two new skilled carpenters. His sales rose to $160,000 per year, his annual costs 
were $100,000 and he continued to take only a very modest salary for himself. 
He re-invested the vast majority of the profits in expanding his business sjtiil 
further. He worked as hard as ever, and because of the good reputation his 
business had earned he had little difficulty in obtaining supplies of raw material 
and in selling his furniture. 

In February 1981, however, disaster struck. A fire broke out in his workshop 
and burnt all the machinery and equipment and the stocks of raw materials and 
finished products. Nearly half a million dollars’ worth of finished goods, 
machinery, equipment and materials were destroyed. Something was saved, 
however, since some of the finished products were kept in a separate showroom 
which was not destroyed. 

Just before this disaster Baba Didi had approached the State Small-Scale 
Industries Credit Scheme for a $160,000 loan to purchase new machinery and 
to add to his working capital. The application was approved in principle, but 
because the scheme was short of money formal processing of the application 
and the disbursement was seriously delayed. Didi therefore had to use all his 
past savings to rebuild the workshop. He sold the finished products which had 
not been destroyed in the fire and purcha;;ed new machinery with the proceeds. 
He was ready to start operation again by 1st June 1981 and by the end of the 
year the enterprise was back on its feet and employing fourteen people. 

Commentary 

This story has been chosen to illustrate the chapter on The Policy Environment, 
because it describes the successful development of a business which, through 
luck or good judgement, was entirely unaffected by unnecessary Government 
interference or well-meaning attempts at assistance whose effect is often 
equally unfortunate. It is a success story of private initiative and determination, 
untouched by Government intervention. 

Baba Didi was not trained in an inappropriately equipped Government 
institution, but by another carpenter, who no doubt used the same tools and 
equipment that Baba Didi himself used when he started his own business. He 
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received no Government start-up loan, and started on a very small scale, so that 
he was able to develop his own skills slowly as the business grew, rather than 
having to start at once with a complex enterprise demanding a high degree of 
management and technical ability. 

Like the ruler manufacturer in the previous chapter, his first official contract 
came from the introduction of Universal Primary Education, but only from two 
schools. The quantity therefore was not beyond his capacity, and he only 
received the contract after he had mastered the business through four years of 
selling to individual customers. Even when disaster stuck, Baba Didi did not 
benefit from any Government assistance, although he had applied for a loan. If 
he had waited for money from the official scheme, he might have lost 
his workers and his market. Because he was forced to depend on his own 
resources, he rapidly and successfully rebuilt the business. 

The main reason for Baba Didi’s success was his own initiative, determina- 
tion, hard work and resilience. There are people with these entrepreneurial 
qualities in every community, but they are often discouraged by Government 
restrictions, or diverted by Government assistance, so that they never build 
viable enterprises such as Baba Didi’s furniture factory. People responsible for 
promoting small enterprises must recognise that their own contribution is at 
best peripheral; individuals like Baba Didi will play their part in economic 
development so long as they can operate in an environment which allows them 
the freedom they need to prosper. 
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CHAPTER 5 

CAPITAL 

The crucial issues 

- Is capital scarcity really the main problem of small enterprises? 
- Should interest rates on bans to small businesses be subsidised? 
- How should small business loau ayplicaiions be appraised? 
- Should fixed and working capital loans be provided by the same or by 

different institutions? 
-. Should the bar& appraise small business loans itself, or should another 

institution car-q out the appraisal? 
- How can commercial banks be encouraged and assisted to offer better 

services to small-scale enterprises? 
- Is money lending itself an appropriate small business activity, and, if so, how 

can moneylenders be encouraged to provide a better service to small 
businesses? 

The capital scarcity illusion 

Most small business people believe that shortage of capital is their major if not 
their only problem; at the same time they often have substantial resources 
uneconomically employed and are not likely to make optimum use of addi- 
tional capital if they can obtain it. Over two-thir:; of the Kenyan shop-keepers 
who were referred to earlier believed that their most important problem was 
their shortage of capital. At the same time, 72% of the shop-keepers had more 
than one month’s worth of goods in stock. None of the shops were in particu- 
larly remote areas, so they could obtain more supplies without difficulty at least 
once a week, and there were at this time no shortages or threats of price 
increases which would have justified the holding of excess stock. They thus had 
at least some of their present capital uneconomically employed, and those who 
had received loans had merely accumulated an even larger stock of slow-selling 
goods, with no effect on their profits. 

On the other hand, however, many entrepreneurs are prevented from start- 
ing a business only because they lack the initial capital, and some existing 
businesses are making remarkably effective use of tiny amounts of capital. A 
shoemaker in Colombia, with one employee, makes two or three pairs of shoes 
ever morning. He sells them at lunchtime to one of the retail shops where he is 
known, for cash, and with this money he buys the raw material for a further two 
or three pairs which he makes up in the afternoon. He sells these in the evening 
and repeats the process, thus turning over his working capital at least twice a 
day. He sells to and buys from a number of different businesses, and is not 
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effectively the employee of one financier, like the shoemakers of Magetan who 
were mentioned earlier. If he had more capital he would not spend so much 
time buying and selling, and might pay lower prices for his material. 

Other businesses, such as grain millers, jewellers and tailors are unable to 
compete with large manufacturers of ready-made goods because they have to 
wait until a customer provides them with the raw material, or money to buy it, 
for whatever he wishes to purchase. In industrialised countries people are 
willing to pay extra for tailor-made clothing, and made-to-measure shoes or 
personally designed jewellery are unheard of luxuries except for the very rich. 
Craftsmen in poor countries, however, are compelled to operate in this way 
because they have no alternative. A cobbler in Nepal was unable to afford to 
buy leather until he received an advance deposit, and because this was the 
normal practice he doubted whether anyone would buy ready-made shoes from 
him even if he was able to afford the finance to make them in advance. A loan of 
about $30 enabled him to make the attempt. To his great surprise, he sold his 
first pair of ready-made shoes very soon after he had finished them, and he was 
able to double his workforce, from two to four people, as a result of receiving 
this very small amount of extra money. 

Capital is often the lever by which extortionate suppliers or customers 
effectively control and exploit small enterprises; if the owner obtains more 
capital and is prevented in one way or another from tapping new sources of 
supply or selling to new markets the situation is unlikely to be improved, but 
capital is still an essential part of any ‘package’ which may be designed to 
release him from the bondage which makes him in effect no more than an 
employee without the benefit of trade union or Government protection. 

Small enterprises will lose one of their major advantages over larger ones if 
they attain the same level of capital intensity, but they must invest in equip- 
ment, even if this means less employment, in the interests of long-term survival 
and growth. Shortages of raw materials, however caused, lead to the need for 
higher stocks, while personal customer contact may mean that small enter- 
prises can more safely extend credit than large ones. Capital is scarce in 
developing countries, almost by definition. It is therefore essential that what- 
ever capital is available should be deployed as efficiently as possible, in order to 
maximise the creation of new jobs and the production of new goods and 
services, rather than being used to convert a very small number of businesses 
into modem capital intensive enterprises, without basically changing the dual- 
ist structure of the economy. The money must therefore be widely spread and 
effectively used. How satisfactorily are small enterprise financing schemes 
achieving this objective? 

Sources of capital 

Promoters of official support schemes sometimes act as if small enterprises 
have no other source of capital apart from banks and similar institutions. In 
fact, in both industralised and developing countries, the vast majority of initial 
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venture capital and subsequent funds for expansion is provided from ‘informal’ 
sources. These include the entrepreneur himself, his business and his family, 
suppliers and customers, and moneylenders or other investors who provide 
capital in innumerable ingenious ways, often linked to supply, machinery, 
employment or customers. 

While many small enterprises fail to grow, or even die, because their owners 
take tot much money out of them for their personal use, other entrepreneurs 
are startlingly frugal; an underemployed subsistence farmer may go so far as to 
take nothing at al1 from the small shop or other activity which he starts in an 
attempt to improve his lot, so that any profits are automatically re-invested in 
the business. 

Some business owners know exactly how much money their enterprise is 
making, or losing, without any formal accounting records. An illiterate black- 
smith in Indonesia was asked how much profit he made in a month, and said he 
thought it was $37. He was then asked a number of detailed questions and his 
business was observed for sorIle time. It appeared that his profit was indeed $37 
per month. Others, however, are totally ignorant of how they are doing. A 
tailor in Kenya, employing some twelve people, was delighted to allow a 
number of school uniform contracts to replace his earlier work on general 
clothing, although it could quick1y be calculated that the price barely covered 
the cost of materials. If he had gone on in this way for a few more weeks, he 
would have run out of money altogether. Ignorance of this kind can lead to 
excessive withdrawals, but, by the same token, an ignorant owner may not 
realise that he is making a profit and may thus continually re-invest his income 
in more stocks, machinery or other assets, without being aware of the point at 
which he is unnecessarily adding to the funds employed. There may neverthe- 
less be a need for more capital as a complement to funds from informal sources, 
or from the business itself. How can money be most effectively provided, and at 
what cost? 

Interest rates 

Before considering the actual mechanisms and institutions through which 
finance may be made available to small enterprises, it is necessary first to deal 
with the vexed question of interest rates. If the intention is to help small 
enterprises, and in some ways to compensate for the disadvantages inherent in 
their small size, it is natural to suggest subsidised rates of interest. It is adinini- 
stratively simple, politically demonstrable and attractive, and small businesses 
are genuinety assisted because they have to pay less for a resource for which 
larger enterprises have to pay more. There are, however, powerful arguments 
against subsidised interest rates. 

We saw earlier the inconsistency of providing capital for enterprises whose 
major advantage to society lay in their labour intensity; capital is of course 
needed, but if its price is artificially lowered below the prevailing market figure 
this will tend to encourage borrowers to use more of it than they would if it was 
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more expensive. Demand will also be increased; the effect of low interest will 
thus be to attract a larger number of applicants, but to satisfy very few of them. 
The tendency will be towards a small number of relatively capital intensive 
enterprises, and a larger number of frustrated applicants who receive no help at 
all. Alternatively, the available funds will be evenly spread over a large number 
of applicants, so that no single borrower receives what he needs. Both situa- 
tions are all too familiar. 

Whenever the price of a commodity is artificially reduced below the market 
level, demand exceeds supply, and the market price tends to reassert itself 
through ‘fees’, corruption or other ‘costs’ that must be incurred in order to 
obtain supplies. This is as true for small business finance as it is for taxi licences 
or foreign exchange. The supply of funds must depend on Government grants, 
foreign assistance or other unreliable sources which are insensitive to demand, 
since the interest rate is not high enough to encourage local people to deposit 
money with the lending institution and more people will want to borrow money 
than can be accommodated. The businesses which receive the loans are likely 
to be those nearer to the maximum level of scale, however defined, which has 
been laid down as a condition of eligibility, since they can afford the time, the 
bribes, the administrative procedures and the travelling expenses which must 
be expended before a loan is obtained; they are likely to be those least in need 
of assistance. 

Some small business lending schemes fail to leud the funds they have avail- 
able, in spite of subsidised interest rates; does this not disprove the foregoing 
arguments? Such schemes have in fact erected a barrier of appraisal procedures 
in response to the overwhelming demand, so that very few enterprises can 
qualify; even if the loan is approved in principle, the controls are so strict that 
funds once committed cannot be disbursed. 

A jeweller in Nepal wanted to borrow $150 so that he could buy silver and 
make jewellery for tourists, rather than relying on local people who advanced 
him the money, or the metal itself, for goods made to order. He applied to a 
bank for a subsidised loan. He received some help in filling in the forms, which 
were printed in a language he did not understand, but he also had to submit title 
deeds for his own hectare of land as security. The land in question was jointly 
owned by a number of his relatives. The formalities for obtaining a title deed 
dragged on for six months, and eventually the jeweller despaired and accepted 
an offer from a relative to be flown to Hong Kong and take up employment in a 
jewellery business there. Here again the market has reasserted itself, in that the 
real ‘price’ of the money, in terms of formalities and procedures, has been 
forced up beyond its value to the consumer. 

There are many reasons for the high rate of arrears experienced by most 
institutions lending to small enterprises, but low rates of interest are often 
involved. When a borrower has to decide when to repby a loan, the interest rate 
becomes the only variable, since the principal will not change. If the penalty for 
delay is modest, and particularly if it is well below the prevailing rate of 
inflation, the incentive for delay is obvious. 
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The Nigerian State Governments set up special departments to operate a 
Small Industry Loan Scheme since they were aware that the commercial banks 
were unwilling to make medium- or long-term loans, at low rates of interest, to 
small businesses. The Scheme was originally funded by Central Government. 
When the initial allocation wac lent, no more money was available from this 
source, and the borrowers not unnaturally delayed the repayment as long as 
possible, since the interest rate was well below half the current rate of inflation. 
Government staff were also reluctant to take defaulters to court or to seize 
security, because of the potential loss of political goodwill this would cause. As 
a result, many of the small business loan schemes ceased to operate because the 
money that had been lent was not returned for further lending. Banks or other 
private lenders, on the other hand, were even less enthusiastic than before, 
because their own far higher interest rates would have appeared extortionate in 
comparison to the rates widely publicised and charged by the Government. 

High rates of interest will not automatically remedy all problems of arrears, 
but they have some influence on borrowers who can repay, at some sacrifice, 
and who cannot effectively be forced to repay. Extra penalty interest charges 
can be imposed after due repayment dates have passed; this is complicated to 
administer and difficult to explain to borrowers and an initially high market 
rate is more effective. 

The effect on the lender 

More important, however, is the influence of low interest rates on the lending 
institutions themselves; however effectively such an institution is organised, it 
is bound to be more expensive to lend small amounts of money to several small 
borrowers than large amounts to fewer borrowers. The cost of promotion, 
appraisal, disbursement, supervision and collection are not directly related to 
the amount of money lent, and smaller, less sophisticated borrowers may take 
longer to appraise, and require more skill, because they are unable themselves 
to present the necessary financial data. if the risk of default and the interest 
rates are the same as for large and small borrowers, large loans will be more 
profitable. If interest rates are lower for small businesses, the situation is even 
worse; funds may be provided through a special ‘small business window’ 
whereby the Central Bank re-finances all loans made to small businesses at a 
very low rate of interest which is intended to compensate the lending bank for 
the higher risks and costs. Alternatively, or in addltion, there may be a guar- 
antee scheme to reduce the risk of loss, but subsidised rates of interest are often 
so low that even if the lending institution pays nothing for its money it cannot 
itself cover its costs. 

If the actual transaction costs are correctly calculated and charged to the 
loans to which they relate, it will still be clear that large-scale lending must 
subsidise lending to smaller enterprises. However much management may 
stress the importance of small business lending, it will be clear to the staff 
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involved that it is a loss-making activity; if they are properly trained and 
motivated to judge their activities by the return earned from them, and to work 
in the interests of the long-term survival of their employer, they will inevitably 
tend to prefer lending to the largest enterprises eligible for whatever scheme 
they are operating, which is not what is intended. 

Whether an existing financial institution is persuaded to implement a special 
subsidised small business scheme or a new one is specially set up for the 
purpose, they are likely to have few imitators if the interest rate is artificially 
low. Small businesses will be forced to rely on one source whose officials are 
continually aware that what they are doing is unviable, and this is scarcely a 
promising basis for an effective, mutually satisfactory, long-term banking 
relationship. 

The effect on the borrower 

The purpose of low interest rates, apart from any political aspects, is of course 
to help small businesses by lowering the cost of finance; it is important to 
examine how important this cost is to the small borrower, and how valuable the 
reduced interest rate actually is to them. All other things being equal, a lower 
interest rate would clearly be preferable to a borrower than a higher one; we 
have seen that from the lender’s point of view at any rate low interest rates lead 
to excessive demand, unenthusiastic management and reduced competition. 
These factors must influence the level of service provided to borrowers, so that 
application delays will be lengthened, and applications will be less likely to be 
successful; will these disadvantages more than outweigh the advantages that 
might arise from cheaper money? 

We saw earlier that institutional finance is mainly required to supplement 
existing funds, at least for existing businesses; the enterprise needs to remove a 
critical constraint such as the lack of a tool, or a shortage of raw material that is 
preventing economic use of a larger part of the resources employed. If a 
relatively small loan, even in relation to the quite small amount of capital 
employed in the whole business, can remove a barrier to economic operation, it 
can transfer a net loss into a profit of several hundred per cent of the funds 
employed, which will be even higher when expressed in terms of return on the 
amount borrowed. In these circumstances, even a large reduction in the rate of 
interest is far less important than the fact that the enterprise can operate at all. 

This point can best be illustrated by reference to specific examples from 
Mexico, India and The Philippines: 

(I) Vegetable stall holder in Mexico 

Daily sales 
Daily cost of vegetables 

$ 
12.00 
10.00 
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Daily gross earnings 
Interest at 1% per day (365% per year) 
on cost of vegetables 

2.00 

0.10 

Net daily earnings $ 1.90 

Increase in earnings if interest rate halved = 26% 

This woman, like many others, borrows the $10 she needs to buy her day’s 
supplies from a branch of a private bank which specialises in small business 
lending. The bank opens at 5.00 a.m. so that the women can get the money in 
time to buy their vegetables before the retail market opens. At the end of the 
day the woman returns her $10, along with ten cents interest. No security is 
required, beyond the bank’s knowledge that she is a registered trader. The 
bank’s operation is profitable, but not excessively so, because of the very high 
cost of operating large numbers of small branches in convenient locations, with 
very long opening hours, and because of occasional defaults. 

(2) Harldloom weaver in India 

Annual sales 
(Material provided free of charge by customers) 

$ 
300 

Gross annual income 
Capital equipment = $200 
Annual interest at 25% 

300 

so 

Net income $ 250 

Increase in earnings if interest rate halved = 10% 

This man has borrowed the money to buy his loom and related equipment from 
a welfare agency, which attempts to cover as much as possible of the costs of its 
various services by charging people what they can afford, but no more. No 
formal security is required, but it is understood that the agency can repossess 
the loom if a weaver falls behind in his payments. There has been some criticism 
of the high interest rate, when compared with that charged by Government- 
sponsored lending schemes, but the agency would have substantially to curtail 
its activities if its interest earnings were significantly reduced. 
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(3) Wood carvings producer in The Philippines 

s $ 
Monthly sales 305 
Wages (3 employees) 180 
Raw materials 20 

Total costs 200 

Monthly gross income 105 
Interest on $200 working capital borrowed 
monthly at 10% per month (120% per year) 20 

Net monthly income $ 85 

Increase in earnings if interest rate halved = 20% 

This woman borrows about $200 every month from a local moneylender, who 
provides a similar service to a number of people in the community. She can 
have the money when she wants it, and vary the amount if necessary. She 
repays what she has borrowed, plus interest, when she has herself been paid for 
the carvings by the trader who visits the community at the end of each month. 

In every case the benefit to the borrower of a reduction in interest would be 
relatively insignificant when compared with the lender’s reduction in income. 
Lenders, whether they are banks or individuals, are encouraged by high 
receipts to provide a wider range of services, and to reduce collateral require- 
ments. They can therefore pay more for their funds themselves, and thus attract 
more money for lending to more small businesses. It may be that some or all of 
the lenders in these three examples were making very high profits, as well as 
providing a valuable service to their borrowers. The remedy for this is not to 
prohibit private money lending, or to impose official interest rate ceilings which 
discourage people from lending, but to encourage as many individuals and 
institutions as possible to enter the market for financing small business. Com- 
petition will bring down interest rates far faster than legislation, as it already 
has started to do in India znd The Philippines. 

Transaction costs 

Higher or economic interest rates are obviously not all that is required to 
ensure that small business lending operations will be efficient for borrowers 
and lenders alike; the appropriate level of service must also be provided, and 
systems must be designed to minimise transaction costs while still allowing 
individual and informed appraisal of every application. It is necessary, in effect, 
to reduce costs both to the borrower and the lender. The twin goals may appear 
fundamentally opposed to one another; borrowers need branches which are 
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easy to reach and are staffed by well-trained responsible professionals who can 
assist them to apply and rapidly receive leans, while lenders need to reduce 
their operating overheads and to rely on rigorous centralised approval pro- 
cedures which minimise mistakes arising from poor training or dishonesty. 

On closer analysis, however, there are some common elements in the real 
costs of borrowers and lenders; it is possible that the same changes may benefit 
both parties. 

The bankers’ objections to small enterprise lending are familiar: the formal 
procedures take as long for a small business as for a large one. Eliciting a 
properly prepared application and approving this and confirming legal title to 
any security may well take longer for a small, distant and unsophisticated 
borrower than for a well-known company whose staff are familiar with the 
bank and its requirements. In addition it is said that small business borrowers 
often misapply their loans or mismanage their investment; it is therefore 
believed to be necessary to devise procedures to disburse funds only against 
approved purchases, regularly to supervise the borrower and to attach the 
funds necessary for repayment by arrangement with a customer of the enter- 
prise. This takes a great deal of administrative time and money which is 
unnecessary for a large-scale borrower. Since the return is in the form of 
interest on the sum borrowed and the rate of interest is very rarely higher for 
small borrowers than for large ones, it is clear why small business lending is 
unattractive. 

The banks’ high transaction costs arise from the disproportionate amount of 
time that is spent on the small loan, but this time is equally discouraging for the 
borrower. Mysterious formalities have to be learned in order to prepare the 
application, lengthy and expensive visits are necessary to explain, request, 
record and revise the proposal, and if and when the loan is approved the money 
may only be able to be disbursed, or repaid, through tied transactions that are 
not necessarily in the best interests of the borrower. A rural bank in Malaysia 
moved its premises from a simple shop building in the market area to a 
purpose-built office on the edge of the town. It was expensive for the bank, and 
intimidating and difficult to reach for borrowers who were not used to dealing 
with financial institutions and did not have their own transport. A similar bank 
outside a small town in the Dominican Republic has a lavishly furnished 
reception area. Small business borrowers have to sit nervously on expensive 
armchairs waiting to be interviewed in the inner office. When they are finally 
admitted, they have to stand clutching their papers in front of the official’s 
desk, while he sits comfortably and fires questions at them. The applicants 
waste time and are discouraged from applying, while the bank is spending far 
more money than it need on the whole process. 

The necessary procedures and formalities also lead to delay. As a result the 
opportunity which the loan would have enabled the borrower to grasp may 
cease to be available, prices of what he proposed to buy may increase or his 
enthusiasm for the whole venture may flag. In any case delay is as expensive for 
the borrower as time taken negotiating a loan is costly for the bank. 
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It is therefore worth examining ways in which procedures may be simplified 
and expedited; both sides will benefit. Complicated application forms are 
expensive to complete and to process; they should therefore be simplified. 
Bankers may claim that all the information is necessary for a proper appraisal, 
but closer inspection of application forms as completed by the average small 
business applicant shows that much of the data is either unavailable or is the 
subject of ill-informed guesswork. Banks concentrate on unreliable quantita- 
tive data rather than on the character and ability of the prospective borrower, 
and experience suggests that an apparently marginal or ill-documented venture 
which is implemented by an energetic and enterprising investor is more likely 
to succeed than an appropriately presented and highly profitable proposal from 
a disinterested or incompetent applicant. Less successful still are those ‘pro- 
jects’ which have been carefully documented and prepared and are then ‘given’ 
to so-called entrepreneurs who do little more than sign their names and show 
their willingness to put in whatever personal investment is required. 

Head office staff cannot supervise and be personally familiar with every 
applicant; if some of the highly qualified analysts in expensive central offices 
are replaced with well-trained, low-level village or community bank managers, 
the bank may spend less and achieve better results. This may require that the 
whole system of management discretion, delegation and loan appraisal pro- 
cedures should be changed, because existing systems which have been designed 
for a few large loans are quite unsuitable for large numbers of small ones. This 
in turn requires total management commitment to small business lending, 
which is itself difficult because of the very systems which make it unprofitable. 

Loan appraisal 

The bank spends money on sophisticated appraisal of applicant data, and the 
resulting delays, and possible requests for further estimates or guesses, take 
time which is expensive for the applicant. There are four types of appraisal; at 
the simplest level, the analyst must establish that the enterprise can generate 
enough funds to pay interest and principal; he is only concerned to protect the 
bank’s interest and relies on the borrower to protect himself. At the second 
level, the analyst checks that the venture will earn a reasonable profit on the 
investment as a whole. It can be argued that it would be appropriate for the 
bank to pay greater attention to borrowers’ repayment capacity and the result- 
ing viability of the bank’s operations than to attempt to protect the borrower’s 
interest, implying that he is incapable of doing this for himself. 

At the third level the bankers calculate the internal rate of return by dis- 
counting cash flows; they are here applying techniques which are far from 
universally applied in modem large-scale enterprises, and whose results are 
contentious at best, particularly in times of inflation. The exercise may provide 
comfortable employment for analysts who have been expensively trained in 
discounting techniques, but it appears to have little other value, 
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At an even higher level of sophistication the analyst may not only allow for 
the effects of time but may also alter the figures for wage costs, or foreign 
exchange earnings or expenditure, in an attempt to reflect the social as opposed 
to the financial costs and benefits of the proposal. Subsidised interest rates or 
artificially protected rates of exchange or unrealistic minimum wages may 
indeed motivate entrepreneurs to make proposals which use more scarce 
resources and less surplus ones than what might be the optimum ‘mix’ if factor 
prices were not distorted, but the best remedy is to remove the distortion rather 
than to attempt to allow for it by complicated appraisal techniques. 

A non-Government lending institution in The Philippines is experimenting 
with microcomputers in order to accelerate small business loan appraisal. 
These are now so simple, robust and inexpensive that it is perfectly feasible for 
bank branches dealing with small business loan applications to have suitable 
equipment in each bank, together with programs for appraising applications at 
each of the above levels. The level of skill required for staff to operate the 
equipment is far lower than that needed to carry out the complicated analyses 
themselves. Since the calculation and analysis can be completed in a few 
minutes, this may help staff to realise that this quantitative data is relatively 
unimportant; what matters is the individual’s enterprise, his competence and 
commitment. 

If disbursements are only made against invoices from approved suppliers of 
the equipment originally included in the application, or repayments are drawn 
direct from remittances from approved customers of the enterprise, the 
investor may be prevented from taking advantage of unexpected opportunities 
to obtain cheaper equipment, possibly second-hand direct from the prior user, 
and may be tied to uneconomical suppliers, or customers, who are willing and 
able to conform to the bank’s formalities. Closer supervision is unlikely to be 
able to compensate for lack of energy and interest, but may tie the borrower to 
his original plan even if this is no longer appropriate. 

A vehicle mechanic in Kenya applied for a loan to buy a cylinder-boring 
machine. After he obtained the loan, he discovered that there was a good 
opportunity for a taxi service in his village. He used the money to buy a car 
instead. His taxi was very profitable and he easily paid the loan instalments 
when they fell due. After some time a field officer made a supervision visit and 
found that the borrower had never bought the machine he had applied for. The 
bank tried to repossess the car, but the mechanic was able to repay all he owed 
ahead of schedule. The bank regarded the whole affair as a failure, but the 
borrower increased his income far more than he would have done with the 
boring machine. The lender spent money unnecessarily on supervision, in an 
attempt to reduce its customer’s income. It would have been far more economic 
to ensure that all borrowers repaid their loans by following up defaulters rather 
than those who are up-to-date in their payments. 

Transaction costs may be reduced for both parties in these ways, but the 
major cost for the lender, which is a benefit for the borrower, is default. Default 
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is, however, only a benefit to the borrower if the lender allows it to be, and most 
banks take a somewhat patronising view of small business borrowers. While 
they may go through the motions of obtaining security, the emphasis is on 
supervision and procedures which are intended to help the borrower to avoid 
being unable to repay, rather than on rigorous enforcement of relatively simple 
sanctions which will discourage him from being unwilling to repay. We have 
already seen that low interest rates are an effective encouragement to arrears, 
particularly if they are well below the rate of inflation. Higher rates, or 
cumulative penalties which are automatically imposed when repayments are 
overdue, are far more likely to lead to rapid repayments. It may be impossible 
actually to take possession of security such as houses or land, which are often 
unrelated to the business in any case; it is easier, and more reasonable, to 
impose a simple hypothecation agreement or floating charge on assets, which 
will enable the bank physically to seize actual raw material, equipment or stock 
in the event of default. Elaborate legal procedures may delay drastic action of 
this sort, but the security thus obtained is more likely to be marketable, and its 
seizure is more likely to be feasible. 

Defaults and guarantors 

Poor repayment experience is more likely to be the result elf a history of lender 
weakness and political interference than the genuine difficulties of the bor- 
rowers, and it may take no more than a few well-selected exemplary cases of 
rigorous action to establish the fact that loans are intended to be repaid. A 
Government-sponsored lending institution in Kenya advertises the auction 
sales of properties it has siezed from defaulting borrowers. The advertisements 
have the ostensible purpose of attracting buyers, but they also serve to remind 
others that loans are best repaid. 

An alternative approach may be to rely on social pressure rather than the 
force of bank itself. Guarantors are normally perceived as wealthy individuals 
whose resources would adequately cover the debt if the borrower defaulted; 
guarantors of this sort can be found but they tend to reinforce exploitative 
client relationships, and the new entrepreneur is unlikely to have contact with 
people of the necessary authority. A more positive approach may be to mobil- 
ise group pressure by demanding a number of guarantors, who may in fact also 
be borrowers themselves and whose resources may not be sufficient individu- 
ally, or even jointly, to cover the loan. Informal groups of this sort have 
developed among Indian rickshaw pullers and fruit vendors in San Salvador. If 
each member of such a group realises that default by any one will lead not only 
to a demand for repayment from the rest but also to a bar on future loans to any 
of them, he will do his best to ensure that the group maintains a ‘clean sheet’. 
Indian rickshaw pullers have even been known to seize a defaulting member’s 
rickshaw and to drag it forcibly to the bank, even when the bank itself has no 
right to seize it, and the default rate in San Salvador has been under 2%. 
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Supervision and management 

Field officers can also be more effectively employed as collectors than as 
supervisors. Field staff of the Mauritius Development Bank, who have no 
pretentions to be able to assist business people in the management of their 
enterprises, are informed of late payments on the morning of the day after the 
deadline has passed, and are required to visit the businesses that same day. 
Defaults fell from 25% to nil when this system was introduced along with a 
package of other effective management methods. The State Bank of India 
collects repayments on some very small loans on a weekly basis; the itinerant 
vendors, porters and other borrowers do not have to visit the bank, but are 
contacted on the job by agents who collect the very small amounts of money 
due, and are themselves remunerated by a commission. This is far smaller than 
the cost of the necessary decentralised bank facilities or the defaults which 
would inevitably arise if borrowers had to add to the weekly struggle to repay 
the additional sacrifice of valuable working time involved in visiting the bank. 

Transaction costs can only be reduced, and repayment rates improved, by 
well-managed institutions. A bank with a large headquarters, generously 
staffed with well-qualified analysts, and a small number of well-appointed 
branches, managed by managers with high status but little discretion, is 
unlikely to be able to lend effectively to small enterprises but it can be 
managed, or at least administered, without too much difficulty. It is far harder 
to develop and manage an organisation with a small headquarters and large 
numbers of relatively autonomous micro-branches or village banks, staffed 
probably by two or three people each, who have reasonable but closely defined 
authority to lend and are regularly and rigorously supervised and controlled. 
The management, training and organisational implications are the same for any 
decentralised institution, and need not be dealt with here; it is relevant, 
however, to consider the type of institution which might be best suited to 
or&anise and manage an operation of this sort. 

Commercial bunks 

The commercial banks would appear at first sight to be ideally qualified: they 
often have extensive branch networks already, even in rural areas, and they 
have the necessary administrative procedures to staff and manage more small 
offices if necessary. They are already lending short-term working capital to 
large and small enterprises of many different types; they offer savings bank 
facilities which are regularly used even by very poor people who would not 
normally qualify as current account holders or borrowers; they often have 
money to lend, and they are anxious to identify new lending opportunities, 
profitably to absorb surplus liquidity; they are also under pressure to reverse or 
at least reduce the traditional flow of funds from the rural poor to the urban 
rich. In many developing countries the commercial banks are wholly or partly 
foreign-owned or they may have been taken over frcm foreign interests 
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relatively recently; they may be owned by local private interests whose political 
position is precarious. In any case, they welcome any opportunity to be seen to 
be contributing to national development. In spite of this apparently formidable 
list of qualifications, however, commercial banks have often failed to play a 
major part in officially sponsored small enterprise lending programmes, and 
have also failed to develop their own activities in this field. 

It is necessary that banks should be conservative institutions, since they are 
dealing with other people’s money and must above all be trusted as stable and 
secure repositories. This conservatism, however, effects every aspect of the 
organisation, and staff who are trained to adhere rigorously and correctly to 
daily procedures are likely to resist changes of any sort. One cardinal principle 
of commercial banking is to ensure that the loan portfolio is not committed 
over a longer period than the deposits which are the source of what is lent. This 
effectively limits most banks to working capital loans, which are perhaps the 
most important financial need of small business, but which also must be 
complemented by long-term finance to provide equipment, land or buildings. 
Large enterprises are able themselves to solicit funds from an appropriate ‘mix’ 
of sources, whose lending policies are suitable for the proposed investment. 
Most small enterprises are unfamiliar with financial institutions of any sort, and 
it is unrealistic to expect them to develop banking relationships with two or 
more sources of finance. 

Commercial bankers are also trained to demand security, not in the expecta- 
tion of ever having to foreclose but in the knowledge that the threat of such 
foreclosure will effectively deter the borrower from allowing repayments to be 
so delayed that it might have to be used. Many small-scale borrowers have no 
suitable security, and the tenure arrangements in their society may be such as to 
preclude the use of land for this purpose, even if they do effectively own it. A 
bank may also demand personal referees, or evidence of a satisfactory long- 
term banking relationship; if the prospective borrower is already outside the 
formal modern system, he is unlikely to qualify under these conditions. Small 
business people must in fact be in the financial system in order to be qualified to 
enter it. 

Employment in a bank traditionally confers status and security, and people 
who have recently obtained these goals are the least likely to welcome others 
who are not so fortunate. Branch staff may therefore frustrate programmes 
designed at headquarters, by failing to implement them effectively, however 
well they may have been conceived. This is not only a matter of training; in a 
competitive situation it is not unreasonable for those who have reached a 
certain level to be reluctant to help others ,who may wish to equal or surpass 
their success through an entrepreneurial rather than a bureaucratic route. 

Guarantee schemes 

Before considering alternative organisations to commercial banks, we should 
ask whether it is possible to mitigate some of these disadvantages so that the 
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powerful services of commercial bankers can be mobilised to assist small-scale 
enterprises. One way of eliminating, or more properly reducing, the risk is a 
guarantee scheme, whereby Central Government takes over the majority of 
the risk of default, in return for a premium which is paid by the borrower. The 
Indian experience may not be typical since so many banks are lending such 
large amounts, in total, to small business, but a premium of 1% of the amount 
lent has proved to be sufficient to cover the losses and to pay for the admini- 
strative expenses involved. Elsewhere the experience has not been so good, 
normally because the guarantor or reinsuranc,:e agency has been unwilling to 
trust the lender’s appraisal. The loan has therefore to be appraised both by the 
lender and by the insurer, and this leads to further delays and expense, which 
add to the transaction costs of both parties. A guarantee scheme has recently 
been introduced by the British Government after detailed examination of 
similar schemes in a number of countries. The commercial banks appraise 
applications according to their normal procedures, and have only to submit a 
simple, one-page form to the Government Department responsible for admini- 
stering the scheme. This Department gives its approval within ten days at most, 
and then guarantees 80% of the loan in return for a 3% fee which is paid by the 
borrower. The rather high fee has not discouraged applications, and twice as 
much money as had been expected was lent under the scheme in its first year. 

Credit insurance or guarantees, however, cannot on their own overcome the 
problems of small business lending. They must be part of a package which 
effectively motivates the commercial bank and overcomes its natural reluc- 
tance. The Central Banks in The Philippines and in India operate a special 
‘small business window’, from which lenders can borrow money to be lent to 
small businesses at a concessional rate. This can be used to reduce the interest 
rate charged to the borrower but should also allow the lender to pay the 
transaction costs which are bound to be higher than for larger loans, even if 
every effort is made to reduce them. It may also be possible, as is done in India, 
to require that a certain percentage of all loans be lent to the small business 
sector; both these policies require a quantitative definition of ‘small’, which 
may refer also to particular castes, tribes or other disadvantaged people, but in 
Korea the requirement that 30% of all loans should go to smaller firms has 
proved valuable and effective, in that many banks have more than exceeded 
their minimum and have made money by doing so. 

SpeciaIised appraisal institutions 

In a number of countries the authorities have attempted to reduce the bankers’ 
costs of appraisal and supervision by setting up separate institutions which are 
required to carry out these functions, leaving the bank to its traditional finan- 
cial tasks of disbursement and collection of funds. This tends not to be success- 
ful, because the banker feels not unnaturally that he must double-check the 
conclusions of the promotion agency; since the aims, objectives and operating 
climate of a Ministry of Industry, or a special Small Industry Development 
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Organisation, are fundamentally different from those of a commercial bank, 
co-operation may be very difficult. This leads to disputes and further delays, 
which effectively constrain the flow of funds to small enterprises. In Kenya and 
Nigeria Governments have gone even further in their efforts to spare the 
commercial banks from functions which are unfamiliar to them. Long-term 
lending has been entrusted to a Development Bank or special Government 
Department, so that the commercial bank has only to provide working capital, 
and in Tanzania funds for land or buildings have to be solicited from yet 
another institution. It is inevitable that such a multiplicity of sources should 
lead to confusion, particularly when appraisal is in the hands of totally separate 
organization with no financial responsibility; transaction costs are further 
increased for both borrowers and all those involved in the lending process. 
Attempts to break up the process of small business lending into separate 
functions appear basically ill-conceived; the contact must necessarily be con- 
centrated, brief and personal if it is to be effective, and the organisation and 
individual involved in personal contact, information-gathering and appraisal 
must also be held responsible for results. The most positive approach appears 
to lie in making the total operation attractive to banks; Governments must not 
force down interest rates by offering subsidised loans which can necessarily 
reach only a small number but will nevertheless discredit higher charges, but 
should encourage competition between lenders in order to prevent interest 
rates rising to traditional moneylender levels. 

Alternative sources 

The aim should be to develop a diversity of sources of finance, rather than one 
monolithic and probably ineffective institution. Rediscounting facilities should 
be made available to any commercial bank which is capable of making use of 
them, and other specialised sources of finance should be encouraged to extend 
their services to small businesses whenever possible. Building societies or 
mortgage companies, for instance, often restrict their activities to domestic 
property but could usefully extend them to small business premises. Suppliers 
of equipment, whether new or second-hand, can often increase their sales by 
offering hire purchase facilities, and their staff can ensure that customers do not 
misuse or remove the equipment and at the same time provide technical 
services and assistance, and possibly deliver consumable supplies as well. This 
form of supervision is far more useful, and economic, than routine visits by a 
bank representative who has no function other than to collect outstanding 
debts. 

Specialised venture capital or equity financing schemes, such as have been 
successful in the United States, are unlikely to be appropriate for the financial 
needs of small-scale enterprises in developing countries. It is difficult enough 
for an unsophisticated entrepreneur to appreciate the differences between his 
own investment and any loan he may have received. The distinction between 
short- and long-term financing adds a further complication. The addition of 
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outside equity and the associated need for incorporation, shared responsibility 
and dividends as opposed to drawings is unlikely to be manageable. An attempt 
was made by an orgacisation in The Philippines to provide venture capital to 
small businesses. Entrepreneurs, however, were unwilling to accept joint 
ownership of their companies and the organisation eventually developed a 
novel and apparently effective scheme of short-term equity financing, whereby 
they provided capital to finance individual transactions and shared in the 
resu!ting profits. 

Government and private agencies in The Philippines are also using small- 
scale business people themselves as channels through which finance can be 
brought to others. One agency operating in the crowded central area of Manila 
used at one time to lend very small amounts of money direct to market traders. 
As the popularity of the scheme grew the agency started to work through 
traders themselves, who had already borrowed and repaid money. 30 of these 
women are now acting as informal ‘moneylenders’. They borrow up to $100 
from the agency, at 2% interest per month. They then relend the money in 
amounts of $10 or $20 at a time to other traders, at 4% per month. This is well 
below the rates charged by private moneylenders and as a result of their 
competition, the far more numerous private moneylenders are now reducing 
their rates. This means that far larger numbers of traders than could be reached 
by the organisation on its own are now benefiting from its work. 

Every country, and every type of enterprise, has a different range of financ- 
ing needs, and private and public institutions should be encouraged to develop 
locally appropriate solutions to them. Banks can in fact learn a great deal from 
the operations of moneylenders, who are closer to their clients and who charge 
interest rates which may in fact be not very much higher than the true transac- 
tion costs of an effective service operated by a formal institution. A bank 
should press strongly for repayment, rather than encouraging further lending 
which leads eventually to virtual enslavement, and should charge as low a price 
for their money as is consistent with commercial operations, given the possi- 
bility of some subsidy of small business lending by larger loans and possibly 
from other sources as well. 

Local community organisations can provide a further alternative channel for 
funds, particularly in cities where large numbers of very small enterprises are 
concentrated in a small area. It is not surprising that a strong feeling of group 
responsibility is more likely to be associated with an organisation which has its 
origins in the local community than with a distant commercial bank or Govern- 
ment institution. This advantage may not apply to a large charity with foreign 
funding and staff, but there are many examples of local voluntary organisations 
which have proved themselves capable of recycling funds already in the country 
or on-lending commercial bank finance. 

In Ghana a national rural bank has successfully channelled loans through 
informal community groups which have come together in order to obtain 
finance. These are not formal co-operatives, but the bank has been willing to 
extend credit to individuals on the basis of guarantees from all the others in the 
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group. The group organises the disbursement and recovery of funds for the 
bank, and acts in effect as a very small lending institution. 

In Western Kenya, a voluntary agency has encouraged the establishment of 
village loan committees by advancing money for a revolving loan fund. Each 
member of the community knows that he will only be able to use the money if 
the others repay it, and group pressure has therefore ensured that the losses are 
very small. The traditional ‘friendly societies’ on which such community groups 
are often based had to rely on their members’ resources alone. These groups 
can act as channels for money from larger official lending institutions which are 
flexible enough to recopnise their potential. 

Banks must therefore search out appropriate distribution channels through 
which their product, namely loans, can be brought to the target market in a way 
which satisfies the needs of small enterprises and of the bankers themselves. 
There are no standard solutions, and the alternatives such as local ‘micro 
banks’, private intermediaries, community organisations, itinerant commission 
agents or tightly controlled field offices must be examined and appraised in 
relation to the needs of the market place; there is little doubt, however, that 
loans can be economically provided to small enterprises which genuinely need 
them, providing that the problem is approached without preconceptions and 
the operation itself is effectively managed. 

Application questions 

- Are small business loan interest rates subsidised? If so, what effect does this 
really have on the borrowers themselves, and the lending institutions? 

- Are small business needs for working capital as well catered for as the need 
for fixed capital? Is there any reason why both sorts of capital should not be 
provided by the same institution? 

- Are many small businesses, particularly the weakest, still borrowing from 
moneylenders in spite of the existence of official lending schemes? If so, 
why do they prefer to obtain capital in this way, and what can the formal 
lending institutions learn from moneylenders? 

- Can loan appraisal systems be simplified in order to provide quicker 
decisions? 

- Do loan appraisal systems concentrate on the ability and need of the 
applicant or on abstract data which is likely to bear little relationship to 
what actually happens if the loan is granted? 

- Could commercial bankers play a more significant role in financing small 
business? Would it be less expensive and more effective to encourage 
them to do this than to set up specialised small-scale enterprise lending 
institutions? 

Case study: joint financing of small industries in Punjab State of Pakistan 

Small industries in Pakistan employ more than 85% of the national industrial 
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labour force and produce almost half the country’s manufactured exports but 
the vast majority of industrial financing has gone to the larger sector. The 
Industrial and Development Bank of Pakistan (IDBP) is responsible for 
lending to small businesses, as well as to some larger ones not covered by other 
institutions, but out of a total of $390 million lent to industry, only about $30 
million has gone to smaI1 businesses. It would appear reasonable that institu- 
tional arrangements should be improved so that they can obtain a larger share 
of the available finance. 

The Punjab Small Industries Corporation (PSIC) was set up in July 1972 to 
promote and develop small industries in the Province of the Punjab. The 
provision of finance was seen as the major constraint on small business devel- 
opment and was taken as the main priority. PSIC was not itself set up as a 
lending institution, but was to provide the necessary appraisal services and 
guarantees to encourage banks to lend more money to small enterprises. Up to 
the end of 1980 PSIC had sanctioned loans to 1,421 small businesses for a total 
of $23 million. 

Loans have been approved for industries with agricultural linkages, such as 
cold storage, poultry farming and rice milling, for light engineering industries, 
in particular those making agricultural tools, and for export-oriented industries 
such as those making ready-made garments, hosiery and other knitted goods. 
The National Small Industries Corporation made an agreement with the IDBP 
and a consortium of five commercial banks to finance small-scale industrial 
projects. 

Under this arrangement one of the nominated commercial banks is respon- 
sible for the local currency element of loans and the IDBP takes responsibility 
for any foreign currency component. The Provincial Small Industries Corpora- 
tion guarantees 75% of the foreign currency component of the loans, and 50% 
of the domestic funds lent by the commercial bank, and receives a 4% commis- 
sion from the total 11% interest charge which is rather lower than normal 
commercial rates in order to assist the borrowers. 

In the Province of the Punjab the arrangement is that the PSIC prepares an 
initial technical and economic feasibility study of the project in consultation 
with a local IDBP office; this application is then referred formally to the IDBP 
and is passed to their head office. At this point the IDBP head office again 
carries out a feasibility study following a rather more complex system because 
their methods are basically set up to cater for large businesses. A study of 
small-scale projects which were eventually sanctioned by IDBP revealed that it 
took on an average eight months for them to sanction projects and a further 
eight months for the entrepreneur to establish a letter of credit in order to 
import the necessary equipment. 

The procedure for the local currency component of loans is rather different; 
applicants filI in an application at any PSIC office, together with an indication of 
the bank through which they would like the business to be transacted. The 
PSIC then applies to that bank for an assessment of the applicant’s credit- 
worthiness and ability to finance the equity share in his project. The agreement 
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stipulates that the bank should reply to these enquiries within fifteen days but 
an analysis of 35 cases shows that the average time taken is actually 128 days. 

When a satisfactory credit report is received the PSIC prepares a feasibility 
report and places it before the Loan Committee of PSIC for clearance. When 
this Committee has cleared the loan the application is sent to the nominated 
commercial bank for finalisation of the disbursemeut schedule. Here again the 
agreement stipulates that the bank should take a maximum of fifteen days for 
this but the average time is 99 days. 

When the bank has finally agreed on the disbursement schedule the loan is 
sanctioned by a Joint Committee which is chaired by the Managing Director of 
the PSIC and includes representatives from each of the commercial banks and 
from the Punjab State Government. In a number of cases the representatives of 
the banks bring up more problems at this stage and thus further delay approval. 
Once this Committee has approved the loan the banks take still more time to 
complete the various documentation formalities. Actual disbursement of the 
funds is often further delayed because the banks do not have staff who are 
qualified or experienced in feasibility studies and the problems of small enter- 
prises, and they generally have little interest in the programme as a whole. 

Commentary 

This is a typical example of a scheme that has been carefully designed with 
clearly designated procedures and responsibilities, but which fails to function 
as it should because too many different institutions are involved in what should 
be a simple, small-scale and rapid operation. The system is inevitably both slow 
and expensive; this both discourages the participating institutions and delays 
the appraisal and disbursement of loans. 

The separation of the foreign and local currency arrangements may appear 
to be necessary because of centralised exchange control systems, but it should 
be possible to allocate block amounts of foreign currency, with general criteria 
for approval, to the promotion scheme. 

Most seriously, the attempts to separate the appraisal function from the final 
decision and management of the loan has resulted in a cumbersome system of 
committees and a total lack of co-operation between the respective institutions. 
This cannot be blamed on individuals or on the lack of co-ordination; both 
functions must be carried out by one and the same institution, which will thus 
bear the complete responsibility for failure and earn full credit for success. 

The PSCIC is unlikely to be able to cover the full costs of appraisal and 
guarantee for one-half of lo/, but the complete operation could be a profitable 
one for a commercial bank. Prospective borrowers would certainly prefer to 
pay a few percentage points more, if their applications could be appraised and 
their loans disbursed more quickly. Loans which take eighteen months or more 
to be disbursed, however lo-w the interest rate, are of very little use to an 
entrepreneur who wants to grasp a business opportunity while it is available. 
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CHAPTER 6 

MANAGEMENT TRAINING 

The crucial issues 

- What are the most important management weaknesses of small business 
people? 

- Can most small business people really learn anything in a classroom which 
they can usefully apply in their own business? 

- Are some of the apparent management weaknesses of small business 
people the result of social or cultural factors, or a very reasonable under- 
standing of their own environment, and thus not likely to be remedied by 
training? 

- How important is book-keeping for small businesses? 
- What should be the specific behavioural objectives of small business 

management training; what should it enable people to no? 
- Can people be trained to be entrepreneurs? 
- Who should conduct small business management training? 
- What institutions can most effectively provide small business management 

training? 

The reasons for training 

Management, particularly in a small business where few if any people outside 
the owner’s family are employed, is primarily a matter of making decisions. It 
became clear in discussions with a number of tanners, textile dyers, food 
processors, shoemakers and other small business people in East Java not that 
they lacked the skill necessary to make the right decisions, but that they failed 
to realise that ‘management’ decisions, as opposed to technical ones, could be 
made at all. They were certainly operating in a very rigid environment, where 
many commercial relationships were subject to the same traditions and were 
indeed closely related to social and cuItura1 relationships, but change was 
possible, as a few of the more successful businesses had shown. The majority, 
however, acted as if sources of raw material, marketing channels, :ustomer and 
supplier credit or pricing were as beyond their control as the weather. They 
were often brilliant technologists, who had successfully coped with new 
materials and customer demands, but were not actually ‘managing’ their busi- 
nesses, in a commercial sense, at all. People of this sort clearly need to become 
aware of the possibility of management, before knowing how to manage, and it 
is not unreasonable to attempt to provide this awareness, as well as giving them 
the necessary skills, through management training. 

66 
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Small business management training courses in Kenya, and many other 
countries, were originally started because of unsuccessful attempts to provide 
credit. 

Many small business lending schemes have experienced absurdly high rates 
of default, arising in some cases to over 80%. Much of the blame for this can be 
ascribed to inappropriate lending procedures and to the borrower’s more or 
less justified belief that the lending institution will not rigorously press for 
repayment of arrears. In many cases, however, the borrower has been unable to 
manage his enlarged enterprise. Brief analysis of small businesses often shows 
that they are not making the optimum use of their existing resources, so that 
they are unlikely to do any better, and will probably do a great deal worse, if 
they receive a loan and are thus required to manage a larger and more 
complicated enterprise. Whether the potential for mismanagement was 
evident before the loan was made available or not, it is not unreasonable to 
conclude that training is needed. The need for training has often only been 
appreciated as a r-esult of poor repayment experience, but it is clear that 
training is unlikely to rescue a loan which is already in arrears, The right 
approach was therefore perceived to be to offer training before finance; this 
may enable the business owner to apply for and use a loan more effectively, or it 
may indeed so improve his use of resources that he can achieve his objectives 
without additional finance. 

The attractions of training 

Training is an attractive option to the policy maker or aid donor who is 
desperately searching for a politically neutral intervention: training courses 
and training institutions can be established without any necessity to make 
painful changes in policy or other programmes, the training itself can fairly 
easily be managed since it is generally centralised and under the control of its 
originator, and nobody ever objects to any form of education; it is perceived to 
be self-evidently valuable. Unlike lending schemes, training courses cannot 
easily be objectively evaluated, so that the sponsors are spared the embarrass- 
ment of explicit failure; it is also labour intensive and can provide employment 
for local or foreign staff and thus enhance the position of officials whose 
authority is directly related to the number of people working for them. 

Training is therefore often introduced with little idea of who is to be trained 
and with what objective. Since training courses for small enterprises are usually 
free of charge, or heavily subsidised, they are not subject to the test of the 
market place. Participants may come either because they too are deluded as to 
the universal value of any form of education, or because they believe that 
attendance at a course will help them to obtain a loan. This belief is not wholly 
unjustified; research in Kenya showed that those businesses whose managers 
had attended training courses had a significantly lower rate of return on capital 
employed than those whose owners had not been trained; closer investigation 
showed that they were also those which had received loans, which had not 
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increased their profits but had merely increased the amount of capital on which 
profits had to be earned. 

The small business manager’s task 

The manager of a small business is not a full-time manager but is also a 
carpenter, metal worker, electrician, erdineer, tool maker or other operator in 
his enterprise. He may originally havL started the business on the basis of his 
technical skill, and this skill may continue to be the major reason for the 
enterprise’s survival and success. He is also likely to be the owner and the board 
of directors, and has himself to carry out all the specialised functions which in a 
larger enterprise would be delegated to department heads, each served by a 
team of specialists. The level of skill required in all the various functions of 
management is not so great as for managers of larger businesses, but all must be 
combined rather than treated as separate disciplines. The integrated nature of 
the small business owner/manager’s job clearly calls for a very different form of 
management training than typically provided by colleges, training institutions 
and other organisations which are in the management training ‘business’. 

The intensely personal nature of small business management also requires 
that the objectives of any training should be realistically selected and clearly 
stated. While it is impossible to generalise, a brief survey of typical small 
business management deficiencies will show that by no means all of these are 
readily susceptible to correction by training; courses, and still more courses, 
can never be expected to solve all the internal problems of small enterprises. 
One error, commonly diagnosed by business analysts who may themselves 
have been trained in management techniques suitable for larger enterprises, is 
that small enterprises may fail to keep acco:mts, or, if they do. that these are 
inadequate. The inadequacies may on clo:er inspection refer more to the 
analyst’s need for data on which to base his c,ppraisal than the manager’s need 
for information on which to base his decisio:ts, and the book-keeping systems 
commonly taught to small business people are often cumbersome, time- 
consuming and operationally valueless except as evidence of having completed 
the course, or, possibly, as a source of material for appraisal by an outside body. 

Book-keeping 

The illiterate owner may be an extreme case, but they are very numerous; these 
people are often asked to bring a literate family member to an accounting class, 
so that he or she can maintain the books. The books may indeed then be 
maintained, but it is very unlikely that the owner will have the ability to make 
any effective use of them. A complete book-keeping system, leading to a 
regularly prepared balance sheet and trading account, requires a comprehen- 
sive set of ledgers and a rigorously applied double entry system. Some small 
business people can and do usefully maintain books of this sort, but they are 
rare; it is more common for someone who has been introduced to accounts in 
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this way to decide that since the system was presented as a whole, and he cannot 
possibly implement it as a whole, he would be better advised not to apply any 
part of it. 

Attempts have been made to design simple single entry systems, which have 
been printed in book form and are sold or given to small business people. These 
are useful when the businesses are all very similar to one another, such as the 
Trade Stores of Papua New Guinea or the Malay-owned village grocery stores 
which the Government is attempting to promote; manufacturing enterprises 
are very different from one another, as is the background and education of their 
managers, so that standardised systems are of little value. Small business 
owner/managers need to be made aware of the type of information they need, 
and critically to evaluate their existing systems, which may rely on memory. If 
the necessary information is available as it should be, the owner should not be 
trained to believe that he should introduce an alternative methcd. 

Book-keeping should not be presented as a form of magic which will in itself 
put a business to rights, nor should accounts kept to a certain system be 
considered as prerequisite for a loan or some other scarce privilege; business 
people may indeed go through the motions of record keeping on this basis, but 
once the promised magic has failed they will quite correctlv stop wasting time 
and mental energy on procedures which are of no value to them. If a loan is 
‘granted’, and because of reasons already discussed loans are often regarded as 
a grant or privilege rather than mutually profitable business arrangements, the 
records will be judged to ha.ve performed their promised function; they need 
not be kept again until another loan is required. 

The DESAP programme of the Fundacion Carvajal in Colombia includes an 
integrated sequence of classroom training and individual counselling, leading 
to a loan. Participants are taught a specially designed accounting system, and 
are assisted to install and use it in their own businesses. Nevertheless, over 50% 
of those who receive loans were found to have abandoned the accounting 
system after one year, and almost 90% of failed loan applicants discontinued 
their book-keeping. 

Instruction in book-keeping is attractive to business teachers, since they 
know how to do it, and the skills are clearly identifiable so that trainees believe 
they really have learnt something. Failure to keep records, however, is not in 
itself a weakness and if a superficial ability to keep them is acquired in a training 
course this is not necessarily going to be of any genuine benefit to the business. 
What are the management weaknesses of small businesses, which of them can 
be remedied, in part at any rate, by training, and how? 

Small business training needs 

Good management is making the optimum use of available resources; analysis 
of the deployment and the sources of funds in most small enterprises shows that 
they are not used in the most profitable way and that more money could often 
be obtained without recourse to a loan. 
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Small-scale traders often invest their slender resources in large quantities of 
slow-moving, high-ma@ stocks rather than in goods which can be sold and 
repurchased quickly; the concept of the profitable use as opposed to the mere 
possession of assets, and the importance of time as well as profit margins in 
determining profitability, can be introduced in a classroom to trainees of a 
certain minimum level of sophistication. They may subsequently carry on as 
before, because the psychic value of possession is to them more valuable than 
the ‘actual’ value of money earned, or because they fear that if their stock is 
frequently turned into cash they will not be able to protect it from the depre- 
dations of their extended family. If these are conscious decisions, made in full 
knowledge of the possible alternatives, the trainer need not feel that he has 
totally failed. 

A trainer may similarly show business people how to separate their personal 
money from their business resources, in order to enable them to limit, or at 
least monitor, the amount of money they withdraw from their enterprise. They 
may not as a result reduce their withdrawals, but if they are aware of the 
potential of retained earnings as a source of new capital, and decide neverthe- 
less that their families’ immediate needs are more pressing, this is surely a 
legitimate decision. 

Traditional craftsmen often distribute their products through traders who 
constitute an informal monopoly and thus prevent anything but the minimum 
share of the final selling price reaching the actual manufacturer. Governments 
may attempt to remedy this all-too-familiar situation by establishing State 
Marketing Enterprises or by encouraging the formation of marketing co- 
operatives; neither has a particularly outstanding record of srlccess, and a more 
positive approach may be for one or more craftsmen to attempt individually to 
undertake the distribution of their own products. 

Potters in Nepal are unwilling to do this because they believe that their caste 
restricts them to making pots. They prefer to allow traders of a different caste 
to market their wares, even though they themselves only receive a very small 
proportion of the final selling price. If such craftsmen can be brought to see that 
the option exists, and how it might be undertaken, training has done all that can 
be expected of it. The craftsman himself, possibly supported by other Govern- 
ment programmes, must decide whether he will risk the social and economic 
costs and attempt to break out of the traditional boundaries that constrain his 
activities. 

!Selecting trainees 

Training can successfully introduce people to techniques which are common to 
large numbers of businesses, and can make trainees aware of the options open 
to them; it is important, however, that the trainees should be carefully selected. 
There are large numbers of small business owners who cannot reasonably be 
expected to take advantage of training opportunities because their businesses 
are too far away from the training centre and they cannot afford to neglect their 
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jobs for the time necessary to take a full-time course. A number of organisations 
have arranged part-time training; this may be feasible in cities and heavily 
populated rural areas, but people who never learnt anything practical in a 
classroom, and whose schooling, such as it was, took place many years ago, find 
it very difficult to adjust to the classroom learning situation. It is even more 
difficult if they only have two or three hours to become accustomed to the idea, 
and must then return to the real world and try once more to adjust themselves 
to a classroom the following week. 

Entrepreneurial success does not depend on education beyond the higher 
primary or lower secondary level; the vast majority of small-scale business 
owners in poor countries have only enjoyed a few years of primary education, 
and may indeed have gone into business for themselves because they lack the 
educational qualifications necessary for secure employment in Government or 
a large business. The connection between what goes on in a classroom and the 
reality of managing a small business is tenuous at best, but it may be quite 
impossible for a small business owner with little formal education, and that 
many years distant, to re!ate the classroom lessons to his daily activities. 

It is very difficult to introduce improved agricultural methods in a classroom, 
but at least most agricultural training courses are attempting to introduce the 
same practices to all the trainees, and the trainees have no reason to fear each 
other’s success or to conceal their problems from one another. Small business 
people are, however, very different from one another, in reality and still more 
in their own perception, and they tend to believe, sometimes rightly, that one 
business’s success can only be gained at the expense of another’s failure. They 
are thus unwilling to reveal their most important problems in a group learning 
situation, even if the trainer makes an effort to elicit them, and because their 
businesses are so different from one another, any material that applies to all is 
necessarily so general that it cannot easily be translated into the reality of any 
one. 

The ability to identify, select and modify what is relevant in a general 
treatment of a subject and to apply it to a particular situation is very much a 
function of sophistication and education, rather than the natural shrewdness 
and intelligence which lead to success in small business. Classroom training is 
therefore only likely to be effective for the rather small minority of small 
business owners who have at least completed secondary education, and prob- 
ably only for those who have left school relatively recently. When combined 
with problems of time and distance, this seriously limits the number of small 
business people who can gain from classroom training. 

Entrepreneurship development programmes 

The problems which prevent the owners of existing businesses from attending 
courses for any extended period do not affect the unemployed who wish to 
go into business for themselves, and in many countries special courses, or 
‘entrepreneurship development programmes’ have been conducted for people 
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of this sort. Most programmes have three major components; the trainees are 
taught some elementary techniques of business management, with particular 
emphasis on sources of finance, project preparation and other aspects of 
starting a new venture; they are also given an opportunity, with more or less 
supervision, actually to survey the prospects for their chosen venture and to 
prepare a proposai for submission to a bank which is usually involved in the 
programme. 

The third, and most contentious part is intended to train people to think and 
act in an entrepreneurial way. Much of this arises from pioneering work by 
McClelland and his colleagues from Harvard University which was carried 
out under the aegis of the Small Industries Extension Training Institute in 
Hyderabad. 

The techniques used for identifying the dominant motives in people’s 
personalities, and for reinforcing or even creating the achievement motive 
which is generally associated with entrepreneurship, have been ‘packaged’ and 
vigorously promoted throughout the world. Redundant business executives in 
the United Kingdom, tribal unemployed in India, black minority youths in the 
United States and aspiring investors in East Africa have all been exposed to the 
various tests and games which are said to provide the missing ingredient of 
entrepreneurship which is perhaps the only necessary condition for business 
success. 

In an attempt to identify successful methods of entrepreneurship develop- 
ment, the organisers of 40 such programmes throughout the world were asked 
to provide some information about their activities. A selection of the results is 
summarised in Table 6.1. 

There are numbers of different techniques which can be used in every part of 
an entrepreneurship development programme; one clear conclusion from this 
study is that such programmes cannot on their own train people to be entre- 
preneurs: they must be combined with other forms of assistance if successful 
results are to be achieved. 

One course of this type was conducted for young people in one of the remote 
hill areas of Nepal. The trainees appeared very enthusiastic at the end of the 
course, but after one year it appeared that none of them had started a business, 
and the only effect was that three or four of the participants had obtained places 
on a technical skills programme in the capital city; they had no intention of 
returning to their homes or of starting a business, but hoped to be able to find 
jobs in the city after their training. A programme with very similar content and 
instructors has for many years been conducted for tribal hill people in South 
Bihar, in India. Approximately half of the trainees from this programme have 
successfully started, and sustained, new enterprises which employ themselves 
and in some cases a number of others. 

The critical difference appears to lie in the follow-up and ‘after care’ service. 
The Nepali trainees returned to their villages after the course and had to 
overcome all the obstacles in the way of starting their businesses without 
further support. In India, the training organisation is effectively represented in 
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Table 6.1 Entrepreneurship development programmes 

Selectioii 
- 50%, on average, of applicants were selected. 
- 66% of programmes prefer applicants to have a specific business idea when 

they apply. 
- 62% of programmes have no minimum educational standard for application 

beyond basic literacy. 
- 77% of programmes use evidence of previous initiative as a major qualifi- 

cation for entry. 
- 69% of programmes do not use psychological tests when selecting 

applicants. 

Organisation 
- 62% of programmes do not pay participants a stipend for attendance. 
- Average duration of programme, six weeks. 
- 75% of programmes do not include technical skills training. 
- ?5% of programmes include simple management, project preparation and 

motivation training. 
- 79% of programmes use successful entrepreneurs as instructors during the 

programme. 
- 66% of programme directors themselves have small industry experience. 

Follow-up 
- 76% of programmes provide special access to credit for their trainees. 
- 89% of programmes provide marketing assistance to trainees’ businesses. 
- 94% of programmes provide individual extension advice to trainees’ 

businesses. 

Results 
- 39% of trainees actually start businesses after the end of the programme. 

every village by field staff who have a number of other community develop- 
ment and welfare responsibilities. They do not attempt to do everything for the 
newly trained entrepreneurs, but they do provide a degree of moral support 
and links to other organisations. The transition from the wholly supportive 
training environment to the lonely world of entrepreneurship is the less 
dramatic, and trainees are sustained through the most difficult months when 
they are actually trying to start their businesses. 

It is obviously difficult t.o measure the effects of programmes of this sort, 
because of all the different inputs involved and because some of the trainees 
may not actually start their businesses for some years after the course. The 
difficulties of genuinely rigorous evaluation, however, should no”r detract from 
what can be an extremely effective form of training, providing it is conducted 
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by trainers who are not only properly trained themselves but who also have 
some entrepreneurial characteristics and can ‘infect’ their trainees with their 
own enthusiasm, initiative and energy. Such trainers may be Jesuit priests, 
United Nations employees, local academics or successful businessmen giving 
their services on a part-time basis, but the success of such courses appears to 
depend more on the personality of the trainer, and the enthusiasm and mutu- 
ally encouraging spirit that develops within the group, than on the particular 
training techniques which are used. 

Training methods 

These courses also include material on small business management, sources of 
finance and marketing, and such material also forms a major part of courses for 
existing business owners or those who are being trained for small business 
extension. In these cases the aim is not so much to change the personality of the 
trainees in some way as to introduce them to new techniques, but it is still not a 
matter of regurgitation, passing examinations or even being able to perform 
certain tasks when told to do so; the trainee must as a result cf his training 
actually want to do what he has learned, when it is appropriate, and to be able 
to do it. Hence both the personality of the trainer and the training methods are 
of vital importance. 

People who are being trained to operate machines, or speak a language, can 
actually do in the classroom the thing they are being trained to do outside. The 
role of the trainer is to demonstrate what has to be done, and to correct 
trainees’ attempts when necessary. The environment in which the task is 
performed, and the reasons for performing it, are not the same as in the real 
world, but the task itself can, if the training is effectively designed, be identical 
to that which has to be done after the training is completed. 

Management is quite different; some skills such as book-keeping can be 
learned in a similar way, but the differences in the availability of data or the 
time pressures involved, in the classroom and in a small business, are such that 
success in the classroom is far removed from the ability to keep useful accounts 
in a real business. Keeping accounts is in itself, as we have seen, a cost rather 
than a benefit to the enterprise; unless they are used the effort of keeping them 
would be better employed in other ways. Even the most carefully designed case 
studies or class exercises cannot accurately simulate the pressures of a real 
business decision, and other skills such as marketing, human relations or 
negotiating ability are even more difficult to translate into the wholly alien 
environment of a classroom. 

Any management teacher is faced with these difficulties, but they are all the 
more acute when the trainees are people with little formal education and little 
time to spend in the classroom. International management schools make 
complicated and expensive efforts to develop case studies, simulations, games 
and other devices to bridge the gap; small businesses themselves, or institutions 
attempting to train them, can rarely afford the very high investment and 
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recurring training costs which these devices involve, even if the trainees are 
capable of learning from them. We have already seen that only a small propor- 
tion of small business owners or managers can benefit from classroom training 
at all, but they, and people who plan to start a business or those who are being 
trained to advise them, can in fact make use of a readily available resource 
which more than overcomes the difficulties of bridging the gap between the 
classroom and reality. This resource is small businesses themselves; unlike 
large firms, they are widely scattered, in large numbers, and because they are 
small it is not too difficult to obtain an overall view of the situation of a small 
business in a fairly short time. They are the ideal learning laboratory, apart 
from being the reality for whose management the trainees are being prepared. 

There are a number of ways in which real businesses can be used as a training 
ground; the most obvious, is to write small business case studies and to use 
them in the classroom. Most literate small business owners can write very 
useful case studies about their own businesses, and their very simplicity and 
small scale means that such a study need not be so long or complex that it is 
beyond the time or intellectual capacity of the trainees. 

Even the best case studies, however, suffer from the disadvantages of any 
form of classroom training. The objective should be to use the business as a 
substitute or adjunct to the classroom, but at the same time to give the 
advantages of structure, speed, reduced risk, supervision and immediate cor- 
rection or reinforcement which constitute the rationale for attempting to teach 
anybody anything other than by making them actually do it. Small business 
training is difficult because small business people find it inconvenient, or even 
impossible, to absent themselves from their businesses for any extended 
period; if the course is structured so that they have continually to return to their 
own or other people’s businesses, to collect data or to experiment with new 
techniques, this strategy will both overcome the practical problem and also 
provide a far more effective method of learning, so long as the trainees are 
sufficiently familiar with classroom learning to be able to readjust to it quickly. 

Action learning 

Small businesses also provide an ideal environment for ‘action learning’, such 
as has been developed by Professor Revans, and one of its early applications 
was to small-scale palm oil mills in Eastern Nigeria. This form of training is 
based on the assumption that the task of management itself is the most effective 
learning tool for those who wish to manage, just as speaking a foreign language, 
rather than some sophisticated ‘simulation’ of it, is the best way to learn a 
language. If this notion is carried to its extreme, of course, training as a distinct 
activity from doing disappears altogether, but the objective is to use the reality 
of management as a learning tool, not for the trainer to abdicate all respon- 
sibility for the process. 

The Nigerian palm oil mill managers were attempting to improve the econ- 
omics of their operations by minimising the price paid for raw materials; when 
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they met together to share their difficulties, and visited one another’s mills to 
gain greater insights into managing their own, they saw that this policy led to 
irregular raw material supplies and erratic operation. They returned to their 
own mills and increased the prices paid to the farmers; what had been a dying 
industry was rejuvenated at once, and it survived and prospered until progress 
was interrupted by the civil war (Revans, 1980). 

Outsiders often exaggerate small business owners’ unwillingness to share 
their ideas and problems with one another. The management of a small 
business is a lonely task, and much of the value of any form of training arises 
from the opportunity it gives such people to realise that they are not alone in 
their problems. If the content of the course is limited to formal lectures on 
book-keeping or banking procedures, the exchange of experience will be 
limited to the lunch breaks; it is far more effective to use the trainees’ desire to 
share their ideas as a central part of the learning experience. There are many 
ways in which this can be done; the whole group, if it is not too large, may visit 
the enterprise belonging to one of their number, not merely to observe but to 
analyse and suggest new initiatives; trainees may exchange places and spend 
time in one another’s businesses, preceded and followed by classroom sessions, 
and guided by instructors who also spend more time in the businesses than in 
the classroom. 

Members of a small business training course in East Africa expressed doubts 
as to whether local retailers really had excessive stocks of slow-selling goods. 
They were unimpressed by survey results; the class then walked a few yards to 
the local market and spent half-an-hour asking traders to estimate their 
monthly sales of items which trainees could clearly see were stocked in some 
quantity. The results showed that stocks often exceeded one year’s sales; the 
trainees were convinced, and were thus motivated to learn simple stock control 
techniques to avoid similar mistakes themselves. 

Training facilities 

This approach clearly requires that training should be carried out as close as 
possible to the small enterprises themselves; air-conditioned, multistorey 
management training institutes, far from the reality of enterprise, may or may 
not be an appropriate environment for learning how to manage a Government 
Ministry or large corporation, but they are certainly unsuitable for any sort of 
small business training, whether it be for owners, managers, aspiring entre- 
preneurs or those learning to assist and advise small enterprises. Such places 
may have elaborate educational technology, but there is little point in simu- 
lating an interview with a small business owner on closed-circuit television if 
real small businesses with real people in them, are available a few minutes walk 
from the classroom. The seats may not be so comfortable, or the blackboard so 
smooth, and the proceedings may be interrupted by the noise of passing 
hawkers or taxis shouting for passengers. These are all small businesses, 
however, and their presence provides a constant reminder of the need to test 
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everything that is said in the classroom against the touchstone of reality. 

Trainers 

Classroom training should therefore be related as closely as possible to the 
environment in which the trainees are to operate, and should only be given to 
people who can genuinely learn from it; who should conduct training courses, 
and what institutions should organise them? Lecturers in management subjects 
such as accounting, marketing or human relations have often themselves been 
trained in an alien environment, or by foreign instructors using foreign books. 
They rarely have any management experience themseives, apart perhaps from 
consuhancy assignments with large organisations. They may succeed in helping 
their full-time students to pass examinations in theories of management, but 
they find it difficult to relate either to small businesses themselves, or, still 
more, to their owners or managers who are not interested in passing examina- 
tions but want to be able to manage their own businesses more profitably when 
they return to them at the end of the course. University lecturers may add status 
and credibility to a course in the eyes of those who have an exaggerated idea of 
the value of formal education. but they are not likely to make a useful contribu- 
tion in terms of improved performance; what alternatives are there? 

A good manager is one who makes the best use of the resources available to 
him; many small business owners or managers fail to do this, not because they 
lack particular skills but because they do not know about the services that are 
available to them, whether they are offered by private companies in search of 
profit or public agencies which are trying to help small businesses for their own 
sake. An experienced and articulate bank manager, or sales representative, 
should welcome the opportunity to further his own interests and help a group of 
small enterprise managers by telling them of the services he can offer and 
showing them how to make the best use of them. Professional accountants, or 
lawyers who act for small businesses can similarly provide valuable instruction; 
small business people will learn how to produce figures for final consolidation 
and analysis by an accountant, or the ways in which the law affects their 
operations, and when they should make use of professional expertise. They 
may be encouraged to use the services of the particular professional who has 
instructed them, but if he has been properly selected this should be to their 
advantage. 

A second source of instructors is small business owners themselves; not 
every successful or unsuccessful entrepreneur can also stand up and describe 
his experience to a group of business people, but small business owners can 
relate to and learn from one of their own number far more easily than when the 
instructor comes from a totally different environment. The very successful 
operator of a chain of dry cleaning shops in Kenya is also an articulate and 
challenging speaker. He has developed his business from nothing in a very few 
years, and people like him can provide the inspiration-and excitement which is a 
far more important ingredient for success than intensive knowledge of any 
particular management technique. 
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A presentation of this sort should be carefully structured; the entrepreneur 
can be asked to describe his experience up to a certain critical point and then 
the trainees can describe what they themselves would have $.one in such a 
situation. The entrepxeneur can then take up the story, and can thus lead the 
group through the experience of a particular enterprise. If trainees come from a 
sector of society which has not traditionally been involved in business, contact 
with a successful entrepreneur from their own ranks will be a far more effective 
encburagement and example than any formal lessons in business planning or 
book-keeping. 

Representatives of service agencies, or successful entrepreneurs, must, how- 
ever, be treated as a resource, like the real businesses outside the classroom or 
whatever case studies or other material are available; the key to successful 
training lies in the person who actually leads the course, whether he is called 
tutor, course leader or organiser. If a course is no more than an unrelated 
sequence of presentations, with no obvious continuity or link between them, 
small business trainees will find it very difficult to relate what happens in the 
classroom to their own experience. The learning resources must be marshalled, 
guided and interpreted to the group by someone who is wholly committed to 
the course from the time its members are recruited until its final evaluation has 
been completed. His background and qualifications are far less important than 
his ability to identify with the participants and to ensure throughout that the 
course is relevant to their needs. 

Application questions 

- How cost effective are small business management training courses, in terns 
of increased profits or employment which can be directly related to the 
training course? 

- How many small business people who have been trained in book-keeping 
actually apply and continue to apply what they have learnt in the course, 
and, if they do, do they actually benefit from using the information? 

- Is attendance on a training course, rather than actually ability and perform- 
ance, used as a qualification for receiving a loan? If so, is there any evidence 
that those who have been trained are any less likely to default than those 
who have not? 

- Are the contents of training courses, and the training methods used, directly 
relevant to the actual situation of small business people, or are they drawn 
from large business experience, or even from other countries? 

- Is sufficient use made of small business people themselves as a training 
resource, such as case studies, attachments to other businesses, talks by 
successful and unsuccessful entrepreneurs or visits to actual enterprises? 

- Are the trainers and the institutions responsible for small business training 
the most suitable? How could other institutions and individuals be en- 
couraged to play a greater part? 
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Case study: the Manyu Soap Factory 

The Manyu Soap Factory in Cameroon is a small-scale traditional enterprise 
manufacturing soap by hand; its proprietor, however, has more ambitious 
plans. He visited a national small business assistance agency, and presented a 
plan for expanding the enterprise and totally transforming its operations. He 
had already obtained estimates for the necessary equipment from a foreign 
manufacturer, for a total of about $450,000. He presented the quotation to the 
staff of the agency and asked for assistance in calculating the total capital 
required and in preparing a proposal for submission to a bank. 

The agency staff estimated tha: if the necessary machinery alone was going to 
cost $450,000, the proprietor would need at least $700,000 in total to cover the 
cost of the machinery and the necessary buildings, vehicles and working capital. 
This estirnate included an allowance for reduced customs duty, which could 
amount to $50,000 on the assumption that the enterprise would be granted a 
special exemption. 

After making these preliminary estimates the investigating officer of the 
agency asked the proprietor to describe the results of his market studies. It 
appeared that he had undertaken no market studies and he did not even know 
how many soap factories were already established in Cameroon. When asked 
what his own financial participation in the project would be, the proprietor 
replied that he was prepared to invest $2,000. The officer realised that there 
was no point in continuing the dialogue and told the proprietor that the project 
was not feasible and that an ambitious venture of this type was beyond his 
present ability. He was advised to apply for a special tax concession which 
would enable him to obtain privileged prices for raw materials; he should take 
advantage of this concession and continue making soap by hand as he was 
doing, to gain more experience in soap making and thus to accumulate more 
personal funds before planning to move from a craft to a modern industry. 

2. The proprietor became very angry and asked why the Government should 
not help him implement such an important project by providing him with the 
necessary funds; he stated that he would implement his project even if the 
agency was unwilling to help him. 

A few weeks later the proprietor returned to the agency and said that he had 
been unable to find any help elsewhere; he asked them to give him whatever 
advice they could. The officer explained the situation to him again and sug- 
gested that he should not try to achieve too much at once; the agency prepared 
a submission for the concession on the interior tax in order to enable him to pay 
less for his raw materials; the final analysis of the project showed that his real 
problem was raw materials and not his need for more sophisticated equipment. 

There are in Cameroon a number of importers who represent foreign manu- 
facturers of machinery. Since these are traders with no long-term interest in 
their customers, they sell whatever machinery they can to local proprietors of 
small-scale enterprises; foreign machinery manufacturers without representa- 
tion in Cameroon also try to do the same. None of these companies are 
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concerned with the suitability of the machinery which they sell and they ignore 
factors such as the capacity of the local market, the need for rapid repairs in 
case of breakdown and training of their customers in the use and maintenance 
of the machines which they sell. The proprietors of the small-scale enterprises 
have no source of information on technology or its developments, and in most 
cases they buy obsolete or inadequate equipment, 

Commentary 

One immediate reaction to the situation might be to suggest that the applicant 
needs training; he needs to know how to prepare a market survey and feasi- 
bility study, and he needs more information about special concessions or other 
services that may be available from the Government. 

One result of training might, however, be that the applicant would be 
deluded by the fact that he knew how to prepare the necessary documents into 
believing that he could actually manage a modern industrial unit. 

Because of the shortage of entrepreneurs, and the difficulty of recruiting 
participants for management courses, sma]] business promotion Staff are often 
far too optimistic about what they can do for people and people themselves 
expect that Government can and should do everything for them The agency 
officer was in this case very realistic in his assessment of the applicant, and thus 
helped him to understand his own position more clearly. 

The applicant clearly lacks many of the attitudes and skills, as well as the 
resOUrCes, necessary for success in a larger and more complex enterprise. His 
technical skills as a craftsman should not be underestimated, but it must be 
supplemented by the ability to operate machinery, and he appears to have no 
understanding of financial management or the need for working capita]. 

Classroom training may in time play some part in remedying the deficiencies, 
but experience, sensible and individual analysis and advice such as he has 
already received, and persona] exposure to large-scale modern soap manu- 
facturing are also necessary before he can consider expanding his business in 
the way he has proposed. 

It is easy to criticise the suppliers of machinery for their apparently unscrupu- 
lous approach, but it could be that they wou]d respond favourably to a request 
that they should contribute to and participate in a programme of training and 
development for prospective customers which would ctirtainly be in their own, 
the entrepreneurs’ and the national interest. 
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CHAPTER 7 

TECHNICAL TRAINING 

The crucial issues 

- What technical skills should be taught? 
- What equipment should be used for training? 
- Is technical training on its own sufficient to enable people to find, or create, 

employment? 
- Who should pay for technical training? 
- Can small businesses themselves provide technical training? 
- What institutions should provide technical training? 
- How can technical training institutions ensure that their training is relevant 

and appropriate? 

The results of technical training 

Since one useful definition of a small business is that it is one in which the 
manager or owner spends much of his time actually carrying out the function of 
the business, whether it be selling goods over the counter, reboring car cyl- 
inders or weaving cloth, as well as managing other people, it is clearly impos- 
sible totally to separate management from technical training. Large amounts of 
money and effort have been invested in technical training facilities in develop- 
ing countries, and many thousands of people have been trained. Such training 
has been provided not only in capital cities but also in less-favoured regions, 
and in many small towns the largest and most modern building is a local 
technical college, which may have been staffed, and paid for, by a foreign donor 
agency. 

The results have been less impressive than the buildings and lavish facilities 
inside them. The training has not become an automatic passport to employ- 
ment, in any sort of enterprise; like some forms of higher education, it has often 
served only to increase the frustration of those who have been trained. It may 
indeed have made them less rather than more employable, in that they consider 
themselves qualified only for the work they have been trained to do, and if this 
is not available they will not accept anything else. A number of participants on a 
course for underprivileged young people in a poor area of London were asked 
what they would do afterwards. The majority said that they hoped that the 
course they were on would qualify them for a further course. 

Technical training institutes are often set up with little or no attempt to state 
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their objectives, beyond the output of a given number of people trained in 
certain specified skills; the lack of these skills may indeed have been previously 
identified as a critical constraint on industrialisation, or on the wider use of 
tractors or other agricultural equipment, but the ‘production’ of people trained 
in them does not seem in itself to have solved the prob!ems which were a!leged 
to be caused by their shortage. 

The training may not be appropriate for the needs of the country, and even if 
it is there may not be enough enterprises to employ the trainees and provide the 
needed service. Skills training alone will not lead to the provision of a needed 
service, and it may limit the trainees’ perception of their own role and dis- 
courage them from taking the wider entrepreneuriai steps which are necessary 
to provide an enterprise within which they can practise their newly acquired 
skills. 

Appropriate skills 

It may be asking rather more than is normally expected of technical training to 
enable the trainees actually to create their own employment opportunities, but 
it is more reasonable to expect such training to enable people to do things which 
they will not be prevented from doing after their training. One rural training 
institute in Kenya had a sophisticated machine tool which, the manager 
claimed, was unique in the whole country. This hardly implied that it was 
appropriate for trainees in a rural area where only a very small minority of the 
villages even had electricity. Foreign donors may try to justify such gifts to their 
own taxpayers by suggesting that people who are trained on a given type of 
equipment will in due course influence their employers TO import more of it, but 
there are nevertheless more legitimate objectives which may lead a technical 
training school to train its students on equipment which is not generally 
available outside the institution. 

Development is about improvement, and even the most passionate advo- 
cates of simple and ‘appropriate’ technology do not suggest that a country 
should resist every attempt to alter or improve on the machinery that is alread!, 
in use. They are concerned only to prevent the introduction of technology 
which is totally inappropriate for the resource endowment of the country 
concerned but may be financially viable because of artificially distorted factor 
prices. New and improved equipment and methods can be promoted tc existing 
enterprises, but people ~583 are already doing something in a particular way are 
often reluctant to accept change; it is easier to train people to use the new 
methods from the very beginning, in the hope that when they start work they 
will be in a stronger position to promote change. Education is obviously 
designed not only to enable people to operate in society as it is, or even as it is 
likely to be, but to help them to change and improve society. Technical training, 
although working in a narrower field, should similarly aim to introduce change 
and not merely to respond to existing conditions. Much of the equipment in 
training schools cannot be explained on this basis, however. It is so different 
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from what is being used in any but the most modern, large-scale units, where 
there are in fact the fewest tjpportunities for employment, that its use can only 
be explained by its donors’ msensitivity to genuine local needs. 

Training for seCempIoyment 

If the equipment on which students are trained is similar to, and only margin- 
ally ‘better’ than, what is generally in use in the mass of small enterprises where 
they will eventually seek employment, this will not in itself necessarily guar- 
antee that they will find jobs. The training is usually similar in its approach to 
the methods adopted in most schools and even universities. Trainees work on 
set tasks or exercises, and they have to produce a wooden joint, a piece of metal 
cut in particular ways, or possibly a completed tool, a piece of furniture or a 
garment. The exercises incorporate a number of known and accepted tech- 
niques, and the teacher or supervisor can train the student to complete each 
section without any doubt as to which technique should be used for each task. 
The final result is a satisfying and often excellently produced article, and it can 
easily be compared with an objective standard. Any trainee with reasonable 
dexterity, aptitude and application can pass a ‘practical’ examination which 
consists of repeating a selection of the same tasks they have been trained to do 
beforehand. 

This is, however, as inadequate a preparation for working in a typical small 
enterprise as rote learning is for living in the real world. Small businesses are 
typically ‘jobbing shops’; they have short production runs, oz- every item may 
be different from its predecessor. This applies to vehicle maintenance work- 
shops, tailors, builders and handicraft makers, as well as metal goods manu- 
facturers or carpenters; it means that the owner or manager cannot devote the 
same amount of time to deciding how each job should be done as can somebody 
in a large enterprise which can afford generously staffed production enginecr- 
ing and tool design departments because the cost of developing, designing and 
implementing production methods can be spread over very large quantities. He 
must therefore expect his employees to be &le to decide how things should be 
done, rather than merely to follow instructions or to do what was done the day 
before. Most technical training signally fails to enable its students to do this. 

Some small businesses do not require this problem solving ability; when 
large numbers of a particular rather simple machine of the same type are used 
in a particular area, it may be possible to train someone to perform all the 
commonly expected maintenance tasks by rote, so that he can work for a 
maintenance workshop or even set up his own business based on a particular 
closely defined szt of skills. Systematic rote learning of this sort has been 
successfully used in India to generate large numbers of small independent 
maintenance engineers for diesel irrigation pumos and bicycles; more fre- 
quently, however, a small business must deal with a wide range of products, and 
cannot rely on any cent,al resource or facility for the exceptional occasions 
when training has not equipped operatives with a solution. 



85 

!&bw can technical training be improved? 

It is easier to account for failure than to suggest improvements; how can people 
be trained to solve problems they have nor met before, or even to create 
employment for themselves rather than merely offering their skills to other 
employers? The Birla Institute of Technology, in South Bihar, India, has 
developed and very successfully applied an approach which is clearly effective 
with sophisticated modem sector small industries, and which may point the way 
to similarly useful initiatives at a lower level. Selected engineering students are 
invited in the last year of their degree course to carry out a research project to 
de tielop a practical solution to a technical problem which can form the basis of a 
small-scale engineering enterprise. Their answer to the problem is presented in 
writing and in laboratory prototypes where applicable, as part of their material 
for the final examination, but the students are usually by this stage quite 
unconcerned with examination results. They proceed immediately to a three- 
month course in entrepreneurship and small enterprise management, which is 
conducted in a special centre outside the Institute’s premises, and they then 
start their enterprise. The most dramatic evidence of their success is the 
extensive small business industrial estate which lies just outside the Institute’s 
gates. It is fully occupied by graduates of the programme (Cat-r, 1981, pp. 
1 l-23). 

The success of this programme is more the result of the initiative, commit- 
ment and inspiration of the people who run it than of any details of its structure 
or content. The Birla Institute is an independently financed establishment, and 
this may have made it more possible for its staff to start such an innovative 
undertaking since they were not bound by Government rules and procedures. 
It does, however, combine technical education with entrepreneurship and 
management training, and the students receive privileged a ..cess to resources 
such as premises, bank loans and Government contracts. T: is does not explain 
their continued expansion and success, but may in par+ .:ccount for the initially 
high proportion of students who actually start their own businesses. 

The Birla programme is certainly elitist, in that it is only available to a very 
small number of students, who are selected from the student group which is in 
turn a very fortunate minority. The institution itself is funded largely by the 
second-largest private industrial group in India, which, it might be argued, 
has an interest in restricting the number of potential competitors. Technical 
training institutes, whoever is responsible for them, typically concentrate on 
training people for jobs in Government or large private companies rather than 
new enterprises. The fact that only a small number can take advantage of the 
Birla programme does not mean that other institutions, at very different levels, 
cannot improve the value of their technical training by directing it towards 
self-employment rather than ‘jobs’. 

The Village Poly kc - ,hnic programme in Kenya attempts to do the same thing at 
a rather humbler level. Primary schoo! leavers, who have been unemployed for 
some time, are given a six-month course in one or several simple skills for which 
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there is a market in the village, such as vehicle maintenance, house building or 

carpentry. They also rece ive some basrc business training in simple manage- 

ment, and it is made clear from the beginning that the objective is to enable the 

trainees to create their o \km jobs by operating independently, within their own 

community, as opposed to gravitating to the city in search of formal sector 

employment. Most impo rtantly, perhaps, the training is conducted in a village 

centre, and the programm e is not generously funded. Its relative poverty may 

have frustrated those resp onsible for its inception and management, but it has 

ensured that trainees are not exposed to expensive irrelevant technology or to 
. rote learning of mechanic al skills; they have to work with a minimum of 

equipment, and they therefore dcvclop the ability to improvise and make the 

best use of limited resourc es, whrch 1s the key to successful small enterprise 

management. It may be significant that many graduates of this programme 

succeed in obtaining emP lo y ment with large and small-scale firms, rather than 

starting their own business- The training which is designed to enable them to 

create their own jobs also p reduces a result which is more acceptable to an 

employer than someone who has enjoyed a more expensive and traditional 

formal technical training. A fair number, however, successfully establish their 

own village enterprises and P rovide much needed services to the community, as 

well as creating emploYme nt for themselves and in some cases others who may 
. . 

or may not have enjoyed the same. trammgS 
The gap between reality a nd trammg has been bridged in many industrial&d 

countries, where jobs are n ot SO scarce, by ‘sandwich’ courses; trainees spend 

only a few weeks or months at a time in training, and must then return to a job 

- where they carry out then normal function and may also work on a srructured 
project which is part of the formal requirements of their COUrSe. This approach 

has been applied to postgra &ate degrees, to basic technical skills training and 

to all levels in between, an d it does appear to produce people who are more 

able to fit into and make a u 
seful contribution to a business, because they have 

not been away from the re 
al world for long periods. This approach may be 

valuable as a way of imPro ving the performance of those who have jobs, but it 

cannot enable people to Cre ate their own employment, because they must be 

employed by someone else iis part of the course, and even if they could start 

their own business during one of the periods they spend outside the tral:.:ng 

institution, they could clearly not desert the nascent enterprise after only a f(: v 
. . 

months in order to return to tram’cgS 

Apprenticeships ad pride trahing 

Apprenticeship was for marry y ears the only way in which people acquired 

technical skills. Those who are anxious to promote small enterprises should 

always look first at existing P ractices and institutions rather than attempting to 

start new ones, and they sh ould 

apprentices 

therefore ask themselves whether existing 

formal or informal hip schemes or on-the-job training, with or 

without formal recognition o r any intervention from a training institution, can 
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provide the necessary skills for working in a small enterprise or for starting your 
own. Informal apprenticeships, whereby young people work for little or no 
reward for somebody else until they have learned enough to earn their keep, 
are the way in which most small business employees are trained. A survey of the 
modern informal sector in Lome, the capital of Togo, revealed that some 88% 
of those who were employed were apprentices. They were apparently being 
well trained, as well as providing their ‘masters’ with cheap labour, and nearly 
all the business owners themselves had originally been trained in this way 
(Demo1 et al., 1982, p. 374). 

A girl with inna;e entrepreneurial ability in a remote part of Nepal was 
unable to obtain a place in an official Government-sponsored tailoring course. 
She managed to persuade a local tailor to train her, in return for free labour and 
a very small fee, and eventually established a viable business. I-Ier success 
contrasts dramatically with the failure of people from the same area who had 
attended the official training course. They preferred to remain in the city where 
they had been trained, and to join the ever-growing number of job-seekers if 
they were unable to enrol themselves in yet another training course with its 
attendant stipend. 

Like the tailor who trained this enterprising girl, a number of small-scale 
manufacturing entrepreneurs have recognised that the public demand for 
marketable skills may offer more profitable opportunities than that for their 
products, and have added training to their range of products. They levy a scale 
of charges, and offer trainees some form of certification or other evidence that 
they have achieved certain standards. They may themselves eventually employ 
their best trainees but they are less likely to frustrate, and may actively 
encourage, their ex-trainees to start businesses themselves since their success 
will be the best possible advertisement for the training business. 

It is easy to criticise such enterprises, because their owners seem to have in 
some way dishonestly devised a system whereby they are paid to employ 
people. Critics should, however, compare these students’ motivation with 
official technical colleges. Students at technical colleges may pay no fees at all, 
and may even be given free or heavily subsidised accommodation, while 
trainees at private training businesses pay for the privilege of allegedly being 
exploited. Their willingness to do this, and the relevance of the training to the 
real world, suggest that this form of training should be recognised as playing a 
useful role. 

Tedmid skills and management 

Training staff in any institution must appreciate the vital differences between 
the skills required in a machine shop of a large enterprise and in a snail 
workshop, and should in particular ensure that management and technical 
skills are combined at every level of training for small enterpnses. Technical 
problem solving at the most elementary levels still involves some understand- 
ing of business, and therefore requires decisions and the exercise of simple 

- 
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management, and the owners or managers of small enterprises must also be as 
familiar with the technology as are any of their employees. 

The entrepreneur ‘in a vacuum’ who is ‘given’ a ready-made project by a 
small enterprise promotion agency, and does not have his own idea, must learn 
the technology if he is to have any hope of successfully converting the abstract 
project into a viable business; a skilled craftsman must similarly acquire some 
simple management skill before he can start and run his own business, but both 
technical and management skills can be acquired in many ways other than 
through training. People who have had an intensive technical training, even to 
graduate or postgraduate level, often admit that they make little or no use of 
this training in their day-to-day business, since basic ingenuity and common 
sense are more important than extensive technical training which, in the final 
analysis, can only cover what is already known. The unique new situation, 
compounded by inadequate equipment and raw material shortages, is the real 
test of a practical technoiogist, and skill in dealing with such situations comes 
more from basic attitudes, working contact with people who have these skills 
and personal unassisted experience in such situations. Many successful tech- 
nical entrepreneurs, such as Clive Sinclair who developed the first pocket 
calculator, the first digital watch, the first miniature television and the first 
home computer, deliberately terminated their technical education at an early 
stage because they felt that they could learn what they needed from experience, 
and impatience with formal technical training may be a sign of nascent entre- 
preneurship. 

Technical training is no substitute for ingenuity and inspired improvisation, 
and management training can only supplement and not replace basic shrewd- 
ness, common sense and a natural understanding of why people behave as they 
do. Trainers must recognise that training of any kind can only have a marginal 
effect at best, and that management and technical skills are inseparable in small 
business. They should not allow their desire for a neat curriculum, subdivided 
in the traditional way, to impose any artificial separation between the two skills 
which together enable somebody to run a small business successfully. 

On-the-job training 

Management must not be separated from technology, and small business 
training itself must not be separated from reality; the location of the training 
institution, the nature of its facilities and equipment and the instructors’ 
approach to teaching must all relate closely to the small business environment. 
It is often desirable to take small business training out of the small businesses 
themselves because of advantages of structure, sequence, cost, group support 
and continuous guidance, but the onus of proof should rest with the advocates 
of the classroom over the training workshop. On-the-job training is increas- 
ingly recognised as a supplement to the classroom, but the classroom should 
only be regarded as a supplement to the job for small business training. 
Whenever any kind of off-the-job training is proposed it should be carefully 
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justified and compared with its on-the-job equivalent; it should only be undcr- 
taken if the advantages clearly outweigh the dangers of irrelevance or failure to 
transfer what has happened in the classroom to the business environment. 

Trainers, like doctors, tend to believe that their own particular service will 
cure all ills, so long as its quality is continually improved and it is provided in 
sufficient quantity. They should adopt a certain humility and accept, like 
bankers, promoters of co-operatives or builders of industrial estates, that they 
can only play their part in an integrated package of assistance, and that the 
package as a whole represents no more than a marginal input when compared 
with the presence, or absence, of the individual entrepreneur who takes the risk 
and earns the rewards. 

Application questicas 

- Are the skills which are taught in technical training institutions actually 
those which are used in small businesses? 

- Is the equipment used in technical training the same as that which trainees 
are likely to have at their disposal in small businesses? 

- Are the trainers and equipment which have been provided by foreign 
donors fully appropriate for local small businesses? 

- How important a contribution does apprenticeship make to the process of 
small business technical traiuing? Is the contribution recognised and inte- 
grated with official training programmes? 

- Are there any private, profit-making technical training schools? Why are 
people willing to pay for training, and can official training programmes 
learn anything from private training undertakings? 

Case study: the Zimi Industries Training Centre 

Over 95% of the people in Tanzania live in the countryside and depend on 
agriculture for their livelihood. In these rural areas there is a high degree of 
underemployment and unemployment; agricultural productivity is low, 
because only a small area is irrigated, people use hand tools and are generally 
unfamiliar with how to use improved seeds, fertilisers and chemicals. Although 
these bottlenecks in improving agricultural productivity are being tackled 
through rural integrated development programmes, it is the policy of the 
Government to diversify the occupational pattern in rural areas. One way of 
doing this is to set up small-scale village industries. 

In order to achieve this objective, training centres have been set up for basic 
trades such as carpentry, metal working, hand loom weaving, shoemaking, 
garment making, machine operation, motor mechanics and so on. 

The Government of Tanzania established a small industries development 
agency, one of whose functions is to provide training for small industries. This 
agency runs several training and production centres. One of these centres is the 
Mimi Industries Training Centre which gives basic training in carpentry, sheet 
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metal work, blacksmithing and handloom weaving and also gives upgrading 
courses in these trades. 

The Zimi Centre was established in 1973 and started its training pro- 
grammes the following year. The Centre was to provide training to young 
people, preferably those who had completed primary education, and it was to 
be in various handicrafts so that the students would be able to start their own 
workshops with or without Government assistance in their respective home 
areas. The Centre was also to provide shorter courses in theory and practice to 
those who are already working as craftsmen, and in all cases preference would 
be given to trainees coming from rural areas. 

The Centre provides training in the four basic trades of carpentry, sheet 
metal work, blacksmithing and hand loom weaving. All these are important to 
the rural areas of Tanzania. All courses are residential and the Centre provides 
full board and lodging free of charge. 

The initial capacity of the Centre was for 80 trainees for the one-year basic 
training course. During the first year 78 trainees were taken, in the following 
year 106 were taken of which 85 were for basic training and 21 for upgrading 
courses, and in the third year 120 trainees were admitted, of which 94 were for 
the basic courses. 

The trainees are taken from all over the country. During the first two years, 
trainees were sponsored by district authorities, by individual workshops and by 
individuals. A large proportion of the places were in this first year taken by 
people from the region in which the Centre is located. 

The admissions system was reviewed in 1975 when it was decided that 
trainees should only be accepted when they were sponsored by village authori- 
ties, and that four trainees should be taken from each place in each respective 
trade. The reason for this was to ensure that the trainees when they returned 
could form a group and start a viable workshop. 

The basic objective of the training programme at the Centre as it is now 
constituted is for the trainees to report back to their respective areas and start a 
village workshop; the village authoritics are responsible for constructing the 
necessary work places. A follow-up study ti%s made&o ascertain how and where 
past trainees had been settled. This study revealed that only three trainees out 
of the second batch and 24 out of the third had returned to the jobs and places 
from where their initial sponsorship arose. None of the trainees from the first 
batch could be contacted. 

Cast study: the Industrial Training Institute 

An industrial training institute was &tablished in a remote mountain State of 
India in order to create a qualified technical workforce and to enable local 
people to start their own businesses. Government Departments and existing 
firms in the State needed technically trained people, and it was hoped that a 
suitably trained workforce would form a base for rapid industrialisation of the 
State through growth of existing businesses and the establishment of new ones. 
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Electricians, motor mechanics and other qualified workers from other States 
were migrating to the area, both to find employment and to start their own 
businesses, but the Local Government felt that local people should have the 
opportunity to gain from the increasing prosperity of the area. 

The Institute was affiliated to a national organisation whose function was to 
co-ordinate vocational training activities in the various States and to ensure 
that appropriate standards were maintained. During the first year training was 
started for motor mechanics, electricians, fitters, plumbers and civil engineer- 
ing draughtsmen. The courses were scheduled to last two years each. A repre- 
sentative from the national organisation visited the Institute before the training 
started in order to check that the workshops were suitable and that appropriate 
tools were available. His recommendation was favourable and the training 
started. 

Trainees were invited to apply through press advertisements and a Corn- 
mittee was set up to select suitable candidates. They had to have completed 
primary school but nobody over 24 years old was accepted. Residents of the 
State were given preference. Trainees could apply to change from one trade to 
another according to their interests and aptitudes until one month after their 
dtite of admission. 

The first batch of trainees passed out in May 1978, but a number of problems 
arose. Sufficient applicants had not come forward and in order to attract more 
candidates the training stipend was doubled from $5 to $10 per month. Further 
applications were invited in order to fill the remaining places, and the educa- 
tional standards were lowered; those candidates admitted in this way did not 
perform well in the training. 

In addition, about 20% of the trainees dropped out of the course shortly after 
it started since they found jobs in Government Departments. Only about a 
quarter of those who completed the training and passed the tests obtained jobs 
in Government Departments or in private firms. The remainder could not find 
jobs as they were said to be inexperienced, but they Oaeie only interested in 
finding employment in Government Departments and showed no interest in 
setting up their own businesses although there were plenty of opportunities 
available. 

Commentary 

Both these attempts to create employment through technical training appear to 
have failed. There are a number of possible explanations for the poor perform- 
ance. The participants weie not required to make any sacrifice in either case, 
and in India they were given an enhanced stipend in order to attract more 
participants. It is very tempting, but dangerous, to distort the motives for 
attendance in this way. If people have to be attracted by stipends, it probably 
means that the programme is not perceived as being of any value for its own 
sake. Rather than offering increased stipends, the organisation should improve 
the training or the information provided about it. 
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The training is provided in an institution rather than on-the-job. It is difficult 
to do otherwise if there are very few existing businesses at all, but an attempt 
should be made to attach trainees to a real business for at least a small part of 
their training period. 

In Tanzania, the participants were intended to return home and to partici- 
pate in a co-operative; this form of enterprise is unlikely to appeal to young 
people and this requirement may have contributed to trainees’ decisions not to 
return home. In India, those trainees who were successful or influential enough 
to obtain jobs with the Government obviously preferred this, but the remain- 
der showed no inclination to create jobs for themselves by starting their own 
businesses. This may have been because entrepreneurship was not included in 
the curriculum or because it was not made- clear from the outset to participants 
that this was one of the objectives. 

Evidence from a number of countries suggests that self-employment is more 
remunerative than a job in a private or public sector, but it is obviously more 
risky. People who have acquired a technical skill which is in any case more 
appropriate for a Government workshop than a small business will naturally 
regard self-employment, or a job with another small enterprise, as a very poor 
second-best. 

Technical training without clear objectives is unlikely to lead to self- 
employment. The Tanzania case demonstrates that trainees’ decisions not to 
return to their proposed co-operatives in the villages may well be the right one 
from their point of view. If people are given skills they will, quite rightly, do 
their best to ‘sell’ them to the highest bidder, and potential entrepreneurs are 
unlikely to accept direction as to where they should work. It may well be, in 
fact, that some at least of the untraceable graduates of the Tanzanian pro- 
gramme had in fact started their own businesses, although not in their home 
areas, and the programme therefore may have been more of a success than its 
sponsors realised. 
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CHAPTER 8 

EXTENSION 

The crucial issues 

- Can individual one-to-one advisers teach small business people more than 
they can learn in a classroom? 

- Are small business people willing to share the information that an adviser 
needs before he can help them? 

- How many advisers are needed to make a significant impact on a country’s 
small businesses? 

- What kind of prior experience and education do small business advisers 
need? 

- Should small business advisers be specialists or generalists and what sort of 
advice can they give their small business clients? 

- Should small business people pay for individual advice or should the service 
be free? 

- Can the benefit to the clients exceed the cost of providing the service? 

Communicating with small businesses 

Even the most effective training can only have a limited impact on a minority of 
small business owners; how else can new ideas and improved management be 
brought to small enterprises? It may be useful to approach the problem in the 
same way as the promoter of a product would consider his marketing task; he 
must design a combination of advertising, selling and distribution intermedi- 
aries that will inform his target market about his product, persuade them to buy 
it and enable them physically to obtain it. The promoter of small business 
improvement must similarly inform small business people about the various 
improvements he is ‘selling’, persuade them to adopt them and make the 
detailed instruction or guidance physically available to them. 

It does not necessarily cost the small business owner any money to adopt new 
ideas or to change his basic attitudes towards some aspect of his business, and 
the assistance agency will probably in fact suggest the change because they are 
confident that it will substantially improve the profits of the enterprise. Change 
of any sort does however involve *psychic’ costs, in that it requires the owner to 
take a risk; his present situation may be far from ideal, but it is at least familiar 
and enables him to avoid starvation. A new practice may indeed be as profit- 
able as its promoters suggest, but it may not, and known ability to survive is to 
most people preferable to uncertain ability to prosper. 
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It is therefore ‘expensive’ to adopt an improvement in a small business; the 
promoter must use personal contact rather than one-way communication 
through advertising. The printed word may be useful for individual study, or in 
order to announce training opportunities or other services, but it cannot play a 
critical or fundamental role in introducing change to small businesses. 

On-site advice or classroom learning? 

We should therefore look more closely at the ‘travelling salesman’, that is a 
person who visits small business clients in their own premises and assists, 
advises and teaches them individually. ‘Extension’ can be broadly defined to 
include any way of reaching out to a particular group, but we shall for conveni- 
ence here confine its use to individual on-site advisers, consultants, counsellors 
or whatever else they may be called. We saw that there ire many reasons why 
only a minority of small business managers are able both to attend and to 
benefit from classroom training; many cannot leave their businesses for the 
necessary period, the training centre may be a long distance from their busi- 
nesses, and they may be unwilling to expose their own problems to the rest of 
the group although this is necessary to ensure that the training is relevant to 
each trainee’s individual circumstance. Most importantly, most small business 
people cannot in the few days or even weeks during which they can attend a 
training programme adapt themselves to the classroom and connect what 
happens there to their various businesses. They lack the ability either to draw 
particular lessons from generalisations, or to generalise from case studies and 
other examples and once again apply those general lessons to the particular 
circumstances of their own enterprises. 

The advantages of extension 

An individual adviser can overcome many of thes: difficulties. He can travel to 
wherever his small business clients are located, 2nd bring his service to the 
client rather than expecting the client to come to him. This overcomes the 
travel problems which discourage many small business people from attending 
formal training programmes, and an adviser can also reach even those busi- 
nesses whose owners are unaware of training opportunities or are unable or 
unwilling to take advantage of them. Organisers of small business training 
courses often find it difficult to fill their classrooms, and have to offer induce- 
ments such as free transport, subsidised or free accommodation or even 
generous daily allowances. They may even have to imply that course attend- 
ance is a condition for access to some other services which are perceived to be 
valuable, such as loans, raw material supplies or space in an industrial estate. 
An individual adviser has no need for such devices. In Kenya only four out of 
some 180 small business owners refused to co-operate with a new extension 
service, and in Colombia well over 50% of the small enterprise managers 
contacted by the DESAP programme are willing to accept and pay for indi- 
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vidual on-site advice. The number who will participate in classroom training 
without special inducements is far smaller. 

There is no need for the client to be able to apply general lessons, or 
examples of other businesses, to his own enterprise; his business is the class- 
room, and his stock, his machinery, his products or his books provide all the 
‘case studies’ that are necessary. In the same way as teachers of reading are 
encouraged to supplement reading books which describe imaginary people b*. 
chiidren’s accounts of tiieir own experience, so that they will appreciate ti.’ 
relevance of what they are doing, the small businessman need no longer work 
on class exercises which require him to produce imaginary accounts for hypo- 
thetical enterprises; he can draw up his own accounts, and is altogether spared 
the problem of learning transfer which may be more difficult than the substan- 
tive content of the lesson itself. The meeting can be totally private; the client 
need not feel that he is sharing vital information with his competitors, and, 
more importantly, he is spared the embarrassment of admitting his ignorance 
to his peers. 

There are many techniques which are useful to small business people every- 
where, and which can be learnt in a classroom. Every business owner neverthe- 
less feels that his problems are unique; if he is to learn and change, his 
perception of situation is more important than the zeality, and there are in any 
case many different kinds of small businesses, each with its own problems. 
There are in rural areas far more farmers than non-farm enterprises, and 
farmers are in the same area likely to grow the same crops and to have similar 
problems. They are also unlikely to face competition from one another, since 
the effect of any one farmer on the market for his crop is infinitesimal. Small 
businesses are less numerous, more different from one another and more likely 
to be in competition with one another. One shop-keeper may find it difficuit to 
believe that his problems bear any similarity to that of a similar shop in a 
neighbouring village, but a carpenter can scarcely be blamed for believing that 
he has nothing in common with a metal worker or a vehicle mechanic. If small 
business people are brought together for training, the results will be affected by 
their perception of their own uniqueness; individual on-site advice can be 
tailor-made as it is given to each enterprise, so that clients do not have to admit 
that they share common problems befcne being in a position to learn anything. 

Diagnosis of business problems 

If the trainer never even sees his trainees’ businesses, or if his contact is limited 
to a brief follow-up visit after the training course, he will not be in a position to 
assist their owners to diagnose their problems. If the trainer responds to his 
trainees’ perception of their own training needs, as indeed he should, he may do 
no more than reinforce them in the beliefs that are actually preventing them 
from making better use of their own resources. The most commonly stated 
problem is their need for a loan, and many small business training courses focus 
on how to obtain a loan; participants may even be recruited on the basis that 
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attendance is a necessary condition for successful loan application. We saw 
earlier that the majority of small business owners need to improve their ability 
to make good use of their existing resources before being provided with any 
more; it is asking a great deal of a trainer to persuade his course participants 
that their major problem, and indeed their motive for attending the course at 
all, is less important than something else, and then to improve their ability to 
remedy the weakness of which they were previously quite unaware. 

The individual on-site adviser need not, however, rely on his client’s opinion 
as to the problems of his enterprise; like any consultant, his first and most 
important task is to define the problem and this may be the most valuable thing 
he ever does for his client. He can therefore be confident that his assistance 
does not ‘scratch where it does not itch’, and that he will be genuinely serving 
the best long-term interests of his client enterprises, rather than reinforcing 
their own misconceptions of their problems. 

Small enterprise problems are not all a matter of internal management and 
the owners’ ability to make the best use of resources. Many entrepreneurs 
simply do not know about sources of raw material, or assistance, or about 
potential customers, and since they may be unaware of the very existence of 
services which are available to them they may not be in a position to ask the 
right questions in a classroom. The individual adviser can diagnose the needs of 
the enterprise by physical observation, and can if appropriate refer the owner 
to suitable sources of what he needs. The operator of a small-scale stone quarry 
was in a good position to make profitable use of explosives, but because he 
believed that there was no question of his being allowed to buy or use them he 
never asked how he might do so. A visit to his quarry showed that his output 
was limited by the time taken to cut rough stones from a hillside, and his adviser 
was then able to put him in contact with the appropriate Government Depart- 
ment so that he could obtain a blasting licence. 

A vehicle mechanic owned a veritable mountain of derelict cars, which he 
had bought one by one as cheap sources of spare parts. He never perceived this 
as anything more than a nuisance, and therefore never mentioned it when 
attending a training course or applying for a loan. His individual adviser could 
hardly fail to observe the vehicles, and knew that there was a market for scrap 
of this sort because a small steel mill had recently been established. He was thus 
able to put the mechanic in touch with the scrap buyer and the vehicles were 
removed. This cleared a large area which could be used for expanding the 
business, and also provided a substantial proportion of the funds which the 
mechanic believed could only be obtained from a bank loan. 

An individual adviser can and should maintain contact with his client over a 
long period; he can increase or reduce the frequency of his visits according to 
his judgement of the client’s need for support, and the necessary time to apply 
and test his latest suggestions, and need only terminate the relationship when 
he is confident that he has done all that he can for the client who should by that 
time be capable of maintaining the improvement on his own. There is no 



97 

re-entry problem, since the client has never left his business, and the adviser 
can respond to and remedy any difficulties his clients may have in following his 
suggestions. Whenever there is a case for classroom training, because a client is 
ignorant of and is in a position to make use of particular techniques such as 
book-keeping or particular mechanical skills, the adviser can refer his client to 
an appropriate source of training just as he can introduce him to a bank, a 
supplier or a customer. He can ensure that the client is introduced to services 
that are appropriate for him, and can generally orchestrate an integrated 
package of assistance to his c!ients because of his knowledge both of the reality 
of the enterprises and of the variety of services that may be available. 

Who will he the advisers? 

There appear therefore to be overwhelming advantages in favour of individual 
on-site advice, either on its own or supplemented by classroom training 
directed at the minority of small enterprise owners, and topics, which can 
usefully be dealt with in this way. Why therefore are small businesses not 
served by advisers, much as many farmers are, who visit them o*. a regular basis 
in order to introduce them to new techniques, to enhance their ability to 
manage their businesses and to put them in touch with sources of material, 
markets, services or assistance of which they may be ignorant? Several coun- 
tries have appreciated the need for such a service, but the number of advisers 
employed, and enterprises which are advised, is minute in proportion to the 
total population. The very large numbers involved have prevented any Gov- 
ernment, or other organisation, from launching an extension service which 
reaches a significant proportion of a whole country’s small businesses. It is 
obviously difficult to estimate the total number of small enterprises in a country 
which might benefit from individual extension. In Kenya there appeared to be 
very approximately three such businesses per 1,000 population, and one 
adviser can deal effectively with no more than 50 client businesses. On this 
basis, a country of ten million people would need 600 small business advisers, 
while India would need about 40,000! 

It is clear that no country, or region, can easily be served in this way, and the 
numbers themselves suggest why not. The adviser’s role, as summarised in the 
preceding paragraphs, is obviously a difficult one: he must be a good salesman, 
he must understand how to run a small business himself, he must have some 
knowledge of all the different types of industry he is likely to meet, he must be 
familiar with al! the relevant sources of assistance or other services and he must 
above all be able to enlist the confidence and co-operation of an independent 
small business owner who may have survived thus far in spite of interference 
and harassment from official sources rather than as a result of positive 
encouragement. No country in the world has a sufficient supply of people with 
this rare set of qualifications, and even if there were large numbers of them, it is 
arguable that it would be wrong to employ so many as small business advisers. 
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Senior experienced consultants 

It may be impossible to provide this type of advice on a national basis, but 
something which is valuable need not necessarily be rejected merely because 
everybody cannot enjoy it, and in a number of countries some attempt has been 
made to provide a service of the sort described. Individual experienced execu- 
tives have given some of their time on a voluntary basis, official organisations 
have put together a small team of suitably qualified and experienced people or 
retired senior managers have been employed for nominal fees to make their 
experience available to others. The overall results of these initiatives have not 
generally been documented, if only because they are so often provided on an ad 
hoc basis, and it is difficult to measure the cost of something which is provided 
voluntarily, or to propose further extensions when the supply of potential 
advisers is so limited. 

There have, however, been obvious and substantial benefits to some of the 
enterprises which have enjoyed this type of advice. The adviser has helped 
them with management problems, and many have gone so far as to keep their 
books for them, prepare loan applications and introduce them to the bank 
manager, who may of course have been well known to the adviser in his role as a 
senior executive of a large company. The businesses which have been assisted 
by advisers of this kind have obtained privileged access to scarce raw materials 
through their adviser’s connections; they have also been able to sell their goods 
to large businesses, or to Governments, because their advisers have not only 
told them what opportunities exist but have personally led them through the 
intricacies of organisational procedures and formal systems which are associ- 
ated with large organisations and which are often as important a barrier to the 
small business person as his technical or management deficiencies. The adviser 
can indeed become virtually an employee of his client’s enterprise, and may 
take on the management, purchasing or selling function completely for a short 
period, thus effectively bringing the business into the modern sector from 
which the owner’s origin, race or education may previously have debarred him. 

Only an adviser with extensive experience and confidence, and a wide range 
of personal contacts, can provide this type of service; should Government or 
other official bodies attempt to encourage and expand it, by enlisting the 
services of foreign volunteers such as retired executives from the American 
SCORE Programme, by allowing large companies to deduct the costs for 
taxation purposes or by actually employing appropriate advisers, even though 
it is manifestly impossible for them to reach any but a small minority of the 
enterprises in their country? This question clearly raises issues of equity versus 
efficiency, but there are in addition important disadvantages to this form of 
intensive advice or consultancy. 

Anecdotal evidence suggests that the changes tend not to survive the with- 
drawal of the service; a Kenyan farmer who occasionally helped geologists or 
local manufacturers by mining and processing small consignments of mica 
sheet, was intensively advised and assisted for six months; he started to employ 
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numbers of locai people, set up a regular cottage-based selection and process- 
ing facility with outworkers, and sent regular air freight consignments to 
Germany and elsewhere. His adviser found out what standards were required, 
obtained the orders, took the goods to the airport and introduced the owner to 
his own bank when he wanted to deposit the profits from the first consignment. 
The adviser had hoped that if the farmer concentrated on the mining and 
processing, he would develop his skills in these areas and would later be able to 
take on what amounted to the marketing and financial functions of the 
business. It proved impossible to persuade him to undertake these functions 
himself, however, and when the adviser withdrew the nascent business 
collapsed. 

People who have assisted small enterprises in this intensive way will recall 
similar experiences; their help creates a dependent relationship, which may 
even reduce the client’s ability to do things for himself when it is withdrawn, 
and certainly does not enhance it. Any form of advice runs the same risk but all 
theevidence suggests that the most effective external change agents, in terms of 
helping people actually to adopt innovations themselves, and not to have things 
done for them, are people who are as close as possible to their clients in every 
way except for their somewhat greater ability in the particular field where they 
are attempting to introduce change. A high level consultant is totally different 
from his client; he comes from the upper echelons of the modern sector and 
even if he is able successfully to relate to and work with people who are so 
different from him in every way, he is as unlikely to be able actually to develop 
most small business people’s own autonomous ability as is a professor of 
philology to be an effective instructor for illiterates; the ends of the spectrum 
cannot meet. 

Equity or efkiency? 

There are occasions when the impact may be longer-lasting; the adviser may 
delay his withdrawal indefinitely, or the client may himself have come from the 
modern sector to start his own enterprise, so that he can find common ground 
with his adviser. Because the number of potential advisers is very small, 
however, and because this type of assistance demands long and frequent 
periods of contact, as well as time-consuming ‘linkage’ functions with suppliers 
of raw material, equipment, finance or with customers, only a very small 
number of clients can benefit. There seems to be an inevitable conflict between 
efficiency and equity. The same issue arises of course when deciding on policies 
for lending money, training staff, providing premises or indeed any other type 
of assistance; should resources be concentrated on the small minority who have 
high potential for success, or should they be spent on a far wider number? The 
issue of efficiency versus equity is as much a political as an economic one, but 
there is some evidence to suggest that for advisory services at any rate there 
need be no conflict; the most equitable service can also be the most cost- 
effective. 
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Inexperienced low-level consultants 

In Western and Central Kenya some fifteen young people who dropped out of 
the education system after a total of seven years primary and four years 
secondary schooling are working with about three hundred small enterprises of 
many different types, providing them with simple advice in order marginally to 
increase their profits, turnover and the numbers employed. In North Eastern 
Brazil about fifty matriculates who failed to obtain university entrance are 
helping small businesses in various rural and urban communities, working 
primarily with potential and actual borrowers from a small business lorn 
scheme. In ?&!apsia twen ty peop!e of similar education are advising small 
grocery store owners as part of a campaign to redress the inequitable control of 
economic activity between indigenous and non-indigenous people. In the city 
of Bhaktapur, in the Kathmandu Valley of Nepal, a small nucleus of young 
men, some with two years of intermediate education between school and 
university, and others who have only completed secondary education, are 
advising small-scale carpenters, textile weavers, garment makers and handi- 
craft manufacturers. In the Republicof South Africa, young black matriculates 
who have been unable to proceed to university are working with black-owned 
small businesses in one of the sprawling townships outside Johannesburg, 
helping to prepare their owners for the day when they will be free of legal 
constraints on the place and nature of their operation, but when they will also 
have to stand up to unrestricted competition from the far more developed 
white business sector. Similar initiatives are being undertaken in Malawi, 
Indonesia, Botswana and elsewhere; how can people with no business experi- 
ence, and limited education, provide any useful advice to small business owners 
who may have been in operation for many years, and may indeed be two or 
three times the age of their ‘consultant’? 

These programmes are helping different kinds of businesses, at different 
levelsof technical and commercial sophistication and with different objectives, 
but they share certain common features. First, the advisers are young people, 
with no previous formal business experience, and they are educated to a level 
which is well above the average for their country; because education so often 
oc.*ertakes opportunities, however, they were, before working as business 
advisers, either unemployed or had positions well below their potential. 
Secondly, they have been briefly but carefully trained to follow a simple 
diagnostic and advisory procedure; by doing this they can identify the most 
common management weaknesses or other problems, and can propose appro- 
priate remedies. Thirdly, they are regularly and closely supervised by some- 
body who has ‘graduated’ from the adviser level or has a rather higher level of 
experience; this controls client selection and calling frequency, and ensures 
that any basically erroneous recommendations are recognised and corrected 
before much damage can be done. 
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Cost-effective consultancy 

Because they have had a relatively modest education, and no specialised 
business training or experience before becoming advisers, the advisers are not 
burdened by any irrelevant theories or preconceived ideas about how small 
businesses should be managed. Their edticatioD?al attainments mean that they 
are of above average inteliigence and energy, and their previous un- or under- 
employment means that they can be selected from a large number of applicants 
and can be motivated to work hard. Lower-level advisers of this kind may not 
make such an immediate dramatic impact on their clients as can the more 
experienced advisers discussed earlier, but they are also less likely to build 
dependent relationships with them. They can also be hired for rather low wages 
and do not expect cars or perhaps even motorcycles. Their services can thus be 
inexpensive per adviser, and per client, and the rather modest level of improve- 
ment in client profits, turnover or employment greatly exceeds their cost. In 
Cali, Colombia, clients of the DESAP programme pay for the advice they 
receive; this enhances the value of the service in their eyes and also helps to 
defray the cost. 

Some of these programmes are in their early stages, so that quantitative 
evaluation is not yet possible, while others have incurred substantial ‘start-up’ 
costs which will not be repeated as they expand. Nevertheless some objective 
figures are available; in the first year of operation the clients of the Kenyan 
service added one hundred end twenty-two employees and the cost of the 
advisory services was $345 per job added. Their increased profit also exceeded 
the cost of the advisers by two and a half times to one. Observation suggested 
that during this period other non-assisted businesses in the area had changed 
very little. During 1979 the average cost per job added by the Brazilian clients 
was $700; this figure is less than one-tenth the cost of creating workplaces in 
large-scaie enterprises, and no additional external resources were required. 

Longei.-term follow-up research in Kenya suggests that clients who had this 
type of advisory service some two or three years before maintain the m>prove- 
ments which they implemented as a result of the advice, and, more important, 
continue to improve their own businesses using the techniques of diagnosis and 
analysis which they learned from their advisers. These figures are based on 
rather small samples, and they beg many questions about the genuine long- 
term objectives of small business promotion; they nevertheless indicate that 
lower level advisers of this sort are susceptible to quantitative evaluation in a 
way that is unusual for much small enterprise promotion work, and that they 
can be cost-effective. A number of the advisers may be expected to resign and 
to start their own businesses as a result of their exposure to so many successes 
and failures; extension of this sort may be an economic form of entrepreneur- 
ship development as well as offering a valuable service to their clients on a 
generally equitable basis. 
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Application questions 
. . 

- Do small business pCX)ple who attend tra.lnlng ‘OurSeS actually apply what 

they have studied on their return to their own binesses? 

- Are the individual advisory Serv’ceS th-at are Provided for small businesses 
reach@ any but a Very small proport’on Of those businesses which could 
make use of the advice? 

- Are the People who advise smal! businesses able to t 

with them and understand theu Problems? 
ommunicate effectively 

- ~~ advisers Carry out Zl thorough diagnosis Of their clients’ problems , before 

offering advice, or do they try t0 introduce standard ‘d 1 eas or techniques 
without ensuring that they are real1Y needed and able to be applied? 

- Are small business advisers sPecia!istsy who can only deal with one type of 
problem, or generalists, who can fmd Out what their Clients need and refer 

them to the source Of assistance that theY themselvCs Illay not be able to 

provide? 
- ls any attempt made t0 measure the costs and the benefits of small business 

extension? 

case study: the Luanda Bakery 

Rap&] Odinga is 67 years old* He served with the British Arnly in India 
during the second Worid War and a*.er the war he was employed as a cook by 
an English family. His employer rea!‘sed that Mr Odinga was an able person 
and sponsored him for a bakery tra’?u’g courSe- 

Mr Odinga then worked as a cook tn an hote1 for 

back home to his farm and a few y 

SoRke time; he then went 
earS later he bought a plot of iand at a County 

Council Market called Luanda and Opened a shop- He turned this into an hotel 
and he and his wife ran this On a partwtime basis; it was mode fa e y successful. t 1 

In 1969 Mr Odinga thought that be cou1d utilise his knowledge of baking by 

opening ii small bakery in the back Yayd Of his hote1 to serve the local market 
He built a sma]] kiln Of about five cub1c feet using locally made bricks and hi 
bought firewood locally to fire the Oven; he employed two 1 ocal boys to help 
him. The Oven could only be used On a batch basis; the wood had to be allowed 
to bum for a long period, all the ashes then had to be removed and when the 
oven had coo]ed to the right temperature the bread had to be inserted. It was 
possible using this method to make Only 6oo loaves per day and he easily sold 
a]] this the same day as he made it* He bought wheat 'our*OCaiiy from an Asian 
wholesaler in the market and felt hls bysmess was a SuCCeSs. 

Partnership for productivity, an Amerlcan:based organi%ition, had recently 
started a small business cOnsultancy Serv’ce In Luanda, and their Consultant 
decided to &t Mr Odinga. Mr Odinga knew about this service and was 
delighted to receive the Consultant- He to1d him right aWay that he needed 
money to buy more firewood and flpur* The Consultant, however, noticed that 

the business was very badly organned. 
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Mrs Odinga operated the hotel while Mr Odinga ran the bakery although the 
two were in the same building and there was no attempt to allocate the income 
and expenditure between the two. There was no accounting system and no 
method of cash or stock control. Flour, yeast and firewood were purchased 
haphazardly and the premises were poorly organised and very dirty. 

A% Odinga used to buy a tractor-load of about seven tons of firewood every 
week for something between $25 and $40. It was sometimes very difficult to get 
a tractor to collect the wood and Mr Odinga spent a lot of time looking for 
firewood and then Dbtaining transport. He also had problems in obtaining 
regular supplies of wheat flour a!though he only needed two bags a day. 
Sometimes the wholesaler would be out of stock and Mr Odinga could not bake 
any bread on that day. Flour could also be obtained from a nearby town but the 
transport cost was prohibitive. 

Mr Odinga was keen to work with the Consultant and since he himself was 
old and could not understand accounts the Consultant trained his son to keep 
the records. Soon both Mr Odinga and his son realiscd through their records 
that although the business appeared to be very successful and all its bread was 
sold in a matter of hours, they were making very low profits because the 
expenses were so high and they were only making approximately one cent 
profit per loaf. 

The PfP Consultant concluded that more working capital was needed to 
finance weekly purchases of flour, and more firewood. He recommended that 
Mr Odinga should obtain a loan from a Revolving Loan Scheme which his 
organisation had sponsored in Luanda Market. Mr Odinga submitted an appli- 
cation to the Market Committee and was granted a loan of $300 to be repaid in 
twelve months with two months’ grace period at an interest rate of 10%. He 
followed most of the Consultant’s advice, and as a result his business started to 
improve and become more profitable. 

The Consultant thought Mr Odinga could solve the firewood problem by 
introducmg better methods of production which would also increase the 
amount of bread which could be produced. A PfP Specialist Technical Consul- 
tant designed a modern kiln with two baking chambers and ground firing which 
could be used continuously for 24 hours without refiring. 

Mr Odinga accepted this idea and together with the Consultant he started to 
construct a new kiln, with capital from his own resources. It took them one 
week to build the kiln and production trebled. Mr Odinga was soon producing 
2,000 loaves per day or even more at the peak season. His production costs 
were drastically reduced and his next financial statement showed that he was 
making a profit of $500 per month or 25 cents per loaf. 

After four months, however, the new kiln broke down and they found that 
the iron bars were unable to resist the high temperatures and the cement had 
dried up s(f *hat the bricks were not properly held together. Mr Odinga did not 
give up and with the Consultant’s help he constructed a stronger kiln and 
started production again. 

When this kiln was completed Mr Odinga was able to produce 4,000 to 5,000 
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loaves per day on a single shift of twelve hours. He now employed four more 
people which brought his total labour force up to ten; himself, his wife who WEIS 
in charge of the sales, his son dealing with the accounts, four people in the 
bakehouse, one in the finishing and storage house and two others for miscel- 
laneous jobs. 

Commentary 

This successful story includes many of the elements that can make ir:dividual 
consultancy a very effective form of assistance. 

The Consultant was based in the local market and was therefore aware of the 
baker’s experience and entrepreneurial qualities; he was not merely an occa- 
sional visitor. If Mr Odinga had attended a course on book-keeping, he would 
probably have learnt nothing: as it was, the Consultant was able to see that he 
himself was unlikely to be able to do his accounting, and to involve his son in the 
business. 

The Consultant did not accept Mr Odinga’s own assessment of his problems, 
but helped him to install a simple accounting system. More importantly, 
however, he did not treat this as an end in itself, but showed the awner and his 
son how to use the figures in order to improve the business. 

Partnership for Productivity also sponsored a Revolving Loan Scheme, 
administered by Village Market Committees with a minimum of central super- 
vision. Since there was effective liaison between the two programmes, the 
Consultant was able to refer the baker to the Loan Committee, and thus to help 
him to secure the finance he needed to expand hir business. 

PfP also provided specialist technical advice; the Consultant was not an 
expert in bakery oven design, but was able to refer his client to somebody who 
was. The Consultant was also willing actually to work with the client and to help 
him construct the kiln. Nevertheless, the client still had to pay for the service, 
and this probably enhanced its value in his eyes. 

Many small business people experience difficulties with new techniques after 
they have adopted them. If they have been learnt in a classroom, or introduced 
by an agency which does not maintain contact, they may lose interest or fail to 
resolve their difftculties. In this situation, however, the Consultant was in 
regular contact with the baker and was able to provide specialised technical 
assistance as soon as the oven broke down. 
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CHAPTER 9 

APPROPRIATE TECHNOLOGY 

The crucial issues 

- What makes a given technology appropriate or inappropriate in a given 
situation? 

- What is the difference between appropriate and intermediate technology? 
- Why is inappropriate technology often preferred over that which is 

appropriate? 
- Are there processes for which there is no choice of technology? 
- Should technology lead or follow the general process of economic 

development? 
- Is it necessary to develop new appropriate technologies? 
- How can appropriate technologies be most effectively promoted? 
- What role can foreign agencies, manufacturers of equipment, universities 

and Government play in the development and dissemination of appropriate 
technologies? 

- Who really influences technology choice decisions? 

What is Lappmpriate’? 

The term ‘appropriate’ might appear in itself to cast doubt on the necessity for 
all the nationally and internationally funded attempts to promote the techno- 
logy it describes; if it is appropriate, why does it have to be promoted at great 
expense by outside agencies? 

It is first necessary to decide what is meant by ‘appropriate technology’. On 
the face of it, this is quite simple; technology is said to be appropriate when it is 
the most economic, that is the cheapest, way of performing a certain function in 
the context of the costs of resources where it is to be used. If it costs $1,000 a 
year to rent or own a machine which will save one man’s wages, it is appropriate 
to use this machine if wages are over $1,000 a year and inappropriate if they are 
below that figure. The most obvious factors to be considered are labour, capital 
and raw materials; appropriate technologies will also be ‘right’ in their choice 
of raw material, and decisions as to whether to rework or to scrap defective 
products will similarly be a function of the respective costs of the materials and 
machine time lost versus the cost of the labour to be employed. 

In one sense, whatever people are doing at the moment must be appropriate 
because they have decided to do it. The decision may be based on insufficient 
information, faulty calculations, fear or perceptions of appropriateness which 
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differ from those of the outside observer, but even in these circumstances it can 
be argued that the cost of improved information, of greater ability to calculate 
or change individual perceptions is, in that context, greater than the cost of 
using whatever technology has been chosen. Development is about change, 
and if the concept of appropriate technology were to be thus rigorously applied 
it would effectively deprive technology of any formative development role; 
whatever methods are being used now are right for today’s conditions, and 
change will only be appropriate when these conditions change as a result of 
intervention from some other agency which is not so concerned with appropri- 
ateness. Advocates of appropriate technology do not go to these lengths, but 
the danger is there; over-enthusiastic promoters must beware of idealising 
existing methods, and thus abdicating any responsibility for introducing 
change, precisely because these methods so perfectly match their environment. 

The word ‘intermediate’ has generally been dropped in favour of ‘appropri- 
ate’; they are in fact not alternative labels but are saying two different things. 
Appropriate technology is that which is most economic in a given set of 
circumstances, while intermediate technology is that which lies between the 
most primitive and the most advanced; it may or may not be appropriate in a 
given situation, but the word ‘intermediate’ is not wholly relative and may 
prevent both glorification or what is already being used as well as blind 
introduction of the latest technology from outside. 

Technology at the ‘leading edge’ 

Development is not an even process, any progress wili only come as a result of 
imbalance. Rising expectations are eventually fulfilled, the educated unem- 
ployed find jobs, and lower death rates are followed by lower birth rates. 
Technology can and must play its role, and the appropriate technology, in 
terms of its contribution to development, may be one which is marginally 
uneconomic in the context of existing resource costs, but which will generate 
employment, create markets and stimulate improved skills so that it will draw 
the rest of the economy up with it. Those countries which were the first to 
industrialise were fortunate enough to have to develop new technolo$zs for 
themselves, and even the most revolutionary inventions evolved naturally from 
what preceded them. The steam engine at first operated the same machinery as 
the water-wheel, and iron was smelted with coke more or less as it had been 
with charcoal. Countries which have enjoyed the fruits of the industrial revolu- 
tion at second-hand have sometimes been considered fortunate, because they 
are spared the gradual process of evolution which characterised the original 
development of technology. Like some mythical god, they could spring 
immediately to adulthood, and be able to select the best technical, institutional 
and social forms from all the experience that had gone before. 

Many have of course tried to do this, and the high barbed-wire fences which 
surround the Hindustan Machine Tools factories in India, the steel factories of 
Ciudad Guayana in Venezuela or the multinational assembly plants which 
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stand beside the superhighways from African airports to city centres dramatise 
the resulting massive disequilibrium. The gap is too wide, the technology is too 
inappropriate and a dual economy which must be enforced by barbed-wire 
fences, by urban planners, or even by the laws of Apartheid, is the inevitable 
result. Technology can play a leading role in development, like the entrepre- 
neurs who put it to work, but it must not move so far ahead that it loses touch 
altogether. 

Noneconomic factors 

Appropriateness is not merely a matter of economic cost of capital, labour and 
materials. There are numerous other factors which affect and are affected by 
choice of technology, and which are less easy to quantify but still more dan- 
gerous to ignore. It is not easy to ensure long-term maintenance for new 
machines, or to forecast the availability of foreign exchange for necessary 
materials or spare parts. It is stiil more difficult to predict the effects of new 
technology on the people who will have to operate it. It may destroy or conflict 
with their social institutions, or it may demand attendance which is widely 
inconsistent with time honoured traditions of individual or group behaviour. 
The investor may be concerned to run his machine properly, while the policy 
maker should also spare some time for social consequences, but both may be 
disappointed. 

On a more mundane but no less vital level, the likely future availability 
of electricity, water or other services may be questionable at best; air- 
conditioning may promote high office productivity, but buildings which are 
designed to make the best use of it are generally most uncomfortable without it. 
An automated spaghetti factory in Kenya uses more capital than a less modern 
version which produces the same product, but it only requires one Italian 
technician to supervise and run it. The more labour intensive plant would have 
required a larger labour force who would have had to be trained and super- 
vised; the modern plant was readily available, easier to run and probably more 
profitable. 

Is there a choice? 

These considerations are all fairly obvious, if sometimes difficult to quantify, 
and any rational investor will take them into account when deciding between 
alternative technologies. One basic reason why apparently inappropriate 
methods are used may be that they are the only ones available for a given 
function; nothing is ideal, and if there is only one way of performing a particular 
task that is the appropriate way. One must therefore ask whether there are in 
fact real technology choices in most industries; can the small-scale business 
person, or whoever is advising or financing him, choose between alternatives or 
is he in fact compelled to take a particular package which may have been 
designed for totally different circumstances, because nothing else is available? 
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A visitor to showpiece small enterprises in many poor countries might 
conclude that there is no choice, but if he goes outside the neat small-scale 
nursery estates and beyond the reach of the international adviser he will find 
that choice does exist; investors who are guided by their wish to maximise their 
profits, and contrained by their failure to obtain subsidised loans, devise their 
own technologies which are altogether appropriate to their situation. It is well 
known that cloth for garments may be cut singly with scissors or in multiples by 
electric cutting machines or even laser beams; shoes can be made on a fully 
automated closing machine or the uppers can be pulled by hand around a 
wooden last. Similar choices exist in almost every other industry, and while 
there may be no alternative to rockets and satellites for interplanetary travel, 
there are few other tasks for which alternative technologies do not exist. 

If somebody was asked to suggest products where there might be no choice 
he might well nominate gasolene or printed circuit boards. There is in Indo- 
nesia an oil refinery where the cracker is made of old oi! drums welded 
together, and where usable gasolene and kerosene are refined from crude 
petroleum. During the Nigerian Civil War the rebel air force used gasolene 
refined in a similar plant. In India printed circuit boards are made by a cottage 
industry, and even saline drip for intravenous injection, where the most strin- 
gent hygiene conditions must be maintained, is made and bottled in a converted 
barn. The enterprise employs some five people, and its products have been 
shown to be of the same or a higher standard as those produced by international 
pharmaceutical companies with all their latest equipment. Cement, sugar, steel 
reinforcing bars, plastic containers, motor vehicles and even aeroplanes can be 
made on a small scale, using labour intensive technology which is appropriate 
for the resource costs of poor countries. The basic process of etching the circuit 
board, or passing the steel billets between rolls, may be identical to the most 
modem technology, but all the ancillary functions which move the material to 
and from the basic process, control its operation and otherwise support it, can 
be modified in order to save capital. An inventive entrepreneur, who has not 
been so thoroughly educated that he cannot break down the task into its 
component parts, can successfully design processes which are appropriate to 
his own situation. 

Used equipment is also widely available, even if it is very little different from 
new machinery; it is cheap because it may break down more often, spare parts 
may not be easily available and a proportion of its working life has been used. 
Repair and maintenance is labour intensive and small engineering enterprises 
are used to making their own spare parts because foreign exchange is unavail- 
able. It therefore makes little difference whether or not they are still made in 
their country of origin. Demand in the market area which can be covered by a 
small business may only require a few hours’ operation of the machine every 
day or week. This allows reguiar maintenance, and means that the remaining 
life of the equipment, measured in years, will be far longer than if it was to 
operate around the clock to satisfy the demands of a more wealthy economy. 

As incomes rise and labour becomes more expensive in relation to capital, 
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manufacturers in rich countries are forced to discard equipment which has 
many years of useful life; it can then be purchased at very low prices for use in 
countries at the next stage of industrialisation, who may in time pass it on yet 
again to those behind them. This already happens with passenger aircraft, and 
industrial entrepreneurs with the funds and contacts are regular purchasers of 
second-hand equipment in Europe and North America. Appropriate tech- 
nology should be more profitable for its users as well as more beneficial to 
society, and alternatives do exist; is the battle therefore not won, and can 
Governments, organisations and academics not turn their attention to other 
causes, secure in the knowledge that enterprises will choose, and banks 
approve, methods which will both maximise their profit and serve the national 
interest? 

Why is the krong’ technology used? 

The sole surviving defence of inappropriate technology might appear to be the 
basic economic distortions which were mentloneti ii1 an eariier chapter. If 
interest rates are allowed to rise to a level which will elicit sufficient funds to 
satisfy demand, if minimum wages in the modern sector are allowed to fall to a 
level which is not too far from the minimum at which people would be willing 
to work, and if imports are not subsidised by artificially protected foreign 
exchange rates, will not all be well? This is a big ‘if, and may indeed be 
impossible to attain, but it at least narrows the field of conflict or persuasion; if 
these are indeed the only constmints, the promote’rs of appropriate technology 
should close their laboratories, their demonstration units and their newsletters 
and join the ranks of those who promote economic sanity to Governments. 

There s:, however, other reasons why inappropriate technology is used, 
and will continue to be used even if economic sanity prevails. A small-scale 
entrepreneur may have to choose between more or less expensive pieces of 
machinery, or even between home-made aud purchased equipment. If he is a 
contractor, who has to excavate large quantities of earth, his choice may be 
between people with their own hand tools or an expensive machine, so that the 
labour intensive choice, which may be only marginally more ‘appropriate’, 
involves no capital outlay at all. Whatever options are open to him, he will 
attempt to obtain information about them. When one alternative involves 
machinery purchased from an outside supplier, whether it be local or foreign, 
this supplier will attempt to influence the decision in his favour by giving the 
entrepreneur clear and attractive information or by sending persuasive and 
well-informed sales representatives to plead the cause of their equipment. If 
the more ‘appropriate’ alternative is less expensive, its manufacturer will not be 
able to afford a similar promotion effort, because the importance of the sale is 
proportionately less. If it involves no purchase of equipment at all the labour 
intensive alternative will have no outside advocate; it will have to stand on its 
own merits, and the inexperienced entrepreneur may well be swayed by the 
attractive presentation from the machinery salesman when he compares it wi*h 
his own rough estimates or his present unglamorous methods. 
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The capital requirement of a labour intensive alternative is bound to be 
lower by definition, but a greater proportion of the necessary funds are likely to 
be needed for working capital rather than for fixed capital. Many small enter- 
prise lending schemes do not provide any working capital at all, but refer 
borrowers to generally unsympathetic commercial banks for all but their 
medium- or long-term requirements, while others are willing to fund 100% of 
fixed capital, but only 75% or less of working capital. The banker may also be as 
impressed as the entrepreneur by the equipment manufacturer’s presentation; 
if a proportion of the money lent will eventually end up in the banker’s own 
pocket via the supplier or the borrower, he is all the more likely to recommend 
expensive equipment. 

Second-hand equipment 

Second-hand equipment usually has to be sought out and bought at depressing 
auctions in derelict factories, or discovered in the poorly cirL$a;& a& r;i@:y 
redundant lists of used machinery dealers. The dealers cannot match the 
promotion methods of the manufacturers of new equipment; it is in the nature 
of their business to distribute a wide range of types of equipment, so that the 
promotional effort required for one model cannot be spread over 3 larger 
quantity. Entrepreneurs in the poorer countries of the Caribbean have often 
had working experience in the United States and can easily visit their old 
contacts and find second-hand machinery bargains. ‘Guest workers’ from 
the Indian sub-continent or elsewhere sometimes repatriate their savings in 
the form of used machinery with which they can start a small business at 
home. 

A biscuit manufacturer in East Africa was fortunate enough to have connec- 
tions in Europe. On a three-week visit he found and purchased 3 tunnel oven 
which was immediately available and was ideal for his production volume. He 
would have had to pay three times 3s much and wait six months for a new 
machine which would have been too big. Such contracts, and the necessary 
cash, are not available, however, to the vast majority of small business people 
in the poor countries of Central and Southern Africa, Latin America and South 
East Asia. 

Governments also play their part in discouraging the import of second-hand 
equipment; they may forbid it altogether, as has been done in Indonesia, or 
they may levy a punitive rate of duty such as the 30% charged in Colombia. 
These measures may have been introduced with the best of intentions; foreign 
investors have on more than one occasion artificially inflated the value of their 
investment in joint ventures by contributing over-valued second-hand mach- 
inery, business people who wish to evade foreign exchange controls often 
import second-hand equipment at inflated prices from suppliers who will bank 
a proportion of the price locally in the importer’s name, and unscrupulous 
traders have on occasion successfully disposed of faulty second-hand equip- 
ment to ignorant investors in poor countries. It may be, however, that the cure 
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is worse than the disease, and any Government which is tempted to forbid or 
even to discourage the import of second-hand equipment should carefully 
investigate different ways of achieving the same objective. 

Large-scale, more capital intensive and less appropriate technology appears 
therefore to enjoy a number of ‘unfair’ advantages which may incline investors 
in its favoureven when their own, and certainly the country’s, interest would be 
best served by the use of different methods. How can the balance be redressed 
so that users and those who influence them will select what is most appropriate 
at a particular time, rather than succumbing to the persuasive arguments of the 
manufacturer selling his most expensive item? 

Any intervention involves subsidy or distortion, and in this case one re3son 
for the subsidy is the fact that the less appropriate alternatives are themselves 
being indirectly subsidised; this may seem perverse, but the promoter of small 
enterprise must take the world as he finds it, rather than complaining that it is 
not otherwise. Subsidies can reduce the purchase price of what is to be subsi- 
dised to the user, or reduce the costs of making it to the manufacturer. 
Inappropriate equipment is effectively subsidised by artificially supported 
interest or foreign exchange rates, but since the more appropriate method is 
often made by the user himself, or involves no equipment at al!, any compensat- 
ing subsidy for formally traded appropriate equipment would add 3 further 
level of distortion, and would inevitably discriminate against the informal 
equipment manufacturer or the user who makes his own. 

‘Marketing’ appropriate technology 

The problem may be stated in marketing terms: the ‘product’, that is actual 
equipment, designs for equipment or the potential for locally designed solu- 
tions to technic31 problems, already exists; it is, however, not being effectively 
marketed. The marketing failure in itself can be similslrly analysed: some of the 
target consumers ar, 4 not aware of the possibilities, some lack the skills 
to decide for themselves what technology is appropriate while others may 
appreciate the economic benefits but may be blinded by the glamour of the 
more modern solution. The promoter must therefore overcome the lack of 
information, the skill and the attraction and must also identify those who 
influence technology decisions, since they may be people who can be more 
easily reached than business owners and prospective investors themselves. 
Bankers and their field representatives, if any, are possibly the most important 
influence on smallenterprise investment decisions, since they approve or reject 
loan applications. Appropriate technology may, however, mean no investment 
and hence no loan; bankers may welcome any excuse to explain rejection, but 
there is in fact a shortage of properly presented viable proposals; the banker 
will be very reluctant to turn down one of these because it happens to incor- 
porate technology which is said not to be appropriate. 

It may therefore be necessary to reach out beyond the banks to small 
business people themselves, in order to influence their plans and to discourage 
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them from app&*ing for funds to buy inappropriate equipment. This brings us 
back once again to training and extension; inappropriate technology is often 
the technology that other people use, while our own choice is correct, so any 
classroom treatment of the subject must, like any attempt to influence 
behaviour through training, relate specifically and obviously to the kind of 
decision individual participants are likely to make. Extension advisers can be 
trained to recognise unprofitable proposals, and to ‘sell’ more appropriate 
methods; they must in fact play the role of sales representatives in order to 
match the promoters of more expensive equipment. 

Demonstrations and promotion 

It is difficult to promote any technology without physical demonstration, but 
simple techniques, which may not require any purchased equipment at all, 

cannot easily be illustrated in full-colour catalogues or sales literature. The 
well-meaning foreign adviser may feel that his duplicated data sheets on 
recycled paper are a more appropriate form of promotion, but the prospective 
purchaser will be more interested in full-colour illustrations of gleaming 
equipment. Physical demonstration of capital intensive alternatives may be 
expensive for its manufacturers, and may dramatise its reliance on imported 
materials, electricity or highly trained staff. Locally made equipment, and 
equipment which the small business person can build for himself, are cheap to 
demonstrate and may encourage emulation. Agricultural demonstration plots 
are used both to promote new innovations and to develop locally appropriate 
variants; the same method is used to demonstrate appropriate technologies, 
and demonstration units have proliferated throughout the developing world. 

Some of these are on university campuses, which are themselves physically 
and intellectually about as remote from the reality of small business as it is 
possible to be, while others are in pleasant suburban areas, conveniently close 
to the houses of the foreign experts who direct them. Some indeed are in 
industrial&d countries, and are used to show visitors and students from the 
developing world the kind of technology they should adopt; this may be 3 

necessary antidote to the irrelevance of much of what these people are taught 
or observe, but such efforts do beg the question of the appropriateness of 
training people so far from the countries in which they are to practise what they 
have learned. Other units are closer to their market, but the prototypes on 
display have usually been designed and even made in 3 university laboratory, in 
modem workshops or in a development research institute in another country; 
their promoters only rarely ask local craftsmen to make them. 

Marketing support 

In spite of all these efforts, there still seem to be t&o sets of appropriate 
technology: one is largely confined to demonstration units, manuals or full- 
colour photographs in the corridors of international agencies, while the other is 
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designed and used in small enterprises. There is some overlap, when an idea is 
‘discovered’ in one country and vigorously promoted in another, but the 
promotion process seems generally to operate on a different level from that of 
the enterprises it is intended to serve. 

People adopt new methods either because they are exotic, exciting and 
impressive or because they have themselves developed them in response to 
their own changing needs. Introduced appropriate technology fulfils neither 
condition and remains in demonstration units and manuals, while in the real 
world outside small enterprise people work out their own salvation or succumb 
to the persuasion of international salesmen. The remedy may lie in either 
direction: the techno!ogy can be ‘imp -roved’ so that it becomes as exotic and 
impressive as the inappropriate alternative, without losing its essential quali- 
ties, or the basic principal can be subtly introduced to the users or manu- 
facturers themselves, so that they can themselves, if they feel the need, modify 
and adapt it and evo!ve their own solution which may or may not incorporate 
tht principle which was being attempted to be introduced. 

The first approach is best left to the private sector; local manufacturers 
should be encouraged to improve the visual appearance of their products, to 
advertise them properly and to employ salesmen to promote them to potential 
customers; Government can assist by training and advising them in basic 
marketing, by incorporating their equipment into standard business proposals 
and by treating any proposed import of competitive large-scale plant with great 
suspicion; manufacturers should also be allocated their fair share of scarce raw 
materials or other services. 

Support of this kind achieves two objectives: it assists local manufacturers 
who are usually small-scale enterprises themselves, and it also assists the other 
small firms which will buy their equipment. This approach is particularly 
suitable for promoting local labour intensive milling enterprises which can 
serve 3 village market, can save transport costs and may produce 3 more 
nutritious product than their larger-scale competitors. These mills can be made 
and sold by local small-scale firms, and Government involvement in actual 
manufacture, or in distribution, is generally unnecessary since an entrepreneur 
can earn a reasonable profit by doing it himself. The technology exists, and if 
new ideas are developed, or bought from other countries, it is better for 
prototypes to be made and tested by firms of this sort; they will be only too glad 
to take on their -manufacture and distribution if there is 3 genuine demand for 
them. University-based demonstration units are far less likely to be able to 
introduce new technology than a manufacturer who is in business to make 
money by making and selling what people need. 

Indigenous technology 

The other approach is necessary if the technology does not involve 3 machine 
whose manufacture forms the basis of a profitable enterprise, or if a particular 
group of entrepreneurs cannot afford to pay for such 3 machine. An individual 
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enterprise, or a group, must be subtly encouraged to take over and adapt 
whatever is appropriate from a new idea, so that they will eventually and 
correctly believe that the final product or method is their own. In Tanzania and 
in India farmers have designed their own hand irrigation pumps; they have 
incorporated some design features from samples which were introduced from 
outside, but the pumps are basically local products, which fit into the local 
farming system, use local materials and can be operated by the women or 
children whose social role it is to take water to fields. 

Far more innovations of this type, of course, are developed by small-scale 
technical entrepreneurs without any outside assistance or knowledge. A prac- 
tical village mechanic, with no formal training, can design the most effective 
jigs and fixtures, and many village workshops have 3 full complement of 
guillotines, bending machines and other metal forming equipment which they 
have themselves manufactured, often from scrap materials. A manufacturer of 
vehicle door handles in Sri Lanka built a complete horizontal milling machine 
because he could not buy one to suit his requirements, while another technic31 
entrepreneur developed a complete system for making multi-core welding 
rods, which he operated in his kitchen. Farmers have shown themselves cap- 
able of developing more productive new seed varieties than expensively funded 
agricultural research stations (Biggs, 1980, p. 23); research and development 
within small-scale non-farm enterprises can similarly yield new technologies, 
whose ready adoption proves how much more appropriate they are than the 
results of research in universities and technical institutes. 

It is easy to measure the output of attempts to promote appropriate tech- 
nology in terms of the number of bulletins. information centres, demonstration 
units and extension staff. These are in fact the costs rather than the achieve- 
ments; they must be placed on the negative side and compared with the benefits 
in terms of equipment actually used or made, enterprises created and people 
employed. Many so-called ‘projects’ to promote appropriate technology, or 
even whole promotion organisations, would signally fail to show 3 positive 
balance if their work was evaluated in this way. The resources employed might 
be better used to promote and assist development and diffusion of appropriate 
technology by small enterprises themselves, or to persuade Government to 
change ill-conceived economic policies which artificially destroy the natural 
identity between the interestsof the individual investor and of society at large. 

Application questions 

- Are the technologies that are being promoted by official organisations 
really appropriate in every way for local conditions? 

- Are the demonstration units, bulletins, seminars or other methods of pro- 
moting technology themselves appropriate for the target audience who 
actually choose between various technologies? 

- Are inappropriate production processes sometimes used because there are 
believed to be no alternatives, when in fact only one small part of the 
process cannot actually be changed? 
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- Are entrepreneurs and other investors encouraged and assisted to make the 
maximum use of second-hand equipment, of local or foreign origin? 

- Do Government or other regulations such as foreign exchange control, 
import restrictions or the demands of banks discourage appropriate tech- 
nologies by making inappropriate ones less expensive than they would 
otherwise be or more easily approved because they are quickly and easily 
appraised? 

- Are private sector manufacturers being encouraged to play their full part in 
promoting the adoption af appropriate equipment they happen to make? 

- Are allegedly appropriate technologies being newly developed or brought 
in from abroad, when more suitable methods are already being used by local 
small businesses and could easily be adopted by others? 

Case study: animal feed front brewery waste 

Until a few years ago the large-scale brewery in Kumasi, Ghana, was having 
every week to pay large sums of money to contractors to remove and dump 100 
tons of spent barley which had been used in the brewing process. At the same 
time farmers who bred chickens, pigs and cattle had to rely aimost entirely on 
imported feedstuffs for their animals. 

Now, as a result of the initiative of one entrepreneur, and the work of the 
Technical Consultancy Centre of Kumasi University, the brewery in Kumasi 
and other brewers are selling their spent grain, farmers are able to obtain less 
expensive feeds made from local material, and a substantial industry has been 
created to convert the once useless by-product into a valuable raw material. 

The Technical Consultancy Centre is an autonomous unit within the Univer- 
sity of Science and Technology, at Kumasi, which was set ‘up in 1972 by a grouip 
of lecturers who were anxious to make some of their expertise available tr3 
small-scale manufacturers in the area. The University made an initial grant of 
about $3,000, and the Centre’s resources were substiintially increased by 
further grants from the Univeruity and by assistance from abroad. 

By 1977 the Centre had a professional staff of seven, all with a background in 
engineering, science or agriculture; its total budget was about $300,000 of 
which some 45% was raised from the sa!e of equipment and of finished 
products from the Centre’s own Production Unit. 

The staff of the Unit, and others within the University, have carried out a 
great number of research and development projects, in areas as diverse as 
weaving, glass bead manufacture, agricultural equipment, soap manufacture 
and non-ferrous casting. Large num?xzrs of existing and would-be business 
people contact the Centre for advice on technical problems, or for ideas for new 
ventures, and the animal feed industry in fact originated from one of these 
contacts. 

One of the Centre’s staff had earlier considered the possibility of using the 
spent grain from the brewery, and had in fact obtained and analysed a few 
samples. Brewers in other countries, however, used highly automated large- 
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scale presses and drying equipment to remove the high content of water from 
the waste products. The Kumasi brewery was unable to obtain foreign 
exchange for such equipment, and no alternative appeared to be available 
which was within the resources of local enterprises. 

An entrepreneur who was anxious to start a business approached the Centre, 
and they suggested that he might like to take up the idea of converting spent 
grain. He eagerly accepted, and after experimenting with the help of the 
Centre’s staff produced a simple but effective press to remove the excess 
moisture. They thought that the grain could be finally dried in the sun, during 
the dry season, but they started work on an oil-fired drier for use during the 
rain. 

The entrepreneur had meanwhile acquired a site and constructed a suitable 
compound for drying the grain. He bought the press. on a three months’ trial 
basis, and found that he could sell all the grain he could process. The Centre 
continued work on the drier, but the entrepreneur found that it was possible to 
dry the grain in the sun even during the rainy season. He eventually bought 
three more presses and now runs a successful business. 

The Centre helped him to make an agreement with the brewery to guarantee 
his supply of raw material, and local farmers are benefiting from the ready 
supply of an economical and nutritious feed for their animals. 

Commentary 

We saw earlier that many attempts to introduce appropriate technologies are 
doomed to failure. What were the reasons for success in this case? 

This is by no means the only occasion when local entrepreneurs have success- 
fully adopted ideas from the Technical Consultancy Centre, and it may be 
significant that the initiative for the establishment of the Centre came from 
staff of the 104 University, and not from any outside advisers or Government. 
The initial funding was also very meagre; the Centre was forced from the outset 
to rely heavily on revenue from its own work, rather than grants, and this has 
ensured that all the Centre’s activities genuinely satisfy a local need. 

Tbe University where the Centre is based is a University of Science and 
Technology, and all the staff are practical people in the disciplines of engin- 
eering, science or agriculture. They are, perhaps, more likely to spend time in 
the workshop with a welding torch than in the office with a calculazor, and their 
first priority is to produce reliable and locally appropriate equipment, which 
local business people are willing to pay for, ralher than to work out elegant 
social cost-benefit analyses which are meaningless to the people who will 
actually have to run the businesses. 

The spent grain idea was not a ready-made ‘project’ which was given to the 
entrepreneur. The equipment was designed and produced in consultation with 
him, and he was not forced to purchase the drier which practical experience 
proved to be unnecessary. He paid an economic price for the equipment he 
actually needed, and was able to approach the Centre for further assistance, 
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with negotiations with the brewery, some time after he had set up his business. 
The business uses local raw material and locally designed and manufactured 

equipment to make a product for the local market. Outside experts rarely seem 
capable of establishing genuinely viable enterprises of this sort, perhaps 
because their very origin blinds them to the ample resources and opportunities 
which are available in every country to those who rely on local entrepreneurs to 
exploit them. 
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naturally sold elsewhere. The managers were unable to help with raw material 
supplies, because this was not their official task. 

Governments may find it unpalatable to admit that private individuals can 
perform such tasks more effectively than they can, but the obvious solution is 
for the whole operation to be ‘privatised’, by selling the shops to private 
entrepreneurs. The Government may be able to persuade or pay the new 
owners to continue the debt recovery service, but there is no reason why this 
should necessarily be associated with the mai-keting outlet. Small business 
lending of this type is as inappropriate a function for a Government Depart- 
ment as the operation of retail shops; the Government should also hand over 
the loan scheme to a bank if at all possible, and should confine its own activities 
to indirect promotion and encouragement rather than direct operations in the 
commercial world. 
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CHAPTER 11 

CO-OPERATIVES 

The crucial issues 

- Are the principles of co-operation generally applicable to small non-farm 
businesses? 

- What is the difference between a service and a producer co-operative? 
- Why do co-operatives so often fail? 
- What role can or should Governments, politicians and assistance agencies 

play in the promotion of co-operatives? 
- What functions are generally associated with successful co-operatives? 
- Should small enterprise promotion agencies with limited resources attempt 

to promote co-operatives at all? 
- Is the co-operative fomr of organisation necessarily incompatible with the 

individual entrepreneurial attitudes which are necessary for small business 
success? 

The middle way 

The previous chapters focused on ways in which small-scale enterprises might 
be encouraged or helped to do for themselves, and for other small enterprises, 
those tasks which their small scale made difficult. It was argued that if small 
businesses cannot individually perform a certain function, that function can 
itself constitute an activity for another small business; middlemen should be 
encouraged to supply raw materials and market small business products, and 
moneylenders should not be rejected as a source of capital; if there is room for 
two or more small enterprises of this type, and if collusion can be prevented, 
small businesses will through their agency be able to enjoy the economies of 
scale which their own individual operations deny them. Alternatively, and less 
enthusiastically, it was suggested that State-sponsored organisations can some- 
times carry out some of these functions, although they should regard them- 
selves as complementary and competitive to private suppliers rather than 
demand monopoly privileges. 

The analysis deliberately ignored the ‘middle way’ offered by co-operative 
activity; if small enterprises cannot do something for themselves, if other 
businesses exploit them and if the dead hand of Government bureaucracy is 
even less successful, why should they not get together jointly to provide 
themselves with those services that individually they cannot afford? This is an 
immediately attractive solution to almost every small enterprise problem, 
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which seems to hold out the promise of allowing them to have their cake and eat 
it; they can retain their independence and function as individual enterprises, in 
every way that is economic, and can share with others in the same position the 
investment, the services and the profit to be made in carrying out activities 
which are beyond the scale of a single business. The possibilities are innumer- 
able, and an outside adviser may be tempted to recommend joint activity as a 
solution to almost every problem. A number of independent water-tank 
makers in Kenya have to spend time and money having the corrugated steel 
sheets rolled to shape on a special machine, but their individual needs would 
only occupy the machine for a few hours a week; surely they should come 
together to buy a machine, and operate it jointly while continuing to make up 
and sell the tanks as independent businesses? Furniture makers in a town in 
Nepal are short of timber because no one unit can use enough wood to buy a 
complete tree and the timber contractors with forest cutting concessions are 
not interested in supplying less; why do they not get together to buy a whole 
tree and divide it among themselves according to their needs? Village confec- 
tionery makers in Indonesia cannot leave their businesses for long enough to 
travel to the cities to sell their products, and the profit margin on the production 
of any one manufacturer is insufficient to pay the coat of such a trip; why do 
they not jointly hire a full time salesman to sell their combined production to 
city shops? The same approach can be applied to credit, buildings, export 
marketing or other specialist tasks such as accountancy, maintenance, mach- 
inery, transport or training. The fact that an enterprise exists at all suggests that 
its main function is economic at the scale at which it is carried out, but there will 
inevitably be other ancillary services which require a larger volume I<* be 
viable; co-operative enterprise can overcome this problen, and enable small 
business people to enjoy their independence and to share the benefits of scale 
when it is necessary. 

There are further social and political arguments which make the case even 
stronger. Services which are uneconomic for a single enterprise may in the past 
have been performed by a!iens. National political independence is meaningless 
if such people have a stranglehoid on the tsonomy by monopolising certain key 
services, but if they are replaced by local citizens the effect may be merely to 
replace foreign exploitation by indigenous exploitation; the basic problem will 
not be solved, and domestic middlemen may prove even harder to dislodge 
than their foreign predecessors. Traditional agrarian societies are often based 
on principles of co-operation and self-help, whereby people come together to 
perform tasks such as house building, harvest or hunting which are beyond the 
power of one man. Many wealthier societies whose growth has been based on 
individual enterprise rather than co-operatives regret the loss of this tradition 
of family and community support which they also shared before they were 
‘developed’; should not poor countries be warned by this experience, and 
promote co-operative enterprises whenever possible? 

Every deve!oping country has appreciated the potential of co-operative 
activity. Some such as Tanzania or Guyana have incorporated the principle of 
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co-operation into their whole constitution, while others have applied it in a 
more pragmatic way, but nevertheless extensively, simply because it is such an 
obvious solution to so many of the problems of reconciling the individual’s 
interests with the need for larger-scale activity. Given a choice, it is politically 
far more attractive for an official organisation, or a foreign donor, to help a 
co-operative than to help an individual. The individual will gain the benefit of 
whatever goodwill his success may generate, and will also become richer; an 
outside patron can claim the credit for the success of a group and Government 
cannot so easily be accused of helping some individuals to become richer at the 
expense of the rest of the community. 

Agricu!ture has of course bee n the main field of application; the transition 
from subsistence to a cash economy means that small farmers have to buy and 
sell while previously they only worked and consumed. Co-operative forms of 
organisation seem to be ideal for this purpose, whether they are introduced to 
replace extortionate private enterprises or at the first stage of farmers’ entry 
into the monetary economy. This policy has entailed a substantial institutional 
and legal infrastructure; Rzgistrar’s Departments,, Ministries of Co-operatives, 
Co-operative Colleges and Co-operative Banks have been established either as 
products or originators of co-operative development, and since the problems of 
small non-farm enterprises are so similar, it is obvious that the same approach 
should be used to help them. 

!Service and producer co-operatives 

It is important at this stage to distinguish between two types of co-operative 
enterprise which share some common characteristics but are in fact so different 
in their origins and operation that it may be unfortunate that they are both 
known by the same title. The examples given earlier of enterprise problems 
which appeared susceptible to a co-operative remedy involved a number of 
independent businesses which, it was suggested, should jointly establish a 
separate enterprise to provide themselves with some service they could not 
individually provide for themselves. This would in no way affect the indepen- 
dence of their main activity; the individual business would be a member of the 
cooperative but would buy from or sell to it just as it might do business with 
another independent enterprise. The membership might be in the name of the 
individual or his business, if they are legally distinct entities; the co-operative 
pays some interest on the original subscriptions, which may or may not be equal 
for all members, and each member has in theory an equal say in its manage- 
ment. The profit, or surplus as it is more commonly called, is distributed on the 
basis of each member’s use of the service. There is therefore nothing egalitarian 
in the arguments for such an enterprise, it is purely a matter of economics. This 
type of co-operative, whose role is peripheral to the main activity of its 
founders, although no doubt important, can be called a service co-operative. 

A producer or workers’ co-operative, however, is one where people get 
together to acquire not a peripheral service but employment itself; they sub- 
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scribe or otherwise obtain the necessary funds and create their awn enterprise, 
which may be large or small; one of their number will be the manager and they 
may in time employ non-members, but the members will constitute the Board 
of Directors, the shareholders and the majority of the workers. The members 
of a service co-operative start it, own it and direct it, but the) are its customers 
and not its workers; the co-operative in fact supports and improves their 
individual enterprises. These are their major concern and tl:tere is nothing 
inherent in the principle of such a co-operative to prevent its members from 
competing with one another, from earning more or less money from it or 
indeed from ruthlessly exploiting the people employed within it. Producer 
co-operatives imply a less individualistic and more socially oriented concept of 
human relationship; they provide members with their complete livelihood, 
rather than being an adjunct to their main activity, and represent an approach 
to the control of capital and economic activity which is fundamentally different 
to the individualistic entrepreneurial model on which Western economic 
development has largely been based. 

Most co-operatives in poor countries, and in rich ones as well, are of the first 
type; there are more farm co-operatives than there are co-operative farms. 
Since there is no shortage of small-scale farmers, this is perhaps natural but 
non-farm enterprises are rather different. Existing enterprises will not be able 
to absorb all the millions of new entrants to the labour market which national 
and international analysts say they must. It is necessary that there should be 
more small enterprises, to replace those that fail and to increase the total 
number. There may not be enough entrepreneurs with the necessary attributes 
to start their own private enterprises, or individual or national prejudice may 
prefer a social rather than an entrepreneurial basis to enterprise; in either case 
the producer co-operative is an attractive alternative. The target membership 
and fundamental purposes of the two types of co-operative are thus very 
different; one thing which they do share, apart from their name, is a history of 
failure. 

Co-operative failure 

Even the best-organised development banks have some part of their loan 
portfolio which causes concern or is perhaps best forgotten, and this is usually 
their loans to co-operatives. When co-operatives have taken over the market- 
ing function from private intermediaries, the results have often been either that 
the goods are not sold at all or that the co-operative finds it necessary to impose 
even higher gross margins than the allegedly extortionate middlemen they 
replace. Co-operatives have in some parts of India and elsewhere developed 
into an even more effective device for extortion than the independent middle- 
man, and impressive statistics as to the numbers of co-operatives which have 
been set up in a particular activity or industry are usually somewhat less 
impressive when the number which are inactive or insolvent is subtracted from 
the total. Innumerable training courses and seminars are provided for 
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members, committees, junior and senior staff, relying on all the latest partici- 
pative learning methods and audio-visual techniques, but the results are difficult 
to identify and in Tanzania at any rate there was no significant difference in the 
results of co-operatives whose staff had enjoyed extensive training and those 
which had received none; both were unsatisfactory. This failure is more evident 
to those people who are supposed to benefit from co-operatives than it is to 
those who earn a more secure living trying to promote co-operatives rather 
than having to depend on their success for their livelihood. In a number of 
countries the word ‘co-operative’ or its local equivalent, must never be men- 
tioned when speaking to smali business people; the history of failure is so well 
known and so painful to those who have participated, that the use of the word 
alone either prevents all further communication or even provokes actual 
violence. 

Some of the reasons for failure may be illustrated by reference to actual 
experience. There are a number of small but successful stone crushing busi- 
nesses near Delhi in India; they had no problem in selling their output but were 
frustrated by the poor service and high prices of independent transport con- 
tractors. None of them could afford or indeed make full use of a vehicle for 
themselves and they therefore formed a co-operative to own and operate a 
vehicle. The Society soon collapsed because members could not agree on how 
to schedule the vehicle or on the responsibility for the cost of repairs. In this 
case, as in so many others, the entrepreneurial and independent spirit of the 
individual businessmen was quite inconsistent with the co-operation and com- 
promise required in a co-operative. 

About fifty families in a village in East Java earned their living by making 
suitcases; they felt that they were exploited by alien traders who supplied their 
raw material and bought the finished suitcases, and an official from the 
Ministry of Co-operatives suggested that they should start a co-operative to 
undertake the supply and marketing tasks instead. They subscribed some 
money, obtained a loan and hired as manager a young man from the village who 
had some commercial education. He tried his best to find alternative outlets but 
this was difficult, and the original traders refused to do business with the new 
Society. A few of the suitcase makers started to do business with the traders 
again, although they tried to conceal the fact. The manager lost all enthusiasm 
and later absconded with the funds; the villagers returned to the alien traders 
who now exploit them even more than before. 

The reasons for failure 

This story illustrates many of the most common reasons for failure; the idea of 
co-operation was suggested by a Government official who himself had nothing 
to lose. The members, and the official, appeared to have believed that all that 
was needed to gain their freedom from the aliens, or ‘Cukongs’ as they are 
called in Indonesia, was some capital and the fact of acting together, but 
material supply and marketing were skilled activities, requiring personal con- 
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tacts and experience. The members appointed a Manager from their own 
community, either because they could not identify, could not trust or were 
unwilling or unable to pay for somebody with experience. Many initiators of 
co-operatives, and their members, believe that a co-operative is a sort of 
panacea, which will solve all their problems. Jt is difficult enough to establish a 
co-operative for any task, however simple, but it is absurd to expect that a 
group with inadequate management and no experience can build in a few 
weeks or months a supply and marketing structure which can not only equal but 
overcome tne opposition and improve on the efficiency of whoever performed 
these functions before. Many co-operative problems, in fact, arise from 
ignorance and neglect of marketing; co-operatives are set up as if manufactur- 
ing or growing crops was the only legitimate and skilled activity; trading is 
regarded as nothirig more than a device of extortionate middlemen to exploit 
both producers and consumers. 

A number of groups of workers in the United Kingdom have been encou- 
raged to set up producer co-opera*’ in order to preserve their jobs when 
their employers have been unable . s ‘%‘.tinue. This movement, if it may be so 

called, was vigorously supported :j, ,oli:icians who were committed to co- 
operative principles, and Government provided substa;i;ial funds, on very easy 
terms, to groups engaged in the manufacture of motorcycles, soft drinks and 
heating appliances among others. They failed in every case. Here, as so often, 
politicians confused what were essentially commercial ventures. Experienced 
companies had voluntarily relinquished the activities in question, which indi- 
cated that the chances of success were small in any case, but they were not 
improved by politiczl exhortation or efforts to make members believe that they 
were the spearhead of a new era in industrial relations. When insolvency 
threatened, Government provided further funds, and the key to survival 
appeared to lie more in skilful solicitation of further grants rather than effective 
management of the business. 

It is perhaps inevitable that co-operatives, and particularly producer socie- 
ties, should be suggested, supported and in a sense exploited by politicians 
whose livelihood will not be threatened if they fail, but there is no necessary 
reason why service co-operatives in particular should be associated with any 
political ideology. Governments may protect co-operatives from competition 
by granting them monopoly rights to the sale or purchase of certain commodi- 
ties, or they may burden them with tasks of political representation at the 
lowest level which may be perfectly legitimate but are irrelevant distractions to 
people who are trying to manage a business enterprise. 

Eastern Kenya is the home of a vigorous wood carving industry, which was 
introduced in the 1930s by a colonial administrator and in one particular village 
the carvers found it difficult to obtain supplies of wood and to sell their 
completed carvings. They set up a co-operative, which also constructed some 
basic shelters where the carvers could work. The Society soon fell under the 
control of one particular member who was richer and better educated than 
most; he set up a trading business on his own, which bought all the 



144 

co-operative’s output at low prices, and he also sold timber to the Societ:!. The 
members besyme little more than seriously underpaid employees of this man. 
the Society eventually lapsed and the carvers were then nominally independent 
businessmen but had no alternative source of material, premises or market 
than the leader who effectively destroyed the Society. It was suggested to them 
that they should start a new Society to extricate themselves from their plight, 
but they were no longer willing even to consider such a suggestion. 

Co-operatives which include people of different economic and social posi- 
tions are often taken over and exploited by a powerful minority within their 
membership; while some people are willing to lead in the interests of the 
society as a whole, most leaders are motivated by the desire for increased 
wealth as well as social status. The members in this case were probably right to 
resist further suggestions for more attempts at co-operation; many community 
industries of this sort, throughout the world, are nominally made up of large 
numbers of independent enterprises but are in effect private businesses, whose 
employees work on a piecework basis, being paid for what they do. As with the 
suitcase makers in Java, it is better to recognise the situation for what it is, and 
to treat any exploitation as a case of unfairly low wages and poor working 
conditions rather than injury to independent operators. The ‘manufacturers’ in 
these situations are not really entrepreneurs; they are taking no risks and their 
earnings may not appear to be so low when they are compared with minimum 
factory wages rather than with the profits of a private enterprise. Employees 
who want higher wages do not usually start by trying to supplant and replace 
the corporate entity which employs them, but many co-operative ventures are 
similarly misguided. 

Examples of success 

These three examples may serve to demonstrate the commonest explanations 
force-operative failures: it is regrettably more difficult to identify successes but 
three further examples, from Colombia, Spain and Southern Africa, are more 
positive in that they suggest what circumstances are, rather than are not, likely 
to be associated with success. The population of Bogota, the capital of 
Colombia, is growing at a rate of 64 per year. About half the population 
depends on independent smali business activity for its livelihood, and these 
people are effectively neglected and outside the formal economy. In 1970 one 
of the Directors of a savings and loan co-operative called Cooperativa de 
Action Social broke away from the organisation because he felt that its lending 
policy was too conservative; with some like-minded colleagues he set up a new 
co-operative called the Cooperativa Multiactiva de Desarrollo Social 
(CIDES). This is not explicitly a small business credit co-operative as such, but 
10% of its members are full-time entrepreneurs who have founded or expanded 
their businesses from CIDES’s loans, and a large but unknown proportion of 
the remaining 900 members are known to have used their loans for part-time 
business ventures. Members have to deposit a minimum of $30 before they can 
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borrow any money. If they have no security they are required to form or join an 
informal credit group of a minimum of five members, all of whom will jointly 
and severally guarantee the loans of the others. A number of fairly substantial 
businesses have been started or expanded with the aid of funds from CIDES, 
and the arrears rate is under 5%. .4lthough many of the members borrow very 
small amounts, they are not destitute because they h?.ve at least the amount 
necessary for the initial subscription (Farbman, 1981, pp. 193-210). 

This modest but expanding organisation was initiated by private voluntary 
interests and not by Government; it makes no attempt to provide anything 
other than credit, and it is not involved in education, business advice or any 
other service. Its members have to make what is to them at any rate a real 
commitment to the organisation before they can borrow from it, and arrears 
are rigorously followed up. Defaulters’ initial deposits are forfeit as a matter of 
course, collateral is taken up and guarantors are asked to pay if necessary; 
almost always, however, they themselves persuade the defaulting member to 
repay what he owes. Credit unions are probably the most successful forms of 
co-operative organisation in poor countries; members perceive them only as a 
source of credit, and thus as a useful means to an end rather than an end in 
themselves, and they are often run by members on a part-time voluntary basis. 
They are essentially peripheral to their members’ main activities, and Govern- 
ment has little or nothing to do with them. They rely extensively on informal 
peer group pressures, and are generally fairly local in their scope. They demon- 
strate that co-operative forms of organisation can be successful if they have a 
single clear objective, in this case the provision of credit, and if members do not 
regard them as a panacea for all their problems but rather as a means to 
improving their income by their own efforts. 

The most celebrated workers’ co-operative is the Mondragon group of 
businesses in the Basque area of Spain. This was started by Father JosC Maria 
Arizmendi in 1956; there are now more than twelve thousand members and 
most of them work in companies employing between one and two handred 
people. The original company, which is now the largest producer of refrigera- 
tors and other appliances in Spain, employs nearly four thousand people, 
however. Few of the individual companies are small businesses in the sense that 
is used in this book, but the organisation is so successful and so unusual that no 
discussion of non-farm co-operatives is complete without some reference to it. 
Mondragon is in the most industrial&d part of Spain and the foundation and 
growth of the organisation has not depended on,the satisfaction of any desper- 
ate physical needs; it is rather an alternative form of industrial organisation that 
is able to compete with traditional privately owned corporations. It developed 
out of a technical training institute, and has more recently been heavily 
involved in children’s education; the members have never been destitute, and 
new members are now required to deposit $2,000 before joining. The surplus 
earned by the companies is credited to members’ share accounts, rather than 
being distributed to them as cash, and a substantial financial institution has 
evolved in order to re-invest these funds in new enterprises. It is also a savings 
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and credit co-operative in its own right, and has over a quarter of a million 
account holders. 

The Co-operati:pe Bank, the Caja Laboral Popular, is ultimately controlled 
by the worker-members in each of the co-operatives, and since the Bank is the 
major source of funds for the societies its numerous staff of highly qualified and 
committed advisers play a very infhrential role in the management of the 
societies. Major decisions are in the hands of the workers, but if the Bank 
recommends major changes, or even the dismissal of a society’s managers, it is 
not taken lightly. 

Labour relations have generally been very good, and the only strike to have 
occurred in the group was in ULGOR, the Society which employs nearly 4,000 
people. Members are discouraged from leaving their society, since they lose 20% 
of their capital contribution and accumulated surplus if they leave for any other 
reason apart from retirement or ill-health. Redundancies have generally been 
avoided by transferring workers from one unit to another, since members are 
willing to change their work in the interests of the group and themselves. This 
attitude contrasts strongly with many trade unions’ resistance to flexibility of 
this sort. One reason for the foundation and subsequent success of the 
Mondragon Group is the fact that unti! recently free trade unions were not 
allowed in Spain. The industrial co-operative provided an alternative for 
worker representation, which appears in this case to have avoided many of the 
restrictive pr.actices often associated with trade unions. 

The Basque people have traditionally been very proud of their national 
identity and very egalitarian among themselves. Like many enterprising 
minorities, they feel that the State to which they belong does not adequately 
recognise their nationality, and it may be that the Mondragon Co-operative is a 
peaceful form of national expression, as opposed to the terrorist tactics used by 
some Basques to press their demands for greater autonomy. It is perhaps 
unfortunate that tribalism of this sort, which is so common and so disruptive in 
poor countries, cannot more frequently be expressed in such a positive way. 
The Mondragon group has not enjoyed any official assistance beyond that 
which is available to any form of enterprise, and the initiative came from within 
the community rather than from Government or any outside advisers. 

South Africa provides a dramatically different example; the Nationalist 
Government has set up so called ‘Homelands’ for the majority of the popula- 
tion who have no jobs in the industrial cities; they are not generally in the most 
fertile parts of the country and are seriously overcrowded. Their own 
‘Governments’ have provided some funds for small business, and the Central 
Government is attempting to promote large industrial development in or 
around the Homelands to absorb the surplus labour, but there are enormous 
numbers of un- or underemployed people. The plight of women whose hus- 
bands are working in the cities, or who may have totally deserted their families, 
is particularly serious. 

One such woman in a village near Pietermaritzburg suggested to some of her 
friends who were also members of the local church that in order to survive they 
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must try to find some form of income to supplement their meagre crops from 
the little land they had. Most of the women thought that she was suggesting 
some form of employment; when they realised that they had to create their own 
jobs they lost interest. Four women however were so desilerate ihat they were 
willing to try anything. They managed to subscribe $5 each, and made up a few 
simple aprons and other similar items. They managed to sell these to a sym- 
pathetic shopkeeper in the nearest town, and they re-invested the proceeds in 
fabric for curtains which were needed by the Church Seminary. These were 
successfully completed and paid for, and the group now has enough capital to 
continue making curtains for various customers, and to finance further batches 
of aprons, oven-gloves and other items as required. The results have not been 
spectacular but the five women have been able to double their meagre income; 
some of the other women who were at first sceptical have expressed an interest 
in joining, and the group is considering expanding into activities such as jam 
making and basketwork. 

The reasons for success 

This appears very different from the other exampies of success; the women 
were desperate, the whole enterprise is tiny and is a verjr fragile entity on which 
to base any conclusions at all. There are nevertheless common features; the 
initiative came from the people themselves and not from outside, an enterpris- 
ing leader was responsible for the original idea and the members had originally 
to make what to them was a very substantial commitment as a condition of 
joining. There was no compulsion to join, and those who did were people who 
recognised that they couid benefit from the proposed grou? but that they would 
have to contribute money and labour for some time before enjoying any return. 
They also came from a group, which like the Basques in Spain or the urban poor 
in Colombia, feel themselves to be cut off from the main benefits of society; 
South Africa is white and male dominated, and black females are very much at 
the bottom of the economic, social and political scale. 

Readers who have worked with co-operative enterprises will be able to recall 
similar examples of failure, and, although perhaps with more difficulty, even 
some successes. It is dangerous to generalise about any form of activity which 
depends so much on the personalities of those engaged in it, but it is probable 
that successes wiil show some if not all of the features already identified. In 
summary, official initiative, generous external support, any form of monopoly, 
initial conformity to regulations regarding constitution, minimum numbers and 
so on, excessive expectations and inadequate appreciation of the need fof 
skilled marketing and general management are likely to be associated with 
failure. Unusual individual leadership, which may be described as entrepre- 
neurial, very small numbers of people in the group or sub-groups, substantial 
initial member commitment and a genuinely based perception by members that 
they are in some way outside the mainstream of the economy are common 
features of success. Both the very poor and the relatively well-off seem more 
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likely to be able to establish successful co-operatives than the majority who are 
neither destitute nor approaching rniddle class status. The poorest have 
nothing to lose and can commit everything to the society, while the better off 
are more able to appreciate how a co-operative can help them further to 
achieve their objectives, and are unlikely to have exaggerated: expectations. 

There are no doubt exceptions to the above, but the implications for any 
external, officially sponsored promoter of small enterprises, as opposed per- 
haps to a voluntary agency or religious organisation, are fairly clear; while 
co-operatives have a valuable role to play and can indeed solve credit and other 
problems which appear insoluble in any other way, they are extremely prone to 
failure and are even less likely to succeed if they are initiated or promoted even 
by the best-intentioned officials. The resources for small enterprise promotion 
are scarce enough in any case; the agencies which are entrusted with them 
should direct their efforts towards forms of enterprise which ;are more likely to 
succeed and where their own involvement is less likely to contribute to failure. 

Application questions 

- Are there any services which small businesses need, but cannot economic-, 
ally provide for themselves? Can they most effectively be provided by other 
specialist small businesses, or by a jointly owned co-operative? 

- Have small business or small farm co-operatives often failed? Can Govern- 
ment or some external agency be said to have contributed in some ways to 
this failure? 

- Have any co-operatives succeeded? If so, were they initiated by Govern- 
ment, or by their potential members, and were they led by a single aggres- 
sive and entrepreneurial leader? 

- What contribution have politicians and political dogma made to the success 
(or failure) of co-operatives? 

- Have scarce promotion resources such as finance, training, advice or other 
assistance which have been provided to service or producer co-operatives, 
yielded as many viable enterprises and permanent. jcbs as if the same 
assistance had been provided to individual business men and women? 
Should resources of this kind continue to be devoted to co-operative 
enterprises? 

Case study: the United Women’s Woodwork and Welding Society 

The Government of Jamaica was concerned about the peripheral role which 
women played in the economy, and in 1975 they established a special Women’s 
Bureau to promote women’s activities; in the following year the Government 
also started the Special Employment Programme, in an attempt to deal with the 
chronic unemployment problem, particularly among women. Large numbers 
of people were employed as street sweepers and in other similar jobs; they were 
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paid a minimal wage which provided at least some support for the women and 
their families. 

The Women’s Bureau was concerned that these jobs did not give the women 
any opportunity to develop their skills and make a real contribution to society; 
after some discussion the Bureau selected 33 women from one of the most 
depressed areas in Kingston, the country’s capital, and enrolled them at one 
of the Trade Training Centres where unemployed young men were being 
trained as painters, carpenters, welders and mechanics. They learnt to make 
furniture for schools and other institutions, wrought iron work and burglar 
protection bars for buildings, and they also had special seminars on the prin- 
ciples of co-operation and the management of money. Three of the women also 
went on a special management course, and the idea was that they should set up 
a workers’ co-operative to produce and sell articles for the local market. 

The Women’s Bureau had no funds of its own, and they approached Chris- 
tian Action for Development in the Eastern Caribbean (CADEC), a voiuntary .~-- 
agency working in the area, with a request for initial fin:,nce. The Bureau 
argued that the women had completed their training, and the Government had 
offered them free space for their workshop. A local economist had prepared a 
feasibility study which showed that they would make a modest profit in the first 
year which would be more than doubled after two more years, and sample 
products had been shown to potential customers. Some private and Govern- 
ment buyers had said that they would be willing to place large orders. Two men, 
who had helped train the women and were themselves skilled at woodworking 
and welding, would supervise the quality of the products, the new society would 
have a clerk to keep its accounts, and its products would he sold by a commis- 
sion agent. The Government was willing to subsidise the women’s wages for the 
first year of operation, and the society would attempt to make products which 
were suitable for low-income people. On the basis of these arguments, the 
Bureau submitted a formal request for $20,000 initial finance and $11,000 
working capital. 

The CADEC Committee considered the request with care; since the project 
would employ women who had no other form of support, and was generally 
consistent with its aims, CADEC agreed to make a grant of $22,000 and an 
$11,000 interest-free loan, to be repaid over four years. The approval was 
conditional on the society being officially registered as soon as possible, and 
CADEC would supervise its operations until that had been done. The funds 
would be disbursed oniy as required, and CADEC would retain the right to 
repossess the equipment as collateral until the loan was repaid. 

The Bureau and the women accepted these terms without hesitation, and 
operations were started at once. Certain problems were experienced from the 
outset, however; the official m the Women’s Bureau -who had initiated the idea 
left the organisazion shortly thereafter and there was nobody else in the Bureau 
who was able to take a continuing interest in it. CADEC had difficulty in its 
funding at the same time, and when the money was able to be disbursed there 
was a severe shortage of timber and steel which were necessary raw materials. 
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No general manager was ever appointed, because it was not clear whether 
CADEC or the Women’s Bureau was responsible for this, and in spite of th.eir 
management training course the women appeared unable to manage the finan- 
cial aspects of their business properly. Customers delayed their payments, 
material deliveries were delayed, and some of the society’s working capital was 
used to buy groceries at wholesale prices in order the reduce the members’ cost 
of living. 

The products were not of the same high quality as the original samples on 
which the customers’ initial reactions had been based, and because the 
women’s wages were during the first year being paid by Government they had 
little incentive to work hard or to improve the quality. A number of them had 
small children at home and found it difficult to work regular hours, and some of 
the machinery was stolen from the workshop because of inadequate security 
arrangements. 

After some months of operation the society appeared close to disaster; the 
working capital was exhausted and many of the members had lost interest. No 
loan repayments had been made and few if any of the customers were satisfied 
with the goods that they had purchased; although all was not lost, the original 
high hopes of the women, and of those who had promoted and supported this 
society, seemed unlikely to be realised. 

Commentary 

This example of a workers co-operative demonstrates many of the common 
reasons for failure. The whole idea of setting up the organisation came from 
external agencies, rather than from the members of the group themselves, and 
any potential leaders in the group were given no opportunity to establish their 
position until the society had already started and its original iriitisior was 
suddenly withdrawn; by then it was too late. 

The sponsors of the society relied on technical and management training 
alone to instil the necessary ability to manage a business enterprise. None of the 
women had any business experience, and even if they had, they were not 
allowed to direct the society themselves at the outset. The management of any 
business, and in particular a co-operative enterprise, is far more than a matter 
of technical skills which can be learnt in a classroom, and co-operatives usually 
succeed only when they are initiated by one of their members, who has innate, 
or develops, technical, management and leadership skills, which have often 
been acquired entirely through experience without any formal training what- 
soever. 

The society was initiated by one orgsnisation, and funded and to an extent 
supervised by another; while both might take the credit for its establishment, 
their roies were not clearly defined. Each could claim that the other was in 
charge of the situation while the members, who shouid have been in charge, 
looked to one or other of their sponsors for the management which they 
themselves should have been providing. 
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The society was supported with grants and subsidies, which were given 
without reference to performance. Temporary subsidies are unlikely to be able 
to create a permanent viable enterprise which can satisfy a need which no 
private entrepreneur has seen fit to exploit, particularly if the organisation is a 
co-operative one which is so difficult to manage. One outcome may be that the 
co-operative would become little more than an extension of Government, 
permanently supported by subsidies, but this would presumably not satisfy 
anybody’s objectives. 

Co-operatives of this sort which do survive without permanent subsidy have 
often become effectively private businesses, where one or two members exploit 
the remainder tinder the guise of co-operation. While this is not a desirable 
outcome, it is arguably better than total collapse, since some earnings, however 
meagre, are better than none. The external agencies may be tempted to provide 
further support for the society; they might be better advised to cut their losses 
and to avoid sending good money after bad. The scarce promotional resources 
may be better spent on promoting private enterprises which are likely to 
provide a sounder basis for long-term employment even if their origins are 
ideologically less attractive. 
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CHAPTER 12 

ZNDUSTRZALESTATES 

The crucial issues 

- What are the objectives of industrial estates? 
- Where should industrial estates be located? 
- What services other than buildings should be offered to tenants in an 

industrial estate? 
- What disadvantages may enterprises suffer as a result of being located in an 

industrial estate? 
- Are industrial estates a cost effective way of assisting large numbers of 

enterprises? 
- Is it necessary to subsidise the construction and operation of industrial 

estates? 
- Need Government be involved at all in providing buildings for small 

enterprises? 

The reasms for industrial estates 

lMen and Govenments naturally seek simple solutions to complex problems; 
neither finance, nor training nor co-operatives is a magic key to small business 
development, but perhaps the answer is an easier one. The missing link may not 
be funds, ability or organisation, but a simple physical shelter, properly pro- 
vided with communications and services. Industrial estates have something of 
the appeal which led early men to paint primitive representations of successful 
hunts on the walls of caves; they thought that if they could create the appear- 
ance of something happening, it really would happen. 

This may be too unkind; there are obvious reasons in favour of clusters of 
small businesses, or other forms of organised site provision, but they must be 
weighed against the costs, and anyone who suggests a small business estate 
must be sure that it will not damage the enterprises which occupy it and that it 
will not deprive the remaining businesses outside the estate of whatever bene- 
fits are available. There are good and bad objectives for constructing industrial 
estates; the bad ones include the convenience of the promoter, the desire for 
tangible evidence of activity and the planners’ interest in having everything in 
neat rows, where he wants it to be; what are the good ones? 

The most obvious, and unfortunately the least likely to be achieved, is the 
objective of bringing industrial activity to places where it did not exist before. 
This has been tried in India, in Kenya, in Ecuador, in the United Kingdom and 
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many other places but the results have usually been the same; premises alone 
will not create industrial enterprises, and there are still lines of empty sheds in 
many parts of the world to attest to the fact. As with so many aspects of small 
enterprise development, international donors do not improve the situation. A 
bilateral donor funded a small estate of eight sheds, four of which stood empty 
for two years; the donor withdrew when the ‘project’ expired, but was immedi- 
ately replaced by another country which attempted to remedy the problem by 
building twelve more sheds; they also stand empty. 

This failure can be explained by even a superficial analysis of the reasons why 
industry was not already located in the place in question. There may be no local 
demand, no raw material, no skilled labour or no local entrepreneurs, but 
physical space is unlikely to have been a constraint either in agricultural areas 
or even in decayed inner cities. Buildings on their own are, in such places, yet 
another example of a form of assistance which ‘scratches where it does not 
itch’; they may give a superficial impression of activity, particularly during the 
construction phase, but they are all too likely either to stand empty or perhaps 
to be occupied by one or two heavily supported businesses which monopolise 
the attentions of the frustrated promoter. 

Why small businesses are where they are 

Buildings, whether in clusters or on their own, are of little value as a catalyst for 
small enterprise development in places where such development has not 
already taken place. Small industries spring up where there are people to start 
them, work in them and buy from them; this obviously includes the fast- 
growing crowded urban areas where there is a crying need for employment and 
for services, and where there is more likely to be a ready supply of entrepre- 
neurs than in the countryside. Enterprises spring up aimost as soon as people 
themselves settle in an area; the first businesses are shops, but repair and 
service enterprises follow rapidly and manufacturing is not far behind. Even if 
the market and the source of raw material are far away, labour is readily 
available and whatever rudimentary shelter suffices as a dwelling place can also 
be used to accommodate the beginnings of industry. Rent costs nothing, no 
time is lost traveliing to work, and family labour can be employed from an early 
age; even nursing mothers can make some contribution since they need not 
leave their children behind. There is likely to be some sort of access for 
vehicles, and water and electricity should not be too far away. In fact the home 
is the ideal location from almost every point of view. The amount of space 
available in and around the home will depend on the density of settlements; 
official regulations may be a more significant constraint than actual space, since 
industrial activity may have to be confined to areas out of sight of the road, but 
the advantages of domestic location are such that even the risk of expulsion or 
the cost of regular petty corruption is a small price to pay. 

Cottage industry is normally associated with rural areas, and temporary 
shelters, lines of identical low-income houses or even multi-storey apartment 
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blocks would scarcely be described as ‘cottages’. Nevertheless they house a vast 
range of industrial activity; in recently occupied areas of cities in Africa and 
Latin America, househould industries are mainly portable, and dependent on 
local demand. They betray their existence mainly by their noise; the whirr of 
sewing machines is everywhere, but it is often drowned by panel beaters, 
carpenters or tinsmiths. In older communitie.., c such as Cairo or Calcutta, where 
the poor have lived in a city for generations, there is a far more complete range 
of industry. Iron foundries, spinners and weavers, metal pressing and machine 
shops, plastic moulders, printers and potters operate openly and more or less 
legally from domestic premises, with substantial fixed investment in plant and 
equipment which could not be moved. 

Planners may prefer to colour housing areas yellow, trading premises red and 
industrial areas purple on their master plans, but before trying to turn these 
plans into reality they should be sure that their own perceptions of pollution, 
congestion and amenity are shared by the people whom they are intended to 
serve. A printer in Pakistan was told that he could only have a loan to finance 
the new machinery he needed if he moved from his crowded premises in the city 
to a new industrial estate outside. He protested that his business relied on its 
proximity to his customers, but to no avail. He decided eventually to prefer the 
slow decline in competitiveness which was the result of his failure to modttrnise, 
rather than the swift death which would follow a change of location. 

When industry is at an early stage of development, there is unlikely to be a 
large number of small firms for which space really is an important constraint, 
and when the market, labour or raw material supply are dependent on a 
domestic and unplanned location it is not worth moving in spite of congestion. 
Elsewhere, however, particularly where small firms are making components 
for other businesses, large or small, or where they have started to sell their 
products through independent trade channels rathe- than direct to their final 
customers, it may be possible for them to move. In Turkey, ;dnd elsewhere small 
industry estates have been set up in or adjacent to official industrial areas for 
large firms, and have been occupied by businesses which have moved from 
congested inner city areas. They have been able to afford an economic rent, 
even if thej were previously paying no rent at all, because space had been a 
fundamental bottleneck whose removal permitted an immediate increase in 
profitability (UNIDO, 1978, p. 13). There are, however, few businesses in 
most poor countries which can claim all these advantages. 

Estates as part of a package af services 

We have already seen that the scattered location of small firms is one of the 
major problems of any agency trying to help them. The cost of travel makes the 
appraisal and supervision of small loans even more uneconomic, business 
people themselves cannot easily attend training courses and individual advisers 
may spend more time travelling than working with their clients. Attempts to 
provide officially supported sources of raw material, marketing outlets or 
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specialised technical services are doomed to failure because most of their 
potential users are so far away that it is more profitable for them to do with- 
out the service in question or to continue to rely on an expensive private 
middleman. 

A cluster of small enterprises can obviously solve this problem, and will not 
only be more convenient for the promotion agency but will enable the tenants 
to benefit from an integrated package of services which would be totally 
uneconomic if the businesses were naturally scattered according to the original 
preferences of their founders. The arguments in favour of relocation of existing 
businesses appear strong, but it is even more attractive for a promotion agency 
to encourage new businesses to start in clusters of this sort; being new, they are 
likely to need more assistance, and they will not have to suffer the costs and 
disruption of moving. 

Reference has already been made to the high technology new business 
development programme of the Birla Institute of Technology in India, and to 
the resulting cluster of small factories outside the gates of the Institute. The key 
to this success is not, however, the buildings; the venture had its origins in an 
original and effective form of practical education. When the potential entre- 
preneurs complete their formal education, they move from the Institute’s 
buildings which are set among groups of trees into a less academic building, 
outside the Institute, which houses some common service facilities and teach- 
ing accommodation. The graduates have a three-month course on the practical 
aspects of starting their own businesses, during which they actually start to put 
together the enterprise, and they then move across the road into their own 
factory. 

Here, as in many cases, the major benefit may be the fact that space is 
available without delay. Even if he has or can borrow the necessary funds, an 
entrepreneur may have to spend months or even years arranging for a site, 
negotiating the necessary facilities and actually having premises built. It is more 
economic to provide roads, electricity, water and other services to a number of 
small factories if they are in the same place, but the major economy may lie in 
the fact that the cost of one lot of negotiations, delays and discussions can be 
spread over several factories, and they can thus be built before their actual 
tenants are known. Any disadvantages inherent in a common design are more 
than outweighed by the fact that the building is ready when it is needed. 

The graduates of the Small Industries Scheme of the Birla Institute of 
Technology retain their links with the Institute when they have occupied their 
factories, and they can in some cases make use of common services such as large 
machines which they could not afford to buy themselves. They can also con- 
tinue to benefit from the high-level connections and influence which the 
Institute has with Government officials. Perhaps the most important benefit, 
however, is their association with one another. They are not generally in 
competition, and their main problems are ones of raw material and finance 
rather than demand for their products. They have formed an association which 
has evolved into an effective pressure group for improved electricity supply, 
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greater efficiency in public sector purchasing procedures and other common 
needs. The industrial estate enables them to retain and use their links with the 
Institute and one another and it is perhaps a necessary, but certainly not a 
sufficient condition of success. 

Other organisations have made similar attempts to promote clusters of 
associated businesses, sharing common financial, training and technical ser- 
vices, and sometimes including privileged access to raw materials or markets. If 
the businesses are mainly new ones, if the tenants have been selected from a 
large number of applicants on the basis of their personal and technical quali- 
fications and if their activities are either similar or complementary to one 
another there is some chance of success. These conditions tend to apply more in 
India than elsewhere, where there are large numbers of small businesses in 
every conceivable activity, and groups of firms have been established on the 
basis of common products such as electronic instruments at Madras, or even a 
common large customer such as Bharat Heavy Electrical Corporation at 
Tiruchirapalli or the tractor factory near Chandigarh. 

In smaller economies with fewer specialised opportunities in particular 
sectors and fewer highly qualified entrepreneurs, the results have not been so 
successful. The small firms estate in the industrial area of Nairobi is fully 
occupied, but little use is made of the machine shop service operated by the 
sponsors, and some at least of the tenants have moved into Nairobi from 
outlying towns, thus defeating one of the main objectives of small business 
development. Many of the tenants were entrepreneurs without a project; they 
had some money, some influence and some motivation, but no preference for a 
particular product. They were given ready-made ‘projects’, together with some 
training, but a successful civil service career, some funds and some initiative are 
scarcely sufficient qualifications for success as a manufacturer of shoelaces, 
plastic buttons or wire staples for paper stapling machines. A similar capital city 
venture in Kathmandu has never been fully occupied, and, as at Nairobi, the 
most impressive building is the headquarters of the promotion agency. The 
tenants include private and public-owned enterprises engaged in manufactur- 
ing biscuits, knitting wool, plastic pipes and experimental hydroelectric plant 
among other things. There is little opportunity for complementary activity, and 
the interests and ownership of the tenants are so diverse that there is no way in 
which any useful association could develop as it has at the Birla Institute or’ 
Technology. 

The effects of industrial estates 

Even if a small firms industrial estate is successful, however, in that it is fully 
occupied and all the tenants are themselves successful and profitable enter- 
prises, this does not necessarily mean that it is an efficient way of promoting 
small business. By grouping small businesses together in one place, whether 
they are new ones or have been moved from somewhere else, the industrial 
estate is actually denying society one of the major benefits for which small 
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enterprises are deemed to be desirable, even if the tenant businesses them- 
selves actually benefit. Small firms create more jobs for the same investment 
than large ones; factories in industrial estates tend to be built to far higher 
standards than the typical building which a small enterprise would occupy 
outside the estate, and the roads and other services are of a far higher standard 
than those normally enjoyed by small businesses. In Sri Lanka the buildings 
and services themselves, without any plant or machinery, cost $1,135 for each 
job created in them, and this figure is higher than the average investment per 
small firm job including all the necessary equipment. The Nepali estate at 
Kathmandu costs $766 per job created (UNIDO, 1978, p. 78); here again, this 
compares with a total cost of under $280 per job in Nepali small industry. The 
availability of three-phase electricity encourages the use of more powerful 
equipment than could be used on domestic current, and favourable access to 
loans, technical services and scarce raw materials tend towards generating 
higher than normal use of capital and foreign exchange. 

It might be argued that small firms in industrial estates should be expected to 
be more capital intensive than average, since they are likely to be engaged in 
more modern higher technology industries than those outside the estate; the 
benefits of technical progress outweigh the higher cost of creating employment. 
India is perhaps the only place where it is possible to compare a large sample of 
businesses making the same or similar products inside and outside industrial 
estates; Somasekhara’s research on the efficiency of industrial estates in India 
shows that firms on the estates in Mysore at any rate are significantly more 
capital intensive and generally less profitable, than those outside (Soma- 
sekhara, 1975, p. 91). If these results are of general application, and there is no 
reason to suppose that they are not, the greater capital intensity of businesses 
inside estates is not balanced by any contrasting benefit. 

Personal and national independence are also associated with small busi- 
nesses; they provide a breeding ground for innovative and original entrepre- 
neurs, and they reduce a’country’s dependence on foreign-owned businesses 
and technical assistance. Industrial estates contribute to neither goal; the 
business men and women who occupy them may be entrepreneurs, but their 
independence is reduced by their access to the concentrated package of assist- 
ance which is usually associated with premises of this sort. They may indeed 
come totally to depend on external support, and they may survive because of 
their success in obtaining further assistance rather than their ability as business 
people. An industrial estate is a large and visible monument, and if it is empty 
its sponsors may be embarrassed. They may therefore be tempted to rescue any 
tenant who appears likely to go out of business, at almost any cost, rather than 
have the problem of filling an empty space. The very proximity of the tenant 
businesses also makes them attractive subjects for advice and assistance, and in 
some estates they have become little more than semi-autonomous production 
departments, with their records, raw material supply and marketing being 
effectively in the hands of external advisers. 

Because industrial estates are expensive, discrete and relatively dramatic 
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they are often funded by foreign assistance agencies. Small business assistance 
of all kinds tends to attract foreign aid, but donors’ enthusiasm for industrial 
estates has meant that the weight of expenditure, if not results, of some 
countries’ small business development programmes has been skewed towards 
industrial estates when a dispassionate appraisal of alternative promotion 
strategies would have suggested a smaller allocation. Industrial estates can 
in fact become foreign islands rather like multinational corporations. The 
Swedish Government, for instance, has helped the Small Industry Develop- 
ment Organisation in Tanzania to establish an estate in Arusha, where not only 
the advisers are Swedish but each tenant is in fact the ‘child’ of a Swedish 
company that has been generously paid by their Government to assist in setting 
up a poor country version of itself in Arusha. The technology appears to have 
been adopted to local conditions, but each enterprise is to an extent managed 
by a group of Swedish advisers and supervisors, and it is difficult to see how this 
process can produce genuinely independent entrepreneurs, even after a 
lengthy period of apprenticeship. The total cost is also very high in relation to 
the number of jobs created; a small number of relatively advanced factories 
have been created, but they have closer links with Sweden than with the 
surrounding community. 

The costs of estates 

Enterprises on industrial estates tend to be more capital intensive, less inde- 
pendent and less profitable than those outside, but comparisons of this sort are 
not necessarily valid. If industrial estates can play some part in creating more 
enterprises, even if they are not altogether successful ones, have they not 
achieved their objective by creating jobs and extending the industrial sector 
further and faster than would have been possible without them? This argument 
is valid only if the results in terms of jobs and enterprises created are at least as 
good as could have been achieved by any other method. The quantitative 
impact of industrial estates is not impressive; in Si Lanka under 2% of manu- 
facturing employment is in industrial estates but the total amount spent on 
them was an enormously much greater proportion of total industrial develop- 
ment expenditure. In India 5% of the new registered small businesses started 
between 1951 and 1972 were tenants in industrial estates, but about 25% of all 
Government support for small business was spent on these estates (UNIDO, 
1978, pp. 57-59). 

In Senegal the Government and French foreign assistance has spent over 
$2,500 for each job created in the nine firms which occupy their first industrial 
estate. Here again, this is out of all proportion to other form!: of enterprise 
promotion, and only five of E& Wus are said to have benefited significantly 
from the intensive assistance whicli they have been given (UNIDO, 1978, p. 
91). The opportunity cost of foreign donor funds is difficult to determine, and 
we have already seen that much expenditure on other forms of small enterprise 
assistance is wasted. It is nevertheless very difficult to justify expenditure of this 
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order on such a small number of enterprises, particularly when the benefits to 
them are often questionable. 

The effects of industrial estates are not altogether different from heavily 
subsidised loans. Only a small minority of enterprises can benefit from them, 
and it is not clear that they do in fact benefit at all. If the total package is very 
attractive the organisers can afford to be selective, but this can lead to jealousy 
and, more importantly, individuals who do not obtain a place may come to 
believe that a plot in an industrial estate is the only proper basis for business 
success. The estate can become a modern sector island, fenced round like a 
foreign company, with advanced technology, luxurious buildings, high wages 
and foreign advisers. Enclaves of this sort are of questionable benefit to society 
even if foreigners have paid for them; if they absorb funds which might 
otherwise have benefited larger numbers of small enterprises, or other dev- 
elopment programmes, and if the tenants themselves are less successful than 
those outside there are few arguments in their favour. 

Even heavily subsidised premises cannot on their own generate industrial 
activity if none was there before. If buildings are associated with an intensive 
and fully integrated package of services the estates may be fully occupied by 
businesses which survive and even prosper, but they often require a dispropor- 
tionate amount of public funds to be spent on them. In spite of these real 
objections, businesses do need premises and there are many obvious reasons 
why they should sometimes be grouped together in clusters or estates. How can 
such facilities be made available to small businesses in poor countries, without 
the attendant disadvantages which have already been identified? We saw that 
lending money to small businesses can be profitable, and private competitive 
‘middlemen’ can provide an effective raw material supply and marketing 
services to other small businesses, at no cost to the public purse. It may be that 
buildings are like capital or raw material; they are peripheral but essential to 
the main purpose of the business, and they can form the basis of a viable 
specialised enterprise themselves, serving the needs of other businesses. 

Profitable industrial estates 

Buildings make up a very important proportion of the total capital requirement 
of a small business, if they have to be bought; even the most rudimentary 
shelter, and the land on which it stands, can cost many times the price of the 
machinery, tools and material stocks which occupy it. The return on the assets 
apart from real estate is usually very high, if only because the value of these 
assets is so small, and rented accommodation is thus a far better proposition for 
any business which has gone beyond the stage of being situated in the owner’s 
own dwelling. Land and buildings have one major advantage over other fixed 
assets however; they can be used as security for loans. 

Small business borrowers often use their farms or homes as security for the 
money they need to start or expand their business located there or in rented 
property elsewhere, but freehold business premises are generally a very different 



160 

form of investment from machinery and eq>uipment. Their value usually 
appreciates over time, and the immediate return, whether in terms of rental 
saved or rental earned, is very low. Because their purchase can largely be 
funded with a secured loan however, the owner’s equity need only be small and 
a fairly close margin between interest charges and rental will be sufficient to 
earn a high net return on the owner’s investment. 

Industrial estates for large and for small businesses are profitable businesses 
in their own right in most industrialised countries, and there is no reason why 
money should not be made from appropriately designed clusters of factories in 
poor countries as well. In Argentina private investors have developed estates in 
and around Buenos A.ires; sixty people are on average employed by each 
tenant, and the profit from the first estate has been sufficient to finance the 
development of the second (UNIDO, 1978, p. 50). Local Government bodies 
have also developed small brsiness estates in more remote parts of the country. 
The returns are not so dramatic, but the investment will eventually be re- 
covered and the authorities are satisfied to cover the cost of investment and 
administration, with little or no surplus, because of the benefits to the com- 
munity and the additional local tax revenue which the new industries will in 
time generate. 

The profits from industrial estate development may not always be sufficient 
to motivate a private investor, but if the need is genuine, and rents and 
associated services do not have to be provided at a substantial loss which 
ultimately fails to benefit even the tenants, there should be sufficient revenue 
to cover the interest payable on the funds and the management expenses. This 
may not be of interest to an entrepreneurial private investor, but any organisa- 
tion, private or public, which has a vested interest in the provision of industrial 
premises should be able to construct and operate an estate on this basis. The 
new town development corporations in the United Kingdom have successfully 
developed estates for all sizes of businesses, which are in the long-term intern- 
ally self-financing but whose tenants also contribute to the balanced economic 
development of the new community. 

In Turkey small business owners themselves have taken the initiative: 
central city congestion is such that space has indeed become the significant 
constraint for many businesses and their owners have formed co-operatives to 
buy and develop new industrial areas on the outskirts of the cities. Nearly two 

hundred such estates have been or are being constructed or are being planned 
and over fifteen thousand units are located in them. Most of the businesses 
doubled their numbers employed as a result of the move, thus demonstrating 
that space was the bottleneck, and Government involvement has been very 
limited; in some cases no public assistance at all has been provided, while in 
others the Co-operative has received some help in land assembly and low 
interest loans (UNIDO, 1978, p. 100). Like the credit unions in Latin America, 
these co-operatives have functioned effectively because they are providing 
a discrete specialised service to well-established existing businesses. Co- 
operative ownership has also been tried in India and in Ecuador; if the co- 
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operative is imposed on the tenants after all the initial land purchase, construe- 
tion and letting has been completed by Government, it is likely to fail, but if the 
co-operative is set up as a result of prospective tenants’ own initiat&fe it is more 
likely to succeed. 

As with so many aspects of small business promotion, the best test of need is 
economic viability. If an estate cannot easily be filled, or if it requires a 

disproportionate allocation of promotion funds which cannot possibly ever be 
recouped from the tenants, it should probably never have been established. If 
an estate can be a viable economic enterprise in its own right, however, this 
shows that it is satisfying a genuine need. Such a return might not pass a private 
entrepreneur’s tests of viability , if alternative investment opp0rtunities are 
available, because of political uncertainties associated with land ownership or 
the commitment to any one particular area or a type of activity. Governments, 
and in particular regiona!, district or town authorities, or the tenants them- 
selves, are, however, committed to local success and are unlikely to damage the 
economic interests of their own venture. There may be occasions, such as have 
occurred in India, when a particular type of small industry is urgently needed 
for strategic reasons, or to complement a large venture, or when there is a need 
to aSSiSt a particular group, such as unemployed engineering graduates, t0 start 

their OWII businesses. In these cases it may be appropriate to establish small 
industry estates as part of an intensive integrated package of assistance; their 
sponsors shouid recognise both that the costs will be very heavy in relation to 
the number of enterprises, and that the buildings are only a small part of the 
total assistance package, although requiring a very large proportion of the 
expenditure. 

Application questions 

- Are the buildings on industrial estates always occupied? If not, and the 
buildings are suitable and rents are subsidised, why are small businesses not 
queueing up to occupy them? 

- Are industrial estates built where business people want to be, or where 
Government thinks they should be? 

- Does relocation in an industrial estate always help an enterprise? What are 
the effects on the employment of family labour and access to raw material 
supplies and customers? 

- DO the businesses on industrial estates receive more or less assistance than 

those outside, in terms of subsidy, common services and other assistance? 
Could the resources spent on them have been more effectively used to 
assist larger numbers of businesses? 

- Are industrial estates established to satisfy planners’ wishes to segretate 
industry from other activities, to provide politicians and aid donors with 
dramatic evidence of achievement, to make it more convenient for the 
Promotion agency to provide assistance or for the good of the tenants? 

- Are common facilities genuinely useful to all or the majority of tenants? 
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Could the services be provided by an independent small business rather 
than by a department of the estate organisation? 

- Need rents be subsidised? Could industrial estates be effectively and profit- 
ably constructed and operated by independent property development busi- 
nesses rather than by a Government agency? 

Case study: the Makalu Industrial Area 

Makaiu is a town in East Africa of about 5,000 inhabitants and its economy is 
based largely on the Regional Headquarters which is located there. The town is 
only about 70 kilometres from the capital city, and there is a good tarmac road 
between the two places. In 1971 the Government selected Makalu as a major 
growth point as part of its policy to divert activity to rural areas, and the 
expansion of local non-farm industry was of paramount importance in this 
policy. The Govermment found it difficult enough to persuade foreign firms to 
invest in the country at all; a few large new industries that had been started 
there were located either in the capital or, when they used agricultural raw 
materials, in the better-watered and more fertile parts of the country. The 
Makahr region is dry, the majority of the population are subsistence farmers 
and many families are sustained only by remittances from relations who work 
in the army, in Government or in industry elsewhere. 

Industrial growth in Makalu is inevitably dependent on the growth of local 
enterprises. The region provides a fair market for simple products such as water 
tanks, lamps, kitchen utensils, animal feeding troughs, gutters and pipes, 
furniture, clothing, shoes and so on, which can be produced locally on a small 
scale. Most of this type of product is nevertheless brought into the region from 
other parts of the country and the Government intends to promote the dev- 
elopment of local industries so that they can satisfy regional demands and 
ultimately develop the capacity to supply other regions as well. 

Early in 1972, as part of the growth centre planning procedure, the Town 
Council undertook a study of the problems of overcrowding and disorganisa- 
tion of the market area. Shop-keepers, produce traders and farmers had for 
some time been complaining about the shortage of plots, the filthy conditions 
and the noise and danger created by workshops located among the trading 
premises in the market. The accompanying map shows the location of the 
market area, and of other places referred to. 

As a result of the study, the Council resolved to exclude all non-traders from 
the market area. Notices were issued to 45 caApenters, mechanics, shoemakers 
and metal workers, saying that by the end of 1972 they must remove them- 
selves to the new industrial area where plots would be made available at a low 
rent or outright purchase. This new industrial area had been designated in a 
long-term planning document of 1960 as the site for all future industrial 
development in Makalu. It was a large, flat area which was muddy during the 
rains but well suited for proper industrial buildings. A confectionery factory 
employing 20 people, a corn mill employing 15 and a hide and skin dealer 
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employing 12 were the only occupants of this site by 1972 and there was more 
than enough space remaining for the accommodation of the craftsmen who had 
been told to leave the market area. None of them employed more than two 
people, and most had been doing business in the market for many years, selling 
their products direct to the public from the plots where they manufactured 
them. By the end of the year, however, none of the craftsmen had moved from 
the market place. 

Early in 1973 the owner of the land adjacent to the market area on the other 
side of the stream, who operated a saw mill and hardware warehouse employ 
ing 20 workers next to his only tenant which was the bank, offered his vacant 
land at a nominal rent to the Council as a site for the small-scale craftsmen. He 
was not entirely disinterested: most of them bought their timber, corrugated 
iron or other supplies from him. The vacant land sloped steeply down to the 
filthy stream which drained the market area and the poorer housing area of the 
town, and there was little chance of alternative use for it in the short to medium 
term. In the 1960 plan the area had been designated for ‘business premises’. 

The Council delayed a decision on this offer, but the craftsmen soon heard of 
it and immediately started to move out of the market place on to the slope. 
They subscribed together to hire a bulldozer (from the owner of the land, who 
also had a construction business) and made some rough terraces on the s!ope, 
together with drainage ditches. They quicbly re-erected the temporary shelters 
that they had removed from the market place and the slope was soon a hive of 
activity. The craftsmen paid no rent, the landowner did not object, and cus- 
tomers from rural areas found it convenient to buy the craftsmen’s products 
since they were now even closer to the bus station. 

After a few months, however, the hospital authorities complained to the 
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Council about the noise from the slope and the main garage owner, who was 
also Chairman of the Council, complained that the mechanics who had moved 
to the slope from the market place were competing unfairly with his garage for 
the bus, car and bicycle repair business which originated in the bus station. The 
Chairman did not object to reasonable competition, he said, but these mech- 
anics paid no ; ent, their working conditions were appalling and he could not be 
expected to meet their prices. 

Towards the end of 1973 the Council voted to reject the offer of the land and 
told the owner that the craftsmen must be cleared from his land since all 
industrial development must take place in the industrial area designated in the 
1960 Industrial Plan. He replied that he had not invited the craftsmen, nor 
were they paying him any rent and since he did not object to their presence he 
c! .’ not see why he should have to drive them away. 

Early in 1974 the Council asked the police to take strong action against the 
craftsmen. During the year the police gradually built up the pressure, culmina- 
ting in December in the forcible destruction of the wood and metal shelter 
occupied by the tank maker on the corner opposite the hospital. The craftsmen 
responded by forming an Action Committee; they complained to their 
Member of Parliament, and said that they would forcibly resist any further 
attempts to remove them. 

Commentary 

This problem appears to have arisen because the authorities failed to under- 
e way in which small manufacturing businesses in the informal sector 

operate. Regulations demand that II’IanUhCtUring activities should be neatly 
segreganed in an industrial estate separate from trading, but these craftsmen 
are in fact carrying out both activities on one site, and they cannot afford the 
cost of a separate marketing outlet. 

Many of the activities demand close personal contact between the manufac- 
turer and the customer, and the manufacturers have no contact with formal 
distribuai~n channels, even if they could afford to give away the necessary 
discounts. 

It is unlikely that the provision of modern buildings, or common services in 
the industrial estate N xrld have made the move any more attractive. As with 
any viable business, customers must come first, and an ideal physical environ- 
ment at minimal cost could not compensate for the absence of buyers at the 
proposed location. 

In addition, the authorities have taken the side of the ‘legitimate’ business, 
against the far more numerous, less sightly but highly competitive informal 
sector. The garage owner, like many established small business people, also 
enjoys political influence, and is able to protect himself against what he 
considers unfair competition. 

There is nevertheless a genuine problem; while the noise, dirt and congestion 
caused by the informal manufacturers may be more upsetting to Government 
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servants and visitors passing in their cars than to the ordinary people who move 
on foot, the complaints from the hospital must be taken seriously and the 
instability and unhygienic conditions of the present site have obvious disadvan- 
tages for the craftsmen themselves, their customers and the population in 
general. 

Official attempts to promote co-operative activities by small-scale business 
people usually fail, but the craftsmen of Makalu have responded to local 
authority pressure by forming an apparently effective association. Even at this 
late stage it may be possible for the authorities to work with the craftsmen’s 
association by accepting the offer of the land and offering a long-term lease to 
the craftsmen on condition that they reiocate the noisiest businesses furthest 
away from the hospital and co-operate in the instailation of drainage and other 
simple but necessary facilities. The slope might then become a form of indus- 
trial estate in itself, but one which is consistent with the development of the 
area, and the needs of the craftsmen and their customers, rather than an 
imposed and a ien solution which satisfies nobody except the planners. 
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CHAPTER 13 

EVALUATION AND APPRAISAL 

The crucial issues 

- What are the objectives of small enterprise promotion? 
- Why should promotion activities be evaluated? 
- What techniques should be used to appraise proposals for new small enter- 

prise promotion activities, and should they be the same as those used for 
individual business proposals? 

- Should evaluation be carried out by programme staff or by external 
specialists? 

- Should evaluation be a routine and continuing activity, or should pro- 
grammes only be evaluated at infrequent intervals? 

- How should the costs of assistance programmes be measured, and how 
should foreign assistance be accounted for? 

- Should benefits be measured in terms of institution building, programme 
activities, innovations adopted, loan repayment, client opinions, jobs 
created or improvements to client revenues and profits? 

- How can the effects of assistance programmes be isolated from changes to 
clients which may have arisen from other causes? 

- Should clients be asked to pay for the assistance they receive, and can such 
payments be used as a form of evaluation? 

Objectives 

Evaluation, like small businesses themselves, is fashionable; nu proposal for 
technical assistance is complete without a ritual paragraph describing how it is 
to be evaluated, and foreign ‘experts’ are quI;kly followed, and sometimes 
outnumbered, by teams of evaluators. The owners of small enterprises which 
have been assisted by a ‘project’ may have been bewildered by the experience, 
but this confusion is further compounded by subsequent efforts to measure its 
effects on them. Like all fashions, evaluation has its merits but can be over- 
done; it is important to know the objective of anything before attempting to 
evaluate it, but evaluation itself can be a major activity, 2nd it costs money. It 
too must be justified and its objectives clarified. 

Some activities are relatively easy to evaluate; commercial enterprises make 
a profit or a loss, and the profit can be compared with alternative investment 
opportunities. Vaccination campaigns are clearly intended to prevent disease, 
family planning programmes to reduce population growth and adult literacy 
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projects to enable adults to read and write. It may be very difficult to measure 
the benefits, or to associate change with a particular programme, but the 
objectives, like profits, are clear, and evaluation difficulties are associated 
more with technical problems of measurement than with fundamental prob- 
lems of principle. Other activities, such as primary education, social services or 
defence, are almost impossible to evaluate as a whole. It is possible to compare 
the effectiveness of different ways of teaching children or defending a country, 
but the overall objective is so diffuse that decisions as to resource allocation 
between activities of this sort are political rather than quantitative. 

Small business promotion lies somewhat uneasily between these two 
extremes: its objectives are quantifiable, in that they include higher incomes, 
employment, saving of foreign exchange and dispersal of economic activity, but 
they are often inconsistent with one another and are hard to measure in 
themselves. Those engaged in small business promotion want to evaluate and 
be evaluated, but they recognise the difficulties involved; evaluation has there- 
fore become an important and expensive activity in its own right. 

Why evaluate? 

It is important, however, not to allow the general desire for evaluation to 
conceal the necessity for asking why it should be done at all; the method, type 
and frequency of evaluation cannot be determined without first being clear as 
to who is to use the results, and for what purpose. The first question that 
anybody responsible for any aspect of evaluation should ask, is ‘What differ- 
ence will this information make?‘; if the answer is ‘none’ the evaluation 1 
programme or the particular question should be omitted. 

The police conduct a postmortem examination on bodies of people who have 
died from unknown causes, in order to help them find who or what was 
responsible for their death. There is a need for postmortems on small business 
promotion but the objective is not to apportion blame but to improve perform- 
ance in the future. There are three levels at which this can be done; first, those 
responsible for the activity can change and improve their performance in order 
to make it more effective; for them, evaluation is an essential continuous 
feedback which shows them what to do next, like a driver’s eyes as he moves 
along a road. Secondly, evaluation can be used to improve similar activities 
which are to be carried out elsewhere; mistakes msy be irremediable in one 
place, but if they can be identified they need not be repeated. Third, whoever is 
ultimately responsible for decisions whether or not to continue, extend, reject 
or cut whole programmes can use evaluation as a basis for decisions; these 
people are interested in the overall results of a particular programme, and are 
not concerned with short-term changes of direction. 

It is perhaps to be expected that the second and third types of evaluation 
have received most attention from academics and analysts in large interna- 
tional organisations. Senior decision makers and those who provide them with 
information, have more resources for analysis and evaluation than junior and 
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middle-level staff who actually have to execute programmes in the field. More 
attention has therefore been paid to the development and teaching of sophisti- 
cated techniques of long-term cost-benefit analysis than to ways in which field 
programmes can be evaluated and improved on a day-to-day basis. It is rather 
as if cartographers devoted all their time to small-scale maps showing whole 
countries and continents; these are essential, but specific journeys and building 
decisions can only be taken on the basis of detailed large-scale plans. 

Appraisal of proposals 

Evaluation after something has been done is clearly not as valuable as careful 
estimates of what are likely to be the results if it is done in the future. It is better 
to prevent mistakes than to discover that they have already been made. The 
process of appraisal, or assessing future costs and benefits, is the same as 
evaluation except that the data consists of forecasts rather than facts. Invest- 
ment proposais and loan applications from individual businesses, plans for the 
growth of a particular industry and complete small business promotion pro- 
grammes can all be subjected to sophisticated appraisal techniques. It is 
important to avoid over-using the word ‘project*, and to be clear whether one is 
talking about a particular business or a business promotion programme, and 
even more vital to remember that detailed appraisal is no substitute for effec- 
tive management, of a business or an assistance programme. 

Individual small enterprise proposals and loan applications should clearly 
not receive the same detailed appraisal as a proposal for a large assistance 
programme. The estimates of future costs and returns are bound to be very 
approximate, and the appraiser should concentrate his attention not so much 
on the data as on the record and character of the individual entrepreneur. 

All types of proposal should be appraised as is appropriate; this work should 
not be allowed to detract from the far more important and more difficult task of 
ensuring that they are effectively implemented. International agencies and 
planning organisations are naturally concerned more with appraisal than with 
the evaluation of what has been done, since they are responsible for allocating 
scarce resources; foreign aid agencies in particular tend to be judged more in 
terms of what they spend than the actual results. Evaluation tends to be 
regarded as a massive exercise conducted at the end of a ‘project’, to compare 
its results with the initial appraisal; it is far more important that everyone who 
works in the ‘project’ should be able to evaluate their own contribution, in such 
a way that they can improve it themselves if necessary from day to day. 

Government Departments are generally less effective than autonomous 
smaller organisations, whether they are running training courses, operating 
industrial estates or supplying raw materials. The traditional functions of 
GoLpernment such as defence, law and order and public administration are 
impossible to evaluate as a whole in quantitative terms. The working climate 
and reward systems in the public sector are therefore not based on measurable 
results so much as on adherence to procedures. Government has in recent years 
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extended its activities far beyond administration and defence; the record of 
public and para-statal corporations has not generally been impressive, even if 
the only formal difference between them and private businesses is that the 
share capital is owned by the State. The State has usually taken over or initiated 
these sorts of operation because their functions are considered to be too 
important to leave to private enterprise. Whatever the merits of this policy, it 
presumably implies that the task is vital for national wellbeing, and therefore 
that it must be continued at any cost. No private enterprise can be continued at 
any cost, and the threat of closure is ever-present as a stimulus for improved 
performance. 

‘Terminal’ evaluatkm 

Small enterprise promotion may be important but it is not vital to national 
survival; no programme should be initiated or continued unless the benefits, 
however measured, arc greater than whatever else might be achieved with the 
same resources. The benefits are difficult to measure, and most programmes 
are operated by Government which has no tradition of evaluation. The result is 
that while senior officials or outside donors may impose occasional detailed 
evahlation studies the operating staff have no regular measure of their per- 
formance. The small businesses they are trying to assist are under day-to-day 
pressure to perform, not merely to earn greater profits, but in order to preserve 
their jobs and their livelihood. We saw earlier that those who aim to help small 
business people should be as similar to them as possible, and small business 
promotion staff, at any level, should share the same concern for results as do 
their clients. The best way to do this is to allow the promotion function to be 
carried out by private enterprises themselves, since the providers of services to 
small businesses are other small businesses. If this is not possible, small 
business promotion agencies should attempt to develop methods of evaluation 
which simulate as nearly as possible the pressures under which small business 
managen-znt must operate. 

Programmes can be evaluated from the top down or the bottom up; many 
evaluation studies are carried out by objective external evaluators, who 
descend on the programme at occasional intervals. They divert operating staff, 
transport and other resources from the task in hand, and their costs may even 
exceed the cost of what is being evaluated. Their enquiries may also suggest to 
small business clients that the programme itself is suspect. Their work is 
sponsored and directed by an external agency, with little reference to the 
day-to-day needs of the programme itself, and the results may not even be 
communicated within the programme at all. The purpose of such studies may 
be to satisfy donors, to help sponsors decide whether or not to renew a project 
or merely to conform to the official requirement that projects should be 
evaluated at certain specific intervals. it may not be difficult to delude evalu- 
ators of this sort that results are better than they really are, because they are not 
familiar with the day-to-day details. Programme staff may feel that the effort is 
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justified by the continuation of the project, and thus of their jobs, but the 
evaluation itself is irrelevant to current performance and is of no benefit to 
clients. 

Continuous evaluation 

The other form of evaluation is built up from basic detailed operating data. 
Individual bank branch operating costs, disbursements and repayments, data 
about the performance of individual client enterprises, figures for attendance 
at courses, the costs of training and the resulting benefits to trainees are 
recorded in the field, when they happen, and the data is collected, aggregated 
and compared with costs and earlier performance in order to produce a 
continuous measure of results and source of ideas for improvements. 

Evaluation measures of this sort should be a fundamental and basic com- 
ponent of any form of enterprise promotion from the outset; summaries of 
lower-level results can easily be passed to higher levels within the organisation, 
and to external agencies when necessary, but their basic purpose should be to 
maintain and improve the standard of day-to-day performance. Business 
advisers in Botswana, for instance, record the result of each client visit. They 
use this information to remind them what to cover on their next visit, but it is 
also collected and summarised so that supervisors can evaluate each adviser, 
and the results of the whole advisory service can be collected and compared 
with its costs. 

Staff apathy is often a characteristic of business promotion programmes; one 
reason for this is that people often have no way of telling how well they are 
doing, and their supervisors rely on superficial indicators such as time keeping, 
observation of regulations or routine filling in of forms as a measure of success. 
Staff can and should welcome the opportunity to provide themselves with a tool 
with which they can measure the value of what they are doing. 

Measuring the costs 

Unless the promotion organisation is actually a commercial enterprise, selling 
its services at an economic cost to small enterprises or other organisations 
willing to pay for its support, the staff cannot benefit from the genuine stimulus 
of the need for economic viability. The aim should be, however, to come as 
close as possible to this, if necessary by introducing surrogates for sales or 
revenue; the easiest and most basic measure, however, is the cost of operation, 

* ’ and it is important to be clear as to what costs should or should not be collected 
in order to be set against the benefits that result. 

Effective cost control is by no means unknown even in Government and any 
organisation should have a system for recording its costs of operation and 
allocating them to the activities for which it is responsible. This seems obvious, 
but many small business promotion programmes have evolved as sidelines of 
other activities; we saw earlier that the operating costs of HANDICO, the State 
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trading corporation for handicrafts in Tanzania, were effectively unknown 
because of its close links with its parent the Small Industries Development 
Organisation. It is inevitable that cross-subsidy of this sort will occur; small- 
scale industrial buildings may be let at the same price per square metre as their 
larger neighbours, but management costs are bound to be higher per building 
and the smaller ones are subsidised by the larger. 

One way in which organisations can finance the extra costs involved in 
lending to small enterprises is by allowing the profit on larger loans to subsidise 
the higher transaction costs of the smaller ones. Training institutions rarely 
hope to cover the costs of small enterprise training from fees; the surplus 
generated from larger firms helps to pay the costs of training people for smaller 
ones. Small enterprise promotion should not be artificially separated when it is 
an integral part of an institution providing services to many other types of 
firms; the true costs should, however, be estimated for evaluation purposes. 

Foreign assistance 

Many assistance programmes are staffed in part by foreign experts; some aid 
donors, such as the British Government, attempt when possible to limit their 
contribution to a ‘topping up’ element over and above the local salary in order 
to attract foreign staff. The institution still pays the same salary as it would pay 
to a local recruit, were such a person available. This minimises the expense to 
the donor but, more importantly, it does not discourage the local institutions 
from replacing the foreigner, since no extra expense will be involved in hiring a 
local person. Other donors such as the United Nations, the United States or the 
West German Government pay the full cost of foreign advisers, apart perhaps 
from accommodation or transport. This may be administratively more simple 
but it often tends to discourage local replacement, since costs will increase 
when the foreign aid is withdrawn. If a small enterprise programme includes 
people of this sort some estimate of the cost of an equivalent local person 
should be included in the figures. 

Small enterprise promotion programmes should not encourage small busi- 
nesses to spend foreign exchange, but some imported equipment and material 
may be essential for the development of new industry. If this involves special 
licences, if the cost is substantial and if the free market costs of foreign 
exchange differ significantly from the official rate, foreign currency costs 
should be increased by an appropriate multiple in order accurately to represent 
their real cost to the economy. 

Some estimate should also be made of the cost of any staff or equipment that 
has been donated. The ultimate objective of any small business promotion 
activity should be to develop a genuinely viable operation, whose benefit 
exceeds its costs. If a programme’s costs are understated its management and 
staff will be deprived of the information they need to monitor and improve its 
operations. Land, existing buildings, vehicles and other resources should be 
valued at their market price; if the principle of autonomy and independence 
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which was outlined earlier is followed, small business promotion organisations 
will actually have to buy these items on the open market, and will not be 
allocated them from Government pools or anywhere else. Even if they are not 
purchased, however, the value should be included in the costs of the project. 

The use of ‘shadow price&’ to adjust foreign exchange costs or benefits, real 
values for donated items and estimates of the value of hidden subsidies may 
seem inconsistent with the goal of a simple, low-level operational evaluation 
system. A loan officer, a trainer or an adviser cannot be expected to understand 
or to calculate factors of this sort when evaluating the costs of his own work in 
order to compare them with the benefits. People should only be evaluated with 
reference to costs they themselves control. Field staff of the University of 
Nairobi Extramural Department, for instance, conduct short training courses 
for small-scale business people. They can control transport and accommoda- 
tion costs of trainees and incidental expenses associated with the course such as 
visiting lecturers or training material. These are . ecorded and compared with 
budgets and past experience. All the other costs, including their own salaries 
and associated overheads are added to the costs which are under their control 
and presented as the total cost of their activity. They themselves control only a 
small part of this, but they need to know the total in order to be able to 
appreciate what it does cost to mount a course, and to assess the benefits 
accordingly. 

Measuring the benefits 

The benefits are clearly far more difficult to measure than the costs; the most 
important general principle is that promotion agencies should cultivate a 
genuine sense of humility; they should realise that their own efforts are at best 
marginal; the key to small business formation and growth is the individual 
entrepreneur, and external assistance can do no more than support and 
encourage him. The courage, the initiative and the basic ability come from the 
owner and his colleagues in business. When they are asked how well they are 
doing, many small business promotion staff reply that they have ‘started’ so 
many businesses or that they ‘have’ so many others. This phraseology reveals 
an exaggerated sense of the importance of their programme; the entrepreneur 
has ‘started’ the business, and the present owner or manager ‘has’ it. The 
outsider may have provided some critical assistance or support, but he cannot 
take all or even a large part of the credit for the success of the business he has 
assisted. The same people may blame the incompetence or dishonesty of 
business people for failure; they may be correct, but they cannot claim credit 
for success at the sam,,e time. 

The actual benefits to be measured must depend of course on the objective of 
whatever is being evaluated, and objectives in turn may be defined at a number 
of different levels. The accompanying chart (Table 13.1) attempts to illustrate 
a hierarchy of objectives of typical small business promotion activities. 
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Table 13.1 Small business promotion- a hierarchy of objectives 

Industrial estates Training courses Extension 
services 

Loans 

To build an 
effective 

1 industrial 
property 
institution. 

To build a 
training 
institution. 

To build an 
extension 
service. 

To build a credit 
institution. 

1 

To construct To run training To call on a To elicit a 
2 sheds. courses. certain number certain number of 2 

of clients. loan applications. 

-- To let the sheds. To enable traineesTo make 
3 

To approve and 
to pass tests. recommendations disburse loans. 3 

to clients. 

Tenants to pay Trainees to Clients to follow Borrowers to repay 
4 rent on time. apply what they recommenda- their loans, 4 

have learned. tions. 

Clients willing to pay the economic price. 
5 Clients to create more employment opportunities. 5 

Clients to earn greater profits. 

6 
To develop the health of the small enterprise sector. 

To promote welfare and development. 6 

Institution building 

‘Institution building’ is important, although it relates entirely to the costs of 
assistance rather than the resulting benefits. It is certainly true that the compli- 
cated tasks involved in small enterprise promotion cannot be carried out by 
ineffective institutions, but they are best carried out by small ones, while the 
process of institution building implies an increasing scale and number of 
employees. Institution building can become an end in itself, and in many 
countries there are larg,: numbers of institutions involved in small business 
promotion which appear to be more concerned with their own survival and 
growth than their contribution to small enterprise development. 

It might even be suggested that the destruction of institutions is an equally 
valuable objective; organisations which have been set up to ‘Africanise’ whole- 
sale and retail trade in some parts of Africa, for ixstance, have more or less 
achieved their objective; although no obvious role remains for them, the staff 
inevitably create new programmes which ensure their own survival. Because 
business promotion is so difficult to evaluate, it is not immediately obvious that 
the programme contributes more to institutional self-preservation than to the 
needs of business enterprises. If as many activities as possible are carried out by 
small self-accounting locally based institutions this will encourage initiative and 
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effective performance, and will also ensure that institutions which have out-. 
lived their usefulness go out of business just like some of the enterprises which 
they are intended to serve. 

There is, however, one valuable by-product of small enterprise development 
institutions which cannot be accurately valued as a benefit but is still a valuable 
bonus. The staff of small business promotion institutions, and in particular the 
local level field representatives, often leave their jobs in order to go into 
business for themselves. This may be irritating for the managers of the institu- 
tion which is faced with high staff turnover, but frequent contact with a large 
number of successful and unsuccessful small businesses is in fact a most effec- 
tive form of training, which should enable an enterprising staff member to set 
up his own business and avoid many of the more common mistakes. 

Experience in Kenya suggested that a one-year period of service as a small 
business adviser was a more efficient way of training people to start their own 
businesses than some other programmes whose stated objective was to produce 
ready-made entrepreneurs. It was less expensive even if no value at all was 
placed on their service to clients and the results of the institution were 
measured only in terms of the entrepreneurship training it provided. This is not 
a benefit which can conveniently be measured, but personnel officers who are 

“frustrated by high staff turnover should reaiise that their departing employees 
may be one of the most valuable products of their organisation. 

Programme output 

The next level of the hierarchy is the output of the institution which has been 
built. The number of sheds constructed, loans applied for or courses given is 
used as the measure of achievement. It is tempting to equate this output to the 
sales of a commercial business, but the critical difference is that a business 
cannot produce goods for very long unless customers are willing to pay the 
economic price for them. Demand might be a reasonable measure of value, if 
the price covered the cost of production, but the demand for subsidised 
buildings, free training courses or low interest loans cannot be taken as an 
indicator of their true value. 

There is also a danger that if an evaluation system which is based on 
quantitative measures of output is used to motivate staff performance, they 
may be encouraged to sacrifice quality in the interests of quantity. In the early 
stages of an extension service for small-scale traders in Kenya, results were 
initially measured in terms of the number of visits made by the advisers to their 
clients. The advisers not unnaturally reacted by maximising the number of 
visits they made, so that they had not enough time to ensure that their clients 
realiy understood what they were trying to teach them. Large numbers of 
sheds, more frequent training courses or large amounts of money lent are not 
necessarily indications of a useful service. Private businesses which use indi- 
cators of this sort to evaluate and measure their employees are rapidly 
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reminded by their customers that quality is also important; client pressure is 
not so immediately obvious to a small business promotion organisation. 

Output can, however, be used as an immediate form of evaluation at a 
relatively low level. The quality of loans, training courses or advice cannot be 
measured in the short term, and evaluation at the lowest level should provide 
immediate feedback. If a promotion agency is well managed, the quality of its 
output should be maintained through regular supervision; if this is done, crude 
measures of output can be used as the most rapid indicator of performance. 

Adoption of techniques 

Private consultants can evaluate their performance like any other business; 
small business extension advisers whose services are free or heavily subsidised 
cannot evaluate their performance in the same way, and need a more searching 
indicator than the number of clients they have called on. Agricultural extension 
officers can by observing their fields count the number of farmers who have 
adopted new varieties or improved cultivation practices. Technical improve- 
ments can also be observed in small businesses, but management changes are 
often more necessary and are not so easy to enumerate. The objective of 
training or field advice is to change behaviour; field advisers, like trainers, must 
find ways to measure behaviour change. 

The need for concrete and observable indicators of performance can lead 
trainers and field advisers, and those responsible for supervising them, to 
design and promote innovations because they can be measured rather than 
because they are actually in the interests of the trainee or client. Advisers in 
Nepal taught their clients to keep their cash books in a particular way, and 
distributed pre-prepared account books for the purpose. It was then easy for 
the advisers, or anybody evaluating the service, to see at a glance whether 
clients were in fact keeping the books as intended. Procedures of this sort can 
also simplify the training and advisory activity itself. Trainers and advisers have 
merely to learn the procedures themselves, and to teach them as instructed; 
their work can be evaluated by reference to trainees’ or clients’ adoption of the 
procedures, and the complete process is an effective evaluation system. 

Unfortunately, however, standardised content and ease of evaluation are not 
necessarily or likely to be associated with real benefit to small businesses. 
Every small enterprise has its own problems, according to the industry in which 
it is engaged, its customer and supply situation and, more importantly, the 
ability, aspirations and energy of the owner. Small business people may be 
deluded into believing that irrelevant procedures are useful for them, and if 
adoption of them is a precondition for approval of a loan application the system 
will be further reinforced; it will not, however, necessarily contribute to the 
genuine success of the enterprise. 

If the clients of a training institution or advisory service are all running the 
same sort of business, and have similar problems, it may be appropriate to 
measure success by adoption of procedures, so long as these have been 
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carefully designed on the basis of research into small business problems and the 
level of ability of their owners. The accompanying figures (Table 13.2) were 
collected in an attempt to evaluate an extension service for small-scale indi- 
genous retailers in Malaysia; they show that it is easier to count recommenda- 
tions made than the number which are accepted, but since this particular 
extension service is closely linked to a wholesale supply organisation which 
monitors the value of client purchases, and their problems are reasonably 
homogeneous, this may be an appropriate form of evaluation. 

Table 13.2 Results of Pemas Edar Bumiputra Retailer Extension Service 

Total number advised = 1398 
Loans granted = 725 

Traders adopting special single entry book-keeping system = 913 

Recommendations made and accepted: 
Recommendation Made Accepted 

To keep a record of income and expenditure 82% 58% 
TO reduce the level of credit sales 70% not known 
To apply for a loan 67% not known 
To calculate profits 65% not known 
To rearrange the shop layout 62% 48% 
To clean and tidy the shop not known 52% 

Source: Address by R. Lambert, Consultant to Pernas Edar S.B., 1977. 

Loan repayment 

Banks traditionally view loan repayment experience as the single most impor- 
tant measure of success; if arrears and default can be kept to a low level, 
financial losses will be minimised and the scheme may certainly be commerci- 
ally viable. It is also not unreasonable to assume that if a small business 
borrower succeeds in repaying his loan on time he has been able to make good 
use of it so that the project has achieved its objective. A loan scheme may have 
more complex objectives than commercial viability, suc11 as employment, 
exports or the adoption of a particular technology. If there is any conflict 
between the objective and the profitability of the borrower, however, so that 
good repayment figures do not necessarily mean that the objective has been 
achieved, the basis of the scheme may well be at fault. The owner of a business 
is the best judge of how any new capital should be invested, and any attempt to 
influence this judgement should be through financial incentives which will 
make it more profitable rather than through encouragement or compulsion. 

Operators of industrial estates may similarly regard success in letting their 
sheds to tenants who regularly pay their rent as sufficient evidence of the 
success of their programme as a whole. A commercial property developer 



177 
depends on rental income for h‘ 
of industrial estates to use the 

‘S success, and it is reasonable for the managers 

Same indicator. 

All evaluation measures which h ave 
activities of the promotion or8 

been discussed so far relate closely to the 
anisation. Programme output, however, may 

have no impact whatsoever On ~1. 
the adoption Of specific 

lent businesses, while loan repayment, rent or 
innoval’ 

outsi&s There is no necessary C 
bns relate only to the services provided from 

achievement of the social and e 
bnnection between these programmes and the 

small business promotion. 
conomic objectives used to justify any form of 

It map be necessary to measure increases in employ- 
ment, profits, turnover or inve$ 
enterprises with the experienc 

tment, and to compare the changes in client 
Q 

,xposed to whatever service ha 
of other businc ises which have not been 

S 
Before considering how and 

been evaluated. 
M+ 

and whether such measuremeq 
ether this ca:l practicably be done, however, 

t 
which can help Staff within an ass* 

provides a practicable form of evaluation 

ance, it is important to recognise 
IstanCe programme to improve their perform- 
that attempts to measure performance in this 

way assume that the aspirations Qf h t 
a wh& are approximately the s 

e owner of the enterprise and of society as 
ame. 

meaSure whether their customet 
Soap manufacturers do not continually 

soap; they are content to use th 
S are in fact cleaner as a result of using their 

e 
satisfying their needs for cleanlin 

sale of soap as an indicator that people are 
% bv buying it. There are many ways in which 

smal~ business promotion agent. 
arguments in favour of small bu 

[es ian measure clients’ satisfaction; if the 
* %ess are valid ones, small business peoplt 

satisfaction is sufficient evidence that a service is useful. 

Most small business assistance pp 
have already discussed the 

ogrammes are free or heavily subsidised; we 
disaq vantages of subsidies, but their removal is 

politically impossible in many COG ntries 
necessary. This makes it all the m 

and some element of subsidy is often 
%-e 

services should attempt to 
necessary that the providers of subsidised 

measut e 
simply to ask cEients their opinio 

Client satisfaction. One way of doing this is 

gathered from Clients Of the 
% 

Sa 
the accomp,snying data (Table 13.3) was 

be 
Malaysia, and appears to some ext 

indigenous retail consulting service in 

innovations was related to the su 
ent to justify the confidence that adoption of 
Ccess 

WillingneSS to pay is a more rigo 
of clients’ businesses. 
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Table 13.3 Indigenous retailer extension service: clients’ perception of the 
most important results of the advice received 

Better control of expenses 82% 
Better buying terms 77% 
More cash available and less credit outstanding 68% 
Less money tied up in slow-moving stocks 67% 
A better-looking shop 48% 

Source: Address by R. Lambert, Consultant to Pernas Edar S.B., 1977 

whether or not to extend a particular programme before the actual results of 
client enterprises can be assessed, this method can be used. The 170 clients of a 
prototype extension service in Kenya were asked whether they would be 
willing to pay $1 each per month to continue the service, after six months of 
experience. 69% said they would, and some even tendered money; later 
research showed that those clients who had agreed to pay were generally those 
who had benefited most from the advice in terms of improved sales and profits. 

Should businesses pay? 

There are of course many arguments in favour of charging for promotional 
services, apart from the need for evaluation. These charges can help to defray 
costs and allow the service to be offered to more clients, participants in training 
yrogrammes or adviser clients will ensure that what they are learning genuinely 
relates to their needs if they have paid for it, trainers and advisers will be made 
to feel more accountable by their clients themselves and small businesses will 
value and make better use of something they have paid for than something they 
have received for nothing. Some charges may be so small that the cost of 
collecting them exceeds their value, but the most important argument against 
any form of charge is the danger that it will disqualify the poorest people who 
most need help. 

The decision whether or not to charge must obviously depend on the nature 
of the assistance and the sitlpation of the target clients, but any organisation 
which is providing free services should at least consider imposing a charge; this 
may not be imposed at the begmning, since experience of the service may be the 
only way in which clients can appreciate its value. The British Government 
operates a small business counselling service where the first session is free of 
charge but subsequent assistance has to be paid for. The counsellors are paid 
the same in any case, and are thus not tempted to use the first session primarily 
as a means of selling subsequent advice. The system appears to be a useful way 
of demonstrating what may be a useful service and automatically selecting 
those clients who can make more extended use of it. 
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Isdating the effects 

AS soon as evaluation goes beyond the inputs Of a Particular Programme, and 
attempts to measure their effects on the business as a whole* it is enormously 
complicated by the problem of isolating effects* Academic researchers can set 
up rigorously monitored experiments, whereby the group Of bUsinesses which 
KXeiVe a service are matched by a similar ‘Control’ group which does not 

receive it. If the performance of the two groups is compared, the effect of the 
assistance can be measured. Research of this sort? such as S”masekhara carried 
Out Oil firms in and outside industrial estates in Mysore in India 

. . ’ is very valuable 
as a general indicator of the merits of programmes but ls quite impracticable as 
a routine form of evaluation The Irish productivity Councl* QAected twice as - . 
many participants as they could accept for a new long-term tralntng programme 

for owners of small businesses; they went so far as to accept fee deposits from 
all of them. Halfofthem were then selected at random. and reJected. Their fees 
were returned and their performance is being mon1tored so that it can be 
compared with those who have been trained* We .have. a1ready seen that 
assistance programmes are at best peripheral; the ln$vldual entrepreneur 
takes the risk and makes the decision, and local and nat1”na1 economic condi- 
tions have a far more important influence on small businesses than any assist- 
ance programme. It is therefore impossible accurately to measure the total 
effect of any small business assistance progr amme without at the same time 

measuring the change or lack of it in a COntrol group* 
It k generally impossible, and would probably be wrongp t0 attempt to 

deprive a significant numberofqualified clientsofthe benef1ts of any particular 
programme in the interests of evaluation. The ve?, act Of examining members 
of the control group, and in particular of attemPtlng to measure their profits, 
will also affect the results. The difficulties are such as to dlsCOUrage many 
organisations, and external evaluators, from attempting ‘o meaSure the effects 
Of their programmes on the overall performance of the cllern enterprises, and 
!O justify the use of simpler but less valid measures Of perfortQancc. 

Regular evaluation - an example 

Table 13.4 shows a quarterly report produced bY Partnership fQr Productivity 
t0 measure and monitor the results of their SIdl business advisory service in 
Western Kenva. . a. . . 

it is most Client’s p&fits have generally increased so substantla”Y that 
unlikely that similar results would have been achieved bJ’ a randomlv selected 
group of businesses in Q’estem Kenya w hich were not being advised by 

Partnership for productivity. The total figures are, howevery less important 
than the difference between the results achieved bY each Of the thirteen 
advisers; the table is itself a summarj of thirteen such tab1es, one for each 
adviser, which shows the individual data for each c1ienty and it is obvious that 
the information is a valuable guide both for the managers Of the programme 
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Table 13.4 Partnership for Productivity, (Kenya). Summary of Adviser Performance, 
1st quarter, 1976 

Adviser Current Total Previous qtr. Current qtr. 
active improvements average profit average profit 
clients adopted per client per client 

A 22 
B 27 
C 14 
D 15 
E 19 
F 15 
G I7 
H 23 
I I6 
J 24 
K I7 
L 31 
M 4 

Total 244 

28 $71 
Ill $143 
158 $55 

42 $70 
178 $405 
I43 $73 
170 $80 

73 $49 
76 n/a 
50 not started 
76 not started 

291 not started 
r2 not started 

1408 $17,812 

$357 
$243 
$188 
$306 

$1,622 
n/a 
$340 

n/a 
n/a 
$388 
$353 
$280 

$57 

$77,592 

Average 19 108 $73 $318 
.-_ 

Source: Partnership for Productivity, Kakamega, 19’/6. 

and, most importantly, for each individual adviser. The total cost of the service 
for the quarter was $12,000; this figure can be compared with increased profits 
of $59,780 earned by clients during the period. The service can be confidently 
stated to have justified its existence. 

Employment created 

This, however, begs the question of the fundamental objectives; is the intention 
to benefit the owners of the enterprises by improving their profits, or is it to 
create employment? Most people, in most countries, would rate employment 
as the first priority, and it has the additional advantage of being relatively easy 
to measure. Seasonal or family labour can be converted to full-time equivalents 
without too much difficulty, and the numbers employed can in most small 
enterprises be physically counted very easily. A bank, a training instituticn or 
advisory service need have only the most tenuous contact with its present and 
past clients in order to monitor the number of people they employ, whereas it 
may take a long period of training or advice before anyone knows the profit of a 
small enterprise. It is also possible to relate the number of jobs added in client 
enterprises to the cost of the service; the World Bank compares proposals by 
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reference to the investment required per job created, while other non-financial 
interventions can be compared in the same way. Different types of programme, 
different staff members and different clients can be compared with one another 
in the terms of the cost required to create one additional job, and the pro- 
gramme can be adapted to achieve the optimum use of its resources. 

It can be argued that poverty is caused by insufficient earnings rather than by 
a lack of jobs, but if small businesses create new work places, which people are 
anxious to fill, it is presumably safe to assume that the average level of earnings 
is being increased. Job creation is politically far more attractive than any other 
objective, it is the stated goal of most internationally funded projects and it is 
relatively easy to measure and compare; there seems to be no reason why every 
small business promotion programme should not be evaluated, as a whole and 
in every part, by the number of jobs created and the cost of creating each one. 
There are, however, good reasons for preferring alternative indicators, even if 
they are far more difficult to measure and are politically less acceptable. 

In the eyes of small business owners, employees are an expense, which 
should be minimised like any other. If an enterprise has more employees than 
its competitors it will, other things being equal, be less competitive and will 
eventually go out of business. Long-term employment must depend on effici- 
ency, which ;nay in the short term require less people; successful assistance for I 

I small busmess depends first and foremost on its acceptance by the businesses, 
and it is vital that any small business promotion agency should be perceived, at 
every level, as an aid to greater prosperity for businesses rather than a pro- I 
moter of employment even at the cost of less profit. 

Labour is cheap in poor countries, and even if capital is also cheap because it 
is subsidised, it is difficult to obtain. Bankers, trainers and advisers should 
obviously not finance or recommend changes which displace labour and are not 
in the long-term interests of the particular business. A miller in Kenya, on the 
other hand, was advised to dismiss a labourer in order to reduce costs so that he 
would thus be able to compete with flour from the city. He followed the advice, 
his business survived and eventually expanded, employing several more people 
than it had before. Development means change, and incomes can only increase 
if the productivity of labour is increased. This improvement must inevitably 
involve reductions in the number of employed from time to time. If job creation 
is viewed as the sole objective and measure of achievement in a promotion 
agency, staff will refuse to credit any reduction in numbers and will therefore 
lose credibility with the owners of small enterprises. 

Governments should frame economic policies so that it is in the best interests 
of small enterprises to employ people rather than capital, to prefer locally 
produced material and equipment, to search for foreign markets and to locate 
themselves in areas where economic activity is most needed. An individual 
promotion agency, or staff member working in it, should not aim alone to 
compensate for inappropriate national policies which discourage small busi- 
nesses from doing what is actually good for the economy. Active and profitable 
small business firms which do the wrong things are perhaps better than dead or 
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dying ones which have been persuaded to do the ‘right’ ones, even though they 
are against their own individual interest. 

Business profits 

It should not be difficult to measure client profits, at least for some organisa- 
tions. Advisers who are calling regularly on particular enterprises should as 
part of their routine ensure that the owners know how to calculate their profits 
and how to use this information, so they should have little difficulty in measur- 
ing change, at least after an initial period of instruction. Bankers should 
demand some estimate of present and projected profits in a loan application, 
and should aim to monitor adherence to plans as part of their regular super- 
vision. Trainers are not so well placed; many of their trainees may not know 
their profits when they first come on a course, and they may not 1ea;n enough to 
calculate them afterwards. 

Special sample surveys should be undertaken to assess the actual effects of 
training, but for operational purposes it should be enough to work at a more 
elementary level in the hierarchy; all trainees should as a matter of routine be 
asked at the end of any course to state what they are going to do differently on 
their return as a result of having received the training. The training institution, 
and preferably the trainer himself, should be sure to assess by personal visit to 
at least a sample of their trainees whether they have succeeded in implementing 
their plans some six months to a year after the end of the course. The apparent 
quality of the plans, and the proportion which are implemented, should be 
sufficient evidence of the quality of the course itself. 

The small enterprise sector as a whole 

Individual promotion organisations should not be expected to evaluate the 
results of their work except by reference to their clients themselves, who may if 
possible be compared to a control group; they should also not be held respon- 
sible for the health of the small business sector as a whole. The Ministry of 
Planning or some other organisation which is not committed to any particular 
form of assistance should sponsor a routine audit of the health of the small 
business sector as a whole, which would assess the major problems of small 
businesses, measure the proportion of those who are receiving assistance of any 
sort and make general suggestions for the directions of future promotion 
programmes. 

At the most general level of resource allocation, we have seen that small 
business promotion is relatively new in most countries, and is fashionable 
everywhere; it is also very difficult to achieve success. Individual assistance 
agencies should not be expected to compare their achievements with what 
might have been achieved with the same resources in totally different ways such 
as agricultural development, but policy makers in Government or elsewhere 
should not be pressed by foreign donors or imaginative consultants into alloca- 
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ting excessive funds to small business development which might more usefully 
have been employed elsewhere. If marginal land is still under-used, or if 
agricultural productivity is still well below the point at which returns to further 
investment start significantly to diminish, resources may well be better 
employed to produce more food and to improve the incomes of farmers who 
make up the vast majotity of the population of most poor countries and are by 
far the largest group of small-scale businesses. 

Applicution questions 

- Are the objectives of every small enterprise promotion programme clearly 
defined and measurable? 

- Are those who are responsible for small enterprise promotion programmes 
genuinely aware of the impact of their activities? 

- Is reluctance to evaluate caused by the difficulty of evaluation, or by fear of 
the results? 

- What is the cost of evaluation, including the time of programme staff 
diverted from their normal activities? 

- Who uses the results of evaluation studies and are programme staff, at all 
levels, able to learn from them in order to improve their performance? 

- Are the real costs of foreign assistance fully taken into account when 
measuring the costs of promotion programmes? 

- Are increases in the coverage or scale of a promotion agency’s activities, or 
the adoption of changes it recommends, genuinely useful to its small busi- 
ness clients? 

- If a given small enterprise employs more people, is this necessarily making a 
long-term contribution to its viability? 

- Are small enterprise clients always totally frank when asked to express their 
opinion of a service they have been receiving from a promotion agency? 

- Could more clients be asked to pay for the services they receive, and if so, 
how would payment affect their willingness to make use of the service and 
the performance of the staff providing it? 

- Would it be possible to measure changes in clients’ business revenues or 
profits and to relate the value of any improvement to the cost of whatever 
assistance they had received? 

Case study: small business consultancy in Bhaktapur 

Early in 198 1 an experimental small business consultancy service was set up, 
with the assistance of the German Agency for Technical Cooperation, in 
Bhaktapur, a town of some 100,000 people twenty kilometres from Kath- 
mandu, the capital city of Nepal. The objective was to improve the economic 
well-being of the community, whose average income per head was under $60. If 
the service was successful, it would be continued in Bhaktapur and might even 
be applied in other parts of the country. 
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Because this was an experimental prototype, only two consultants were 
employed. They were trained in a specially designed six-week programme, 
along with six other staff from banks and other institutions who were not 
actually to be employed in the experiment but who were involved in other types 
of small enterprise development work in Bhaktapur and elsewhere. 

A total of 34 small businesses were surveyed in some detail in March 1981, 
after the training but before any consultancy started. Information was collected 
about their investment, sale turnover, value added, employees and profits. 
Only in a very few cases were the businesses keeping comprehensive records, 
but it proved possible, using techniques which had been extensively tested 
elsewhere, to produce reasonably accurate data. The procedure for obtaining 
this information was in any case a basic part of the consultancy method which 
the consultants had learnt. The businesses were involved in a wide range of 
activities, including rice milling, garment making, weaving, knitting, food 
processing, shoemaking and carpentry. 26 of these businesses were then ran- 
domly chosen as clients for the consultancy, while the remaining eight were to 
be controls; they had no further contact with the consultants at this time. 

The 26 businesses were divided between the two consultants, and for the 
following twelve months they called on them regularly. They followed the 
procedure taught in the course, attempting to define their problems and to 
recommend appropriate improvements such as new marketing methods, better 
record keeping, stock control systems and better use of capacity. They also 
suggested to a number of their clients that they should apply for loans, and 
assisted them in filling out the necessary forms and dealing with the bank. 

In May 1982 it was found that two of the controls had gone out of business. 
The 26 clients, and the remaining six controls who had received no advice, were 
again surveyed, and the same data obtained from them as had been obtained 
the previous year. The results, compared with the previous year’s data, were as 
shown in Table 13.5 The consultants’ recordsof their progress with their clients 
were summarised as shown in Table 13.6. In addition, the consultancy clients 
were asked their opinions of the service; in summary, 20% of them were very 
enthusiastic, a further 70% were satisfied and only one client said that the 
service was of no value to him. 

Table 13.5 

Measure 

Average Average Difference Total Total 
increase increase attributed difference annual 

per per to for 26 difference 
client control consultancv clients for 26 clients 

Sales month per 
Value added 
per month 
Profits 
Jobs 

$ 155 $ 83 

$ 63 $ 18 

$ 50 $ 16 
1.0 0.6 

$ 72 

$ 45 
$ 34 
0.4 

$ 1,872 $ 22,464 

$ 1,17c $ 14,040 
$ 884 $ 10,608 

10.4 not applicable 
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Table 13.6 Consultancy clients - recommendations made and followed 

Recommendations made 104 : Average per client 4 
Recommendations followed 73 : Average per client 2.8 

Recommendations followed classified as below: 

Book-keeping improvements = 29 
Marketing improvements = 9 
Improved stock control = 5 
Increased production using existing capacity = 6 
Improved debt collection = 2 
Applying for a loan = 13 
Other improvements = 9 

It was not possible to obtain comprehensive information on the results of ;he 
loan applications prepared with the consultants’ assistance, because of the 
delays involved in obtaining information following the necessary procedures. 
Two loans had, however, been approved, a further five were awaiting approval, 
and six more applications were being prepared, 

The local costs of providing the service were approximately $4,750 per year, 
including supervision, office accommodation and the consultants’ salaries. 

ey in fact spent a third or more of their time during the year on other duties, 
but no allowance was made for this in the evaluation. 

The benefits can therefore be related to the local costs as follows: 

Local costs Annual benefits Bene#t-cost ratio 
Value added $ 14,040 2.9511 

$ 4,750 Profits $ 10,608 2.2 11 

Jobs 10.4 $ 457 per job 

These figures do not include the cost of advice and assistance which were 
provided by a foreign donor. These costs will not be repeated, since they were 
only necessary for the experiment, and further local consultancies can be 
provided for the local costs only. If this service alone was to be continued, 
however, and no others were to be introduced, the return on the foreign 
donor’s assistance might be calculated as follows: 

Initial investment by foreign donor = $ 70,000 
Results in terms of increases in 

clients’ value added net of local costs 
Results in terms of increases in 

clients’ profits net of local costs 

= $ 9,290 

= $ 5,858 
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‘Pay back period’ in value added = 7$ years 
‘Pay back period’ in profits = 12 years 

Return on foreign investment 
in terms of value added = 13% 

Return on foreign investment 
in terms of increased profits = 8% 

These figures were based on the assumption that improvements to clients’ 
businesses would last only for one year. It is to be hoped that this is a very 
pessimistic assumption, but since the evaluation had to be completed immedi- 
ately after the end of the first year’s experiment, it was not possible to find out 
for how long the improvement might have been maintained. At the end of the 
first year, approximately half of the clients were dropped, in the interests of 
equity, and the service was extended to businesses which had not yet been 
advised. 

The foreign donor was then in a position to be able to compare these figures 
for return and pay back with comparable data from other assistance projects 
and to draw conclusions as to the emphasis of future programmes. 

Commentary 

This evaluation demonstrates that it is possible, at least on an experimental 
basis, to evaluate a small enterprise promotion programme. Results were 
obtained at most of the ‘levels’ of evaluation, and it is clear that the comparison 
of costs and benefits provided a reasonable measure of the results. 

The numbers of recommendations made and accepted, and the financial data 
for the assisted enterprises, were taken from the forms which the consultants 
used as an essential part of their consulting procedure. The only extra work 
required for the evaluation was some sample checking to ensure that consult- 
ants’ records were valid, and the enquiry about the clients’ opinions of the 
service. The evaluation process did not therefore substantially distract the 
consultants or their supervisors from their routine work. 

The group of businesses on which the results were based, and in particular 
the control group consisting of only six enterprises, constitute too small a 
sample for the conclusions to be definitive. The exercise does, however, show 
that rigorous evaulation of this sort is a practicable possibility, and the same 
methodology could be applied to an experimental loan programme, industrial 
estates or training courses. Routine evaluation, without comparison with a 
control group, can be continued after the initial experiment. The performance 
of particular types of businesses, and of individual consultants, can be regularly 
compared and used to monitor and improve programme performance. 
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CHAF’TER 14 

INSTITUTIONS 

The crucial issues 

- Should the Government undertake all aspects of small enterprise promo- 
tion, or should numbers of different types of institution be encouraged to 
play a part? 

- What role can small enterprises themselves play in providing the services 
needed by other small enterprises? 

- How can Government find out what the problems of small enterprises really 
are? 

- What role should Government, commercial banks and private money 
lenders play in financing small enterprises? 

- Who should provide training and extension for small enterprises? 
- How can appropriate technology be most effectively developed and 

brought to the small business who are to use it? 
- Are public or private enterprises most likely to provide effective marketing 

and supply services to small enterprises? 
- What role can large business play in assisting smaller ones? 
- How can a private voluntary agency be encouraged and assisted to help 

small businesses? 
- Is there a need for services to small enterprises to be co-ordinated with one 

another, and if so, how should this be done? 

Who is to do what? 

The foregoing chapters may have given the impression that very few of the 
generally accepted ways of promoting small enterprises are effective, and that 
the major task for Government, or indeed anyone attempting to improve the 
lot of small business, should be critically to appraise what is already being done. 
Perhaps some programmes should be stopped altogether, while others may 
need drastic change, and the role of Government itself should be reduced since 
so many functions can more effectively be carried out by small enterprises 
themselves. This scepticism is deliberate; ten to fifteen years ago Govern- 
ments, private organisations and foreign assistance agencies had to be 
encouraged to recognise the potential of small enterprises and to initiate 
programmes to support them. Organisations tend to respond favourably to 
suggestions that they should broaden the scope of their activities, and there are 
now so many institutions and programmes in this field that reappraisal is 
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needed rather than expansion or even reorganisation. There are nevertheless 
ways in which Government can and should assist small enterprises, in many 
cases indirectly, and as with so many aspects of economic development it is 
perhaps even more difficult to decide who should do the things that have to be 
done than to determine what has to be done. 

It is also important to recognise that the ‘correct’ institution is not necessarily 
the one whose title and nominal responsibility and existing activities appear 
most appropriate for the particular promotion task. The ‘wrong’ organisation, 
if it is itself well-managed and responsive to the needs of the small business 
community rather than to the career objectives of its own staff, is more likely to 
be effective than the ‘co rrect’ one if it is mismanaged. It is difficult to test this 
objectively; as with small businesses themselves, it may be preferable to allow 
and even to encourage a degree of inter-institutional duplication and competi- 
tion, so that ‘the best man wins’. 

Monitoring Government policy 

Before making any suggestions as to which organisation should do what, it is 
necessary to summa&e the necessary tasks, and to recall such aspects of them 
as might be expected to have an important bearing on the types of institution 
which should do them. The first, most important and least attractive task is to 
remove or modify ds many as possible of the various official regulations, 
procedures and policies which inadvertently or otherwise damage the interests 
of small business. This requires an appraisal of the existing situation, extensive 
political manoeuvring in order to improve it as necessary, and a continual 
watch on every aspect of Government activity which affects small business. 
Who is to do this, and to press for changes when they are necessary? 

The most obvious people to monitor and protect the interests of small 
businesses are the owners of the businesses themselves, through their own 
associations. Farmers, large businesses and other interest groups are repre- 
sented in most countries through their associations. Cannot small business 
people effectively speak to Government through Chambers of Commerce or 
similar organisations? The graduates of the small enterprise programme at the 
Birla Institute of Technology, in India, have formed an association which 
effectively represents them to banks, Government bodies and others at the 
local level. Attempts to promote larger national associations, in India and 
elsewhere, rarely succeed. Small business people are by nature independent 
and unwilling to allow themselves to be led by others. Joint activities, whether 
they are co-operatives or associations, usually split up into rival groups or are 
allowed to collapse because of member apathy. 

Well-established associations, such as Chambers of Commerce, may also 
come to represent only the interests of the more influential larger businesses, 
whose main aim is to prevent newer businesses from competing with them. 
Chambers of Commerce in the United Kingdom are vigorous opponents of 
longer opening hours and other innovations which they see as a threat to their 
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own position, but which can be used by newer more vigorous businesses to gain 
a share of the market. It is very dangerous for Government to treat such 
organisations as genuine representatives of small businesses, since they can be 
very resistant to change and improvement. Some Chambers of Commerce, 
such as those in Nigeria and Indonesia, run very effective training programmes 
for small businesses, but they are not usually themselves a useful representative 
of small business opinion. 

Because small business people are unable to present a united front them- 
selves, a common way of trying to represent their interests in Government is to 
set up a ‘high-level committee’ made up of representatives from all the relevant 
Ministries. Small firms are unlikely to be the main concern of any Ministry, but 
ifa special Ministry is set up to deal with them it is unlikely to be as influential as 
established Ministries for large-scale industry, agriculture or education. The 
most likely effect will be that all the other Ministries and Departments, whose 
activities may affect small enterprises, will cease to have any concern for small 
businesses because responsibility for this sector is now in the hands of another 
body. 

High-level committees usually become nothing more than ‘talking shops’, or 
cease to meet at all, because their recommendations, if they ever make any, are 
never implemented. A small, autonomous monitoring body, such as the Small 
Firms Division in the United Kingdom, with little responsibility for actual 
programmes, is far more likely to be effective than the Secretariat of a high- 
level committee. Such a unit must have aggressive and entrepreneurial leader- 
ship, but must not be allowed to grow and become a promotion agency itself; its 
director should be someone who can cultivate links with powerful political and 
administrative individuals, recognising that this ;r as mrxch a part of his job as 
the monitoring of Government programmes. As aiways, there is the problem of 
an appropriate ministerial base; complete autonomy is an open door to uncon- 
strained institution building in the interests of the institufion’s own staff rather 
than small businesses. The British Small Firms Division, with under twenty 
staff, efficiently performs the function of a watchdog and internal pressure 
group for the interests of small businesses from within the Department of 
Industry. The ramifications of small business are even more likely to affect 
every Ministry in poor countries than in industrialised ones, and a ‘neutral’ 
location such as the Office of The President may be preferred. The unit should 
not, however, rely for its ‘nfluence on the prestige of its position in a particular 
Ministry or Department, nor should it attempt to co-ordinate, rationalise or 
otherwise control the activities of all the other institutions, public or private, 
which may be attempting positively to promote small business; the task of 
protecting small businesses from damage is more than enough. 

Providing capital 

Capital is the most obvious resource which is needed by at least some small 
businesses and whose supply is ultimately under the control of Government. 



We saw earlier that lending money to small businesses can be very profitable, 
and that the diversity of their circumstances and locations suggest that the 
financial needs of small enterprises are best served-by a range of services rather 
than from a centralised source. The experience of Government, and of volun- 
tary and private commercial organisations in The Plilippines, shows that the 
best way to ensure that capital reaches the vast mass of very small traders and 
craftsmen is tc work through small-scale business people themselves, by 
putting them into the business of moneylending. Commercial banks also have 
an important role, but they, and other potential sources of capital such as 
development banks or large firms, need to be stimulated, assisted and perhaps 
corn P elled to do what the-. *VP- 11 r wrll probab!y find to be in their long-term interest. 

The Central Bank is usually the appropriate organization to operate a 
guarantee scheme or any other form of encouragement for commercial banks 
to lend to small businesses by reducing the risks or the costs. Effective leader- 
ship, willingness to allow non-Government organisations actually to imple- 
ment the programme and resistance to the temptation to ‘empire-build’ are, 
however, more important than the precise institutional location. The British 
guarantee scheme is supervised by a small group within the Small Firms 
Division of the Department of Industry and this seems to work very effectively. 

There may also be a need for research into the financial needs of small 
enterprises, or for regulations such as apply in India, where banks must lend a 
certain proportion of their funds to small businesses. Research and pro- 
grammes of this sort are best carried out by a small group or cell at the 
headquarters level, such as is proposed by the Central Bank of Zambia. They 
can keep in touch with the financial needs of small busi.nesses and the ways in 
which they are being satisfied. When appropriate, such a unit can design and 
promote within the Central Bank appropriate schemes to satisfy these needs. 
The Chief Officer who is responsible for small business affairs in the State Bank 
of India plays a similar role; his Department is not represented at the branch 
level, but he endeavours to ensure that the programmes and policies of the 
Bank are designed and implemented in such a way that small businesses are 
considered as an integral and important customer sector by all staff in every one 
of its over 3 1,000 affiliated branches throughout the country. 

I 
I 

Management and technical training 

Inadequate management and technical ability is in fact a more important 
constraint to small business development than the lack of capital; training 
cannot solve all these problems, and may be able to make very little direct 
contribution to improving the performance of most small enterprises. There 
are some weaknesses in some small businesses which can be remedied at least 
in part by training, however, particularly if it can be designed on the basis of 
correct identification of training needs and if it aims to develop autonomous 
individual ability to do useful things rather than to recite rules, pass tests or 
obtain certificates. There is also a more important training task; bankers, 
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Government officials, extension staff, employees of large firms and 211 the 
other people who come into contact with or assist small businesses need to be 
trained to identify problems, to advise them so that both their own employers 
and the small business will benefit, and to communicate effectively with them. 
Who should provide this training? 

Small businesses are scattered and diverse, as are the various organisations 
which come into contact with them. Training must be similarly diverse, and 
there are few economies of scale which favour large centrally organised and 
funded training institutions. We saw earlier that training is best left to local and 
individual institutional initiatives; some marginal financial support might be 
provided from a central budget administered by the Ministry of Education, but 
local 2nd foreign gunds are probably sufficient to finance whatever training is 
really needed. Large organisations such as banks or Government Departments 
should recognise their staff training needs and should be able to find and pay 
suitable specialised training institutions to satisfy them. The market is the best 
co-ordinator of training; banks, suppliers, customers, export promoters or 
others should be in a position to identify ways in which training can help their 
small enterprise clients to make more effective use of their services, and should, 
in their own interest, sponsor appropriate courses. There are in most countries 
too many rather than too few training institutions, and they should benefit from 
competition with one another. Successful small business training depends on 
a committed individual or small group, whatever the institutional base; 
Brawijaya University in East Java has an impressive record of achievement in 
small business training, while other institutions in Indonesia, although under 
similar pressure, have achieved little or nothing. Chambers of Commerce have 
played a useful role in Nigeria, and management institutes have been similarly 
effective elsewhere. The LPPM, an independent management training institu- 
tion in Jakarta, Indonesia, has recently introduced a one-year course to uain 
people in large businesses to promote and work effectively with small ones. 
Initial demand suggests that the programme will be self-supporting, because 
large businesses recognise that it is in their own interest to buy from and sell to 
viable small enterprises. Polytechnics, local technical institutes, church-based 
organisations and many others have also produced effective programmes. If 
training is provided in response to demand, rather than because institutions 
exist to provide it, it is far more likely to be useful to small businesses and to 
those whose objective it is to serve them. 

Advisory services and extension 

There is a far greater need for on-site advice than for classroom training, and if 
all the small businesses which could benefit from an individual adviser were to 
have access to such a person there would in most countries have to be hundreds, 
and in some cases thousands of extension officers to provide the necessary 
service. At the small individual business level the need is for general advisers, 
with access to more highly qualified specialists; the advisers must be continu- 
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ally supervised, and they need to be in close and regular contact with financial 
institutions and other organisations helping small businesses. These specifica- 
tions suggest a national system, organised perhaps on the same basis as an 
agricultural extension service, with a clearly defined hierarchy of supervisors 
and specialists and with formal and informal links with other organisations at 
every level. This may be attractive in principle, but such a scheme has never 
been effectively implemented, anywhere; ambitious attempts have been made 
to set them up, such as the Indigenous Business Advisory Service in Gambia or 
a similar system in Papua New Guinea, but the difficulty of recruiting suitable 
staff, and the concentration on access to ‘convenient’ clients in accessible areas 
are such that the service has failed to reach out to the most distant, and 
neediest, enterprises. 

Many attempts have been made to develop formal links between extension 
services and banks at the national level. This has been done in Ecuador by 
inter-linking directorates, by sharing technical staff in Nigeria, by setting up a 
national extension service as‘ a sub-division of a bank as has been done in 
Colombia or, as in Tunisia, by demanding that borrowers must make use of 
extension services as a condition of being granted 2 loan. Co-ordination 
depends, however, on local relationships, and the need for such co-ordination 
does not imply that extension should be organised on a national basis. 

Extension staff should not be in a position to sanction or even formally to 
recommend loans to their clients, but they should be able to work closely with 
financial institutions so that clients who genuinely do need and can make good 
use of finance can be assisted to obtain it, and borrowers can benefit from the 
regular contact that a bank cannot itself provide. This type of link may appear 
impossible unless it is initiated and supported from the headquarters level, but 
experience in a number of countries suggest that local informal contact, at the 
branch or district level, is far more likely to result in effective working relation- 
ships than any form of co-ordination which is imposed from above. Partnership 
for Productivity has established very effective working links with a Barclays 
Bank branch in Western Kenya, not so much because of headquarters contacts 
but because of local initiatives, and Bank staff are willing to lend money to 
businesses which have been informally recommended by extension staff, with- 
out any guarantee or other safeguard. 

In Indonesia the relationship at the local level between staff of the Depart- 
ment of Industry who advise small businesses, and bank staff of the comi. ,ial 
banks, appears to have a much more important bearing on what banks lend 
how much to small businesses than any Central Government directives. The 
UN0 extension programme in Recife and Salvador in North East Brazil 
provides on-site advice to several hundred small businesses and assists a large 
proportion of them to obtain loans to finance expansion. Their repayment 
experience and co-ordination between extension staff and the banks has been 
very satisfactory. This is a regional programme; its success is based mainly on 
contacts with the bank at the local branch level. 

Government is seen by most small business people as a source of harassment, 
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tax demands, delay, regulations and irrelevant requests for information. Even 
if this view is inaccurate, and if staff of Government organisations are anxious 
to help small enterprises in every way possible, it takes people a long time to 
change their views. Extension staff should not therefore be employed by 
Government; who else can provide a service for which clients will possibly pay 
nothing initially, and which is unlikely ever to be financially self-supporting? 
Small-scale businesses themselves can service the needs of other small enter- 
prises more effectively than large ones. Small local non-profit institutions are 
also more able to advise small businesses than can large, centrally controlled 
authorities. One adviser can cover about 50 small businesses; a district of half a 
million people is likely to have 1,000 or more small businesses who would need 
twenty advisers. An organisation employing twenty advisers, along with the 
necessary supervision and support, would already be far bigger than most of its 
clients. If it was in turn part of a national structure, along with many other 
similar organisations, it would effectively behave like a large bureaucracy. 

A .;lore effective approach, is for a number of rather smaller organisations, 
with varying origins, to be encouraged or allowed to provide advisory services 
in different ways and for different kinds of business. In The Philippines, for 
instance, extension is provided by a Department of the Ministry of Industry in 
some parts of Manila. In Angeles, a nearby city, the Local Government has 
taken the initiative by running courses and providing on-site advice with help 
from the Small-Scale Industry Institute from the University of The Philippines 
and a local university. In Baguio, another town about 200 kilometres away, a 
church-based organisation is working with individual female entrepreneurs 
and the Small-Scale Industry Department of St Louis University, also in 
Baguio, is providing advisory services to businesses employing rather more 
people. 

There are inevitably overlaps, but if these cannot be settled by amicable 
agreement they should ultimately be resolved by small businesses themselves 
choosing to make use of the service they find the most effective. Government 
should therefore limit their involvement in small business extension. Instead, 
local c:r foreign voluntary organisations, churches, professional associations, 
trade groups, universities, polytechnics, large firms and private, profit making 
consultants may all have something to offer, and 2 measure of institutional 
untidiness is a cheap price to pay for effective, relevant advice provided by 
small organisations which are in close contact with the clients they intend to 
serve. 

The development of technology 

Appropriate technology requires not so much to be developed as to be dif- 
fused. Small enterprises, and organisations working for them, need to know 
more about production methods which absorb more labour and are still compe- 
titive. These generally have less glamour than more capital intensive ‘modern’ 
alternatives, which are also heavily promoted by their manufacturers. Some- 
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one must promote appropriate technologies as effectively 2s the alternatives. 
Technology is normally associated with research and development, rather than 
with promotion, and universities have often been selected as the natural home 
for any initiatives concerned with technology for small business. The Tech- 
nology Consultancy Centre at Kumasi University in Ghana has, as has been 
described earlier, successfully modified and proved the local application of a 
variety of appropriate technologies, working in close conjunction with local 
entrepreneurs. A nu.mber of businesses have adopted the final results of the 
Centre’s work, and have been intensively supported by the Centre’s staff. 
The Development and Technology Centre at the Institute of Technology in 
Bandung, Indonesia, has developed into a centre for small business and entre- 
preneurship development as well as a laboratory for the development of 
technology, and has used its continuing association with local business people 
to introduce to them many of the ideas developed in their laboratory. 

It is unusual, however, for a university to maintain close contacts with the 
small business community, and most academic attempts to develop appropriate 
technologies, like those of Government research laboratories in developing 
countries, end up in neatly bound reports and theses, or demonstration units 
which are shown to foreign visitors, rather than in the workshops of local 
independent small enterprises. 

As with extension, a small, locally based institution may be the most effective 
way to introduce new technology. A small volunteer group in Tanzania pro- 
vided designs for a simple pump to the leaders of a very poor village, and lent 
them tools to make it. The men built a pump, but it had actuaily to be operated 
by women and it was not properly designed for them. One of the village people 
whose interest had been aroused saw a similar pump in a neighbouring village 
and designed a new version combining the virtues of both. The outside agency 
did no more than lend tools and suggest sources of material. The new pump was 
ideal for its purpose, and the village then set up a small informal co-operative to 
make and sell the pumps to the State Water Authority and to other villages. 
Success stories of this sort are very rare where designs and prototypes are 
provided ready-made or when external advisers effectively take over the local 
effort to develop and use something that is locally applicable. Meagreljr funded 
voluntary or part-time local initiatives can achieve more than wealthy research 
institutions, and, as with extension, the origin of the responsible organisation is 
less important than its commitment, small size and lccal contacts. 

Marketing and supply 

The most effective way to provide small enterprises with sources of supply and 
with customers is to allow, encourage and promote other small merchants and 
traders to perform these functions. This is no more than an extension of the 
small enterprise promotion task itself, and it must be recognised that traders 
can perform as valuable a role as manufacturers. It may be necessary for 
Government to play an active role in order to provide competition when an 
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alien trading community has, through informal links, effectively created a 
monopoly. Governments should attempt, however, not to eliminate private 
trade, but only to encourage and if necessary assist more people to become 
involved. 

Attempts to limit trade in scarce commodities to Government have in India 
and many other countries enabled enterprising traders to purchase the com- 
modity in the name of the small business and then to resell it at a profit. This 
demonstrates that small business people are willing and able to trade in 
whatever items are involved. If Government allowed, and even encouraged, 2s 

many traders as possible to buy and sell it, competitive pressures would force 
the prices down to whatever was economic. A Government monopoly will be 
no more benign than a private one, and a Government-sponsored interme- 
diary, whether it sells scarce raw materials or buys the products of small 
businesses, should in the long term at any rate aim to ‘put itself out of business’. 

It is necessary to ensure that Government maximises its own purchases from 
small businesses; this requires a broad knowledge of Governments’ needs and 
of small industry capacity, and the task is probably best carried out by a small 
unit within the Ministry of Supply, or whichever Department is responsible for 
most Government purchases. The unit might have officers posted in other 
Departments which are also major purchasers of items which are made by small 
businesses, but the preferential purchasing system must be one which purchas- 
ing departments can operate for themselves. 

There should be, as in India, a clearly defined list of items which should be 
purchased from small-scale suppliers, together with an unambiguous ruling as 
to any price preference they should be given. In the United States, where a 
certain proportion of Government contracts must be ‘set aside’ for small firms, 
the system is operated by each individual purchasing department. The Small 
Business Administration is only involved in cases of disagreement. 

Large firms often provide the most effective assistance to small business 
marketing and supply problems, because they can increase their profits by 
doing so. Governments would in any case be better advised to encourage large 
firms to do more business with small ones, than to become directly involved in 
marketing and supply. 

Nearly every country has a Ministry or other Department responsible for 
Co-operatives, together with appropriate legislation to govern their affairs. 
This may have been set up to deal with agricultural co-operatives or consumer 
societies, but there is no reason for small business service co-operatives, or 
workers’ co-operatives, to have their own special Department. Successful 
co-operatives in any field are rarely those which owe their origin to official 
initiatives, and attemptes to impose regulations and registration on small 
informal groups are doomed to failure. The Ministry of Co-operatives, the 
Registrar’s Department or whatever other body is charged with promoting and 
supervising co-operatives should therefore play a passive role, at least in 
relation to non-farm enterprises. If the members of a group feel that registra- 
tion and official assistance would be in their interest, they should be encou- 
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raged to make enquiries and to join the ‘formal’ co-operative sector if they 
wish. If on the other hand they prefer to retain their informal arrangeme ntS for 

the purposes for which they were originally made, no Government body should 

attempt to coerce them into the official system. This policy involves som e risk 

that unscrupulous leaders will exploit other members or that the group wi!l 
make irreparable mistakes; this can also happen to officially recognised so”- 
eties, however, and compliance with official regulations is more likely to stifle 
genuine local initiative than it is to protect groups from dishonesty Or 
ignorance. 

Buildings and property 

Most small enterprises must obtain buildings for themselves, since industrial 
estate programmes can never reach more than a small minority. Private 
developers should be encouraged by planners and financial institutions .to 
develop individual factories for small enterprises and groups of such fac?orles 
in estates. Local authorities, or prospective tenants themselves, who have an 
interest in the property beyond the rent to be paid for it, are perhaps the 
best-qualified developers when the returns are not such as to attract Private 
investors- There may be instances when particular groups of enterprises J *u&y 
the expense of an intensive programme which includes one or more industrial 
estates- Here again an initiative of this sort should be funded and carried out by 
the particular Ministry, local authority or other body which has an interest in 
the groups in question. The Development Corporation responsible for the new 
city of Milton Keynes in England wished to promote a balanced grow th of 
industry, including new small businesses in electronics and related high tech- 
nology fields. They constructed a special set of buildings and offered a corn- 
Plete package of assistance to entrepreneurs of this sort. The buildings were let 
at commercial rents but the high management costs and associated services 
required a substantial subsidy; the Corporation was willing to pay this in the 
interests of balanced industrial development. 

voh.mary organisations 

Government organisations are often not the best home for small business 
Promotion activities, and the foregoing paragraphs have frequently referred to 
the role of commercial banks, independent training institutions and s mall 
private enterprises themselves. Voluntary organisations have also been s”g- 
gested; these may be local, national or foreign, and may be religious or secular 
in their origin. They may be generously funded or they may depend On 
self-financing initiatives, subsidised only by the willingness of one or two 
peoP!e to work for less than they could earn otherwise. Voluntary agencies 
used to be described as ‘charities’; although this term has patronising overtones 
it does identify the critical difference in motivation. Private enterprises are In 
business to make a profit and to employ their proprietors, Government bodies 
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sustain themselves by adhering to procedures and fulfilling politicians’ expec- 
tations, but private voluntary organisations are always established, and usually 
continue, because their sponsors and employees wish to help people less 
fortunate than themselves. 

These organisations share many characteristics of the people and enterprises 
they aim to serve; they are poor, they are small, they are dependent on one or 
two devoted individuals, they are often suspect in &he eyes of Government and 
their staff may have had little or no formal training. They have themselves to 
design and test solutions to their problems as they meet them. Individual 
change agents are likely to be successful if they are similar to their clients in 
every way except for their knowiedge of the innovation they are promoting; in 
the same way voluntary organisations may be more effective than others 
because they are more like small enterprises themselves. The larger interna- 
tional agencies such as Oxfam, Care, Brot Fur Die Welt or Misereor have their 
origins in famine relief; although they are still heavily involved in this work, and 
have shown themselves more effective than United Nations’ agencies in deal- 
ing with massive problems in places such as Kampuchea, Uganda or the 
Ogaden, they have long been aware :-f the maxim, ‘if you give a man a fish, you 
give him a meal; if you teach him how to fish, you give him a livelihood’. 

IAcal voluntary groups 

Less well-known, but perhaps even more effective, are the small local volun- 
tary groups which exist in various parts of some countries such as Brazil, India 
or The Philippines where there has been an indigenous wealthy class for several 
generations. Some people from this class are sufficiently secure in their own 
position to be able to show some practical concern for others who are less 
fortunate. In other countries where the only wealthy people were, until very 
recently, foreigners, it is perhaps unreasonable to expect people who have just 
succeeded in extricating themselves from poverty to attempt to help others to 
succeed in the same way. 

Some voluntary agencies are involved in a wide range of activities, over a 
large area, while others work only in one town or village. The Fundacion 
Carvajal, in Colombia, operates schools, recreation facilities and food distribu- 
tion outlets in the city of Cali and the surrounding area, as well as the DESAP 
small enterprise programme which has already been referred to. It was set up 
by the owners of a large private company; their policy is to involve the 
beneficiaries of each programme as much as possible in its management, so that 
it can eventually be handed over to them as a viable enterprise. 

The Asepada, or Consultants for Development programme, in Honduras, on 
the other hand, has a total staff of two full-time and two part-time workers. It 
provides credit, training and advice to market women in three of the eight 
markets in Tegucigalpa, the capital of Honduras. During the first eleven 
months of operation the fifty beneficiaries borrowed an average of fourteen 
ten-day loans each, for an average sum of $57. Arrears were insignificant and 
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interest payments have more than doubled the original loan fund of $1,250. A 
number or courses have been given in the technical aspects of market trading, a 
regular bulletin is produced and widely distributed and the market women have 
set up a rudimentary credit union and the beginnings of a marketing co- 
operative. Apart from the initial loan fund of $1,250, the activity costs $6,300 
for salaries and $25 for the initial office furniture and equipment. 

The results of this one small programme may seem insignificant, but it is far 
more cost effective than most large-scale organisations and will be even less 
costly when it expands beyond the initial prototype stage. The organisation has 
no aspirations for national coverage or continuing growth, hawevcr; it is 
planned to expand until 150 women are involved; by this stage the co-operative 
should be soundly based and the whole programme should be self-sustaining 
and independent of assistance from Asepada or anybody else (Farbman, 1981, 
pp. 227-240). 

Gwernment and voluntary organisations 

Programmes of this sort, whether they are funded from local or foreign sources, 
are often harassed by Government; this increases their sense of identity with 
clients who suffer in the same way, but does not otherwise make their work any 
easier. Perhaps it is natural that Governments should obstruct organisations 
which demonstrate the inadequacy of Governments’ own attempts to remedy 
the problems of the poor. They should, however, find it possible either to allow 
such organisations to play their part in national development or even to 
co-operate with them, by providing funding, legitimacy or logistical support. 

This can be done: Manila Community Services was set up by a group of 
religious and business leaders who were concerned to help the mass of unem- 
ployed in the city. They have worked closely with the Department of Social 
Welfare, the National Manpower and Youth Council and the Ministry of 
Industry of The Philippines, and they also have close contacts with larger local 
and international businesses and with foreign voluntary agencies. They have 
carried out surveys and conducted training courses directed towards industrial 
and self-employment, and have retained their independence and social motiva- 
tion in spite of close links with Government and industry. 

The National Christian Council of Kenya (NCCK) is an interdenominational 
body which represents some forty local and international churches and other 
voluntary organisations. Their Urban Community Improvement Programme 
has assisted in the setting up of community industries in the slum settlements of 
Nairobi; they operate a very small-scale loan scheme for small enterprises, and 
have assisted a number of groups of small business people to obtain loans or 
other facilities. They also propose to develop two small industrial estates in the 
squatter area of Nairobi, and it is planned that these will ultimately be handed 
over to Kenya Industrial Estates, which is the Government body responsible 
for small business promotion. The NCCK also works closely with the Kenya 
Export Trade Authority and the Ministry of Co-operatives and Social Services 
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in providing export marketing and simple management advice and training to 
the co-operatives and individual enterprises which they assist. The Govern- 
ment has provided professional expertise and long-term support, while NCCK 
enjoys the confidence of the squatter community, which generally mistrusts 
Government’s intentions (Farbman, 1981, pp. 63-81). Governments should 
be alert to the potential contribution of voluntary agencies; like private enter- 
prises which serve other enterprises, they cannot be set up directly by Govern- 
ment action, but they can be encouraged, recognised, permitted and tactfully 
assisted to fill gaps which may exist in small business services, and if there are 
not enough local voluntary organisations it is usually possible to select a 
suitable candidate from the large numbers of foreign agencies who wish to offer 
their services. 

Co-ordinating small business prugrammes 

An attempt has been made in this chapter to suggest the kinds of institution 
which may help to provide finance, training, advice and other forms of assist- 
ance to small businesses. Little has been said, however, about the task of 
overall co-ordination and control. It is important to be clear as to exactly why 
some form of overall direction is supposed to be required. A large number of 
different Government Departments and other organisations may be involved 
in helping small business. Apart from obvious candidates such as Ministries of 
Trade, of Industry and Co-operatives, there are obvious occasions when 
Labour, Health, Education, Public Works and Transport may have an impor- 
tant role to play, not only by eliminating constraints but also by positively 
promoting small enterprises. Outside Government, large firms, voluntary 
agencies, foreign aid organisations and universities have a role, and there are in 
fact very few organisations which cannot play some part in promoting small 
business. The common objective is to create employment through the promo- 
tion of a viable and growing small enterprise sector, and this would seem to 
demand a single-purpose Government organisation. We have seen that there 
are good reasons against such an approach, but the alternative, involving large 
numbers of different organisations, surely needs some form of overall co- 
ordination and control. 

We have seen in earlier chapters that there are many arguments against a 
centralised approach, particularly in developing countries where communica- 
tions between Central Government and the rest of the country are inadequate 
and where there is a severe shortage of people with the skills needed to manage 
large organisations of any kind. The alternative approach involves large 
numbers of different organisations. Like small businesses themselves, their 
activities do not need to be co-ordinated or controlled, but there is sometimes a 
need for a neutral forum where they can communicate with one another and 
with Central Government. 

In Mexico, for instance, the National Financiera, a national financial institu- 
tion with responsibility for policy issues, has been designated as the ‘admini- 
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strator’ of a number of separate financial and non-financial programmes, 
including guarantee ;rA equity funds, industrial estates, support for pre- 
investment studies, an information service, training, extension and research 
and development institutions. The individual programmes remain autonomous 
and the National Financiera provides a forum for discussion and exchange of 
information, as well as a channel whereby national policy can be communicated 
to existing organisations and they in turn can convey information about the 
small business sector to the highest levels in Government. 

Central Government recognises that the very smallest enterprises tend to be 
neglected by all programmes, and is anxious to reduce this imbalance. They 
have not succeeded in significant!y ch . anging the emphasis of the various 
assistance programmes through the medium of National Financiera, however, 
and the most effective initiatives for very small enterprises are still those 
undertaken by voluntary or other unofficial agencies. 

In The Philippines, on the other hand, the Ministry of Industry, and not a 
financial body, co-ordinates the small business promotion activities of all the 
various Ministries and financial institutions, as well as the numerous voluntary 
agencies which are engaged in this field. The Ministry has not prevented an 
enormous number of institutions from being involved in small enterprise 
promotion, nor have they attempted to do so; there is in theory a great danger 
of overlap and poor liaison, but the total national effort is fairly well co- 
ordinated because of individual contact between committed and highly moti- 
vated staff in the field. Small enterprises are not the major concern of most 
Ministries, and official programmes therefore suffer from lack of staff com- 
mitment; the resulting gaps are often filled by voluntary or other private 
initiatives, but these arise from local interest and not from suggestions by the 
Ministry of Industry in its capacity as a central co-ordinating body. 

In Kenya both the Ministry of Industry and the Ministry of Commerce run 
financial and training programmes, while other financial initiatives are directed 
by the Ministry of Finance. Various forms of training are undertaken by the 
Ministries of Industry, Commerce, Housing and Social Services, Co-operatives 
and Education, as well as through the Office of the President. There are 
frequent calls for a national co-ordinating or executive body, which have 
generally foundered because no one Ministry is willing to subordinate its 
programmes to the supervision of another. There is a certain amount of 
duplication and competition; this may be frustrating for the staff actually 
involved and administratively ‘untidy’ in the eyes of an outside observer, but 
there is no evidence that small business people suffer anything other than the 
difficulty of deciding which programme will satisfy their needs most effectively. 

In Indonesia Bappenas, the National Economic Planning Board, attempts to 
exercise a similar co-ordinating and controlling function, but the Ministries of 
Industry and of Trade, and the banking sector, pursue their different pro- 
grammes with little reference to one another. Official support, and the prefer- 
ences of international agencies, may swing from one agency to another, but like 
any form of competitive enterprise, agencies which suffer a temporary reverse 
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in the battle for funds or recognition may either redouble their efforts or, they 
may cease operation altogether. This is more painful for their staff than any 
problems of inter-institutional co-ordination, but small enterprises themselves 
are not unduly inconvenienced by competition between the organisations 
which exist to serve them. 

In Nigeria the struggle is more complex because of conflict between State 
and Federal authorities. State small business financing schemes are intended to 
use the Federally funded Industrial Development Centres for appraisal and 
supervision but there is little effective co-ordination between them. Some 
States have attempted to develop their own capacity but the lack of funds has 
made this very difficult. The Ministry of Industry pays for training at Federal 
and State level through a 2% levy which is imposed on the payroll of all 
organisations employing 25 or more people; since some of these funds are used 
to train hraff from smaller enterprises, this has a minor redistributive effect, but 
attempts 10 use this money to compel training institutions to comply with 
national policies are usually unsuccessful because they find the procedures for 
obtaining Government support are too slow. It is more effective to encourage 
local programmes to obtain money locally, and the local Chambers of Com- 
merce and local branches of the Nigerian Association of Small and Medium 
Industries run fairly effective quality control and training programmes in some 

ere they have committed and talented staff. They enjoy no central 
subsidy or other funding which is not directly related to their own success, but 
are reasonably effective nevertheless. 

we hate already seen that there may be a need for a small central body to 
monitor E he effects of Government policii=s on small businesses and to press for 
change where necessary, and for similar very small central cells to promote the 
cause of small business in the financial sector and as a supplier to Government. 
These units should act as advocates rather than policy makers or executing 
agencies, since the small business sector tends inevitably to lack the capacity to 
lobby effectively on its own behalf. It may also be desirable to sponsor a 
university or a similar institution to undertake a continuous survey, on a sample 
basis, in order to monitor the health of the small business sector and to identify 
needs and opportunities as early as possible. The information could be made 
widely available and could be used by the various authorities both as a basis and 
a public justification for their programmes. If the urge for a co-ordinating body 
is irresistible, it may be useful to set up a small committee in the Central 
Planning Ministry to fund the information and advocacy units and to suggest 
overall policy. 

Conclusion 

A commitment to small enterprise is the antithesis to centralised control, and a 
Government which recognises the economic potential of independent small 
businesses must, to be consistent, recognise the futility of attempting to control 

is potential from above. All they can hope or expect to do is to set 
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general policy guidelines and to ensure that the field is free for small businesses 
to make their proper contribution; programmes for the promotion of small 
enterprises should be as free of restrictions and control as small businesses 
themselves, and, like the businesses, the programmes will be the more effective 
if they are allowed to evolve, compete, flourish or decline in response to the 
needs of the community. 

The reader may have been irritated by much of wha.t he had read in this and 
earlier chapters, but if this irritation results in action, or in objective reaffirma- 
tion of his existing views, the book will have achieved its aim. The intention has 
not been to present a balanced view but to provoke reappraisal, and, when 
necessary, change. Some suggestions are certain to be wholly inappropriate in 
some countries, but they should not be rejected out of hand; the reader should 
be clear why he rejects them, and why his present methods are more effective. 

Most readers will clearly not be in a position to make major changes in 
fundamental policies for small enterprise development, and can only play their 
role in the narrow aspects covered by their particular job. It is easier to suggest 
changes in national policy than to identify ways in which one programme, or 
one individual within a programme, can offer an improved service to small 
enterprises, and it is still more difficult to implement necessary changes. Many 
of the problems identified in this book arise not from faulty policies but from 
mismanagement of the institutions responsible for implementing small enter- 
prise assistance programmes. If the reader can identify one small way in which 
his own activities can be improved, can persuade his superiors and subordinates 
to allow him to make the change, and can ~.ztually put it into effect, he will have 
achieved more than the writers of national plans or the members of national 
co-ordinating committees. 

This requires a realistic appraisal of small businesses and the ways in which 
they are at present being assisted, but, far more importantly, the imagination 
and initiative to act on the basis of what has been decided. This is difficult in any 
organisation, but far more difficult in a large national bureaucracy. It has been 
suggested that decentralised and autonomous organisations, whether public, 
private or voluntary, are more similar to small enterprises, and more able to 
assist them, than any large institution. The reader who is not so fortunate as to 
work in a small autonomous organisation can only do his best to maximise his 
own freedom of action within the bureaucracy. If he is unsuccessful, he is more 
likely to satisfy his own and his country’s needs by resigning and starting his 
own small business. 

Application questions 

- Is Government genuinely the most suitable institution to carry out all the 
small business promotion functions it is at present undertaking? 

- Are all small business promotion agencies actively encouraging small enter- 
prises themselves to provide services such as moneylending, marketing and 
supply? 
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- Are large companies fully aware of all the ways they can profitably assist 
small enterprises, and is Government encouraging them to become in- 
volved in this work? 

- Do Chambers of Commerce or other associations which are said to speak 
for small businesses really represent the views and needs of the whole small 
enterprise sector? 

- Is the Government fully aware of what can be done by international and 
local voluntary agencies, and are such agencies encouraged and assisted, or 
ignored or even harassed? 

- Are the organisations responsible for technology able not only to develop 
and test new ideas but also to diffuse information about them to the small 
business community? 

- Are the problems which are believed to arise from a lack of co-ordination 
between programmes actually problems for programme staff rather than 
ior the enterprises they are trying to assist? 

Case study: the suitcase proposal 

Ram Gopal was an intelligent young man who had taken his degree in liberal 
arts. He found it difficult to obtain employment in Delhi where he lived; since 
he had heard so much about the advantages of self-employment and the various 
ways in which Government helped entrepreneurs he decided to go into busi- 
ness for himself. He thought that he would manufacture suitcases, since so 
many people seemed to be travelling so much more than they used to. 

He called first on the Directorate of Industry, thinking that they would have 
all the necessary information. The staff agreed to help him, and took him to see 
two existing manufacturers. They were both very encouraging, saying that 
there was a great deal of scope for travel goods in Delhi. The staff then took 
Ram Gopal to a bank, but the Manager was not interested. He said that there 
was too much competition from travel goods manufacturers in Bombay, 
although he did say that one suitcase factory which he had financed was doing 
quite well. The staff then took Ram Gopal to another bank; here the Manager 
said that Gopal should spend at least two years trading in travel goods before 
starting to manufacture them. In that way, he thought, he would be able to 
gather the necessary information on which to base his own plans. 

Ram Gopal was now rather confused, so he called on the local Small-Scale 
Industries Service Institute to see what they could do for him. The Manager was 
very encouraging, and gave him a ‘project profile’ with full details of the 
equipment and finance required. He also suggested that Gopal should manu- 
facture a rather wider range of travel goods than he had in mind. 

This Manager then sent Gopal to the National Small Industries Corporation 
to arrange for hire purchase of the machinery. The staff were quite sympa- 
thetic, but recommended that he should first undertake a market survey, 
particularly in order to find out whether he should make plastic or leather 
suitcases. They thought that he might be well advised to approach the Direc- 
torate of Industry for some advice. 
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Gopal was by now thoroughly confused and discouraged. He had expected 
useful assistance, but felt that he had been led on a wild goose chase round one 
institution after another; he decided to give up the idea of starting his own 
business and to continue his search for a job instead. 

Commentary 

This story seems to be a typical case of duplication and inadequate co-ordina- 
tion. The entrepreneur was given conflicting advice by a number of different 
contacts and there was no clear indication as to which was responsible for 
providing what kinds of advice and assistance. If he had been able to go to one 
organisation where he could get consistent advice, a clear indication of what he 
should do and how he should obtain funding we might suppose all would have 
been well. 

Unfortunately, however, small business investment decisions are not ‘right’ 
or ‘wrong’, and the responsibility for the decision to start or expand a particular 
business, and its successful implementation, must rest with the entrepreneur 
himself. The problem is not the differing opinions of the various institutions be 
visited. but his belief that there should be a ‘one stop service’ where he could 
get all the right answers. This idea may have been fostered by official publicity 
designed to encourage people to start their own businesses. This is not neces- 
sarily a bad thing, so long as agencies themselves do not lead actual applicants 
to believe that they have all the answers. 

The frustrating series of visits in fact provided Gopal with a great deal of 
useful information and suggestions, which he should have been able to use in 
order to investigate the market and plan his business. An entrepreneur needs 
clear objectives, and must be able to select and make use of whatever external 
resources are appropriate. Gopal’s decision not to continue indicates that he 
lacked the necessary perseverance and interest, and in no way reflects on the 
various agencies he contacted. 

There is always a danger that people will expect too much from Government; 
the only mistake made by these agencies was that they tended to give the 
impression that they could do too much for Gopal. This gave him the impres- 
sion that he need do very little for himself. 
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