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EXECUTIVE SUMMARY
 

The EEPA Mid-term Evaluation, initiated by S&T/RD/EED, assesses the andprogress
accomplishments of the Employment and Enterprise Policy Analysis (EEPA)Project (936-5426).
The Project, directed by Harvard Institute for International Development (1ID) with
subcontracted services from Mich'gan State University (MSU) and Development Alternatives,
Inc. (DAI), began September 20, 1984 and is scheduled to be completed September 1990. 

The major finding of the Evaluation Team is that the EEPA Project has developed
state-of-the-art research documents which question the initial Contract assumption that
support of all small- and medium-sized enterprises (SMEs) will result in rapidemployment growth in all countries. This Evaluation summarizes six of the EEPA findings
(pages 6-8) as delineated by Dr. Peter Gregory. 

The. Evaluation Team compared Project performance against the Contract's three objectives: 1)to develop a research base to er.able U.S.A.I.D. to deal effectively with employment generation
as a policy issue; 2) to build a U.S. capacity to provide policy analysis assistance; and 3) toprovide technical assistance to U.S.A.I.D. rnisoinns involved in policy dialogue. The following
:.re the Evaluation Team's assessment of Project perfornmince: 

CONCLUSION: State-of-the-art research has been condicted and published
by the EEPA Project. The research base and methodology developed by the
Project could enable U.S.A.I.D. Missions to deal more effectively with
employment generation as a policy issue. Dissemination of the findings needs 
to be improved (pages 6-8). 

CONCLUSION: Satisfactory long- and short-term technical assistance
activities have been conducted by the EEPA Project. The Project needs to
consider coordination issues and procedures for developing a larger Project 
memory of the findings of technical assistance activities (Page 10). 

CONCLUSION: Sustainable policy change has resulted in several EEPA
technical assistance activities. Success appears to be tied to extensive
involvement of Mission and host-country officials; successful processes for
achieving this involvement should be recorded and institutionalized(page 13). 

The evaluation Team nade the following findings and recommendations: 

The Project needs a stronger design for including input from A.I.D. staff working in policy
analysis and reform. 

RECOMMENDATION: S&T should fornually review tho research agenda; a
velicle--possi bly a seminar for select A.l.). staff--should be developed in order to 
include more Agency input (page 15). 

The Project has not tiled the required quarterly report for its long-term field projects. 
(i) 



RECOMMENDATION: S&T should insure that HIID meet reporting requirements (page
16). 

The Project needs to review their contract objcctive of i.:stitution/network building and
determine if it continues to be essential to the success of the Project. 

RECOMMENDATION: S&T/RD/EED AND H1ID should formally clarify performancerequirements for developing and coordinating a network of EEPA consultants (page
17). 

The required annual workplans do not provide adequate detail to enable S&T/RD/EED to make
administrative and budgetary decisions. 

RECOMMENDATION- A detailed workplan, including the workplans of the
subcontractors, should be prepared to enable S&T to make funding andadministrative decisions and to enable HIID to monitor its own and its
subcontractor performance (pages 18). 

The Project administrators must define what is being done by whom, for how much time at what 
rate. 

RECOMMENDATION: S&T should require a detailed budget from tHHD which
corresponds to the proposed workplan (pages 19). 

The Project contractors Lre geographically separated, a situation that requires a strong
coordination plan. Quality control has not been consistent, nor has internal Project
communications allowed for peer review of documents. 

RECOMMENDATION: ThII HIID workplan should detail how coordination of the
Project members will fake place; a budget should be established for this 
coordination (page 19). 

Familiaity with the EEPA Project among A.I.D. personnel is not optimal. Improvement in the
presentation and dissemination of EEPA products is needed. 

RECOMMENDATION: 1IIID should develop a marketing design; the implementation ofthe design should be included in current budget discussions (pages 20). 

(ii) 
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I. PURPOSE OF THE EVALUATION 

The EEPA Mid-term Evaluation was initiated by S&T/RD/EED of the Agency for International
Development (A.I.D.) to assess the progress and accomplishments of the Employment and Enterprise Policy Analysis (EEPA) Project (93(-5426). Harvard Institute for International
Development (HIID) has directed the Project from September 20, 1984 and has been contracted 
to continue to do so until September 1990. Michigan State University (MSU) and Development
Alternatives, Inc. (DAI) serve as sub-contractors to HIID. 

Accompiishments of the EEPA Project were measured by 1) comparing the products and services of the project against the objectives of the contract and 2) comparing the directions taken by
the Project against the needs of the Agency (see evaluation questions, Appendix A). 

Background of the Projet The EEPA Project was conceived and designed with the implicit assumption that increases in viable small and medium enterprises would cause faster economicgrowth and benefit more people than increases in large enterprises. The EEPA Project Paper,prepared July 1983, cited the project objective as: "...to promote employment generation andsmail and medium enterprise (SME) development in LDCs and thereby produce more efficientand equitable patterns of capital and labor use, regionally as well as by enterprise scale." Smalland medium enterprises '...offer more income opportunities for lower income groups, a more efficient use of capital, 0 more1 geographically-dispersed pattern of both economic growth and urbanization, and finallY in ivost cases the likelihood of 2'.more rapid rate of GNP growth due to a more effiCIent use of resourcCs and an increased dynamism." (Project Paper [PP], page 6) 

Large industriCs dominated the econoimes of most LDCs and many LDCs perpetuated official
policies and pr.,ctic(,.s that discriminated against SMEs. The Project Paper proposed that there was a nece.sit\' to support, initiate and foster productive policy iialogue to correct biases
against labor use or SMEs and "...to help r,.cipicit countries avoid inadvertently creating new 
policy lasec. 

The Emplomcnt and Enterprise Analysis Project, thus, was designed to "...improve capital
labor and capital-output ratios and decrease the tendency of employme-it to !'econcent:ated inlargc-scale enterprise anfld urban regions...through influencing host coury policies in pro of
small atnd medium enterpris..es." 

Policy reforn' is the prerogative of host-country officials. To infl uene folicy, the A.I.D. Mis
sions hiai to enter 'ilt-) a policy dialogue about the impact of spec.:",c policies with the appropriate host-country officials. Mission taff needed dutaiLddati o:i which to base policy
reform riN:0me.ndation s. Furthr, Missions needed the synthesis of r,"catch and findings generated by technical assis lance provided to other A.I.1). countries 1%better understand how
policies ilpact S L nd cinplovil01,t.. 

A.l.)./S&i'FEI cmntiacticd 11111) to sulpe. ise a "consortium" of' two universities and a 
privi te -sectur c(1ri ctr to provide the tcchnical assistance and research and synthesis of findings. Project dcsi !nw ,dcv,loped to in;clidc the elements described in "A. Project Goal and 
Objectives" bloh. 

http:enterpris..es


LI OBJECTIVES AND ACHIEVEMENTS OF THE PROJECT 

A. PROJEC GOAL ANDl3.EULMI3II 

The contract between HID and S&T/RD/EED of A.I.D. specifies the fol
lowing project goals and objectives: 

PROJECT GOAL OR PURPOSE: to increase both national 
production and the earnings of low-income groups in LDCs 
and to produce thereby more efficient and equitable patterns
of resource use through small-scale enterprise development.
Further, the project is designed to support twe of the A.I.D. 
policy directives: 1) to engage in policy dialogues with 
developing countries in conjunction with our aid, so as to 
support rational economic policies by host governments and 
to promote retforns where country policies are deemed inef
fective, and 2) to promote "risk-taking profit-making private
business," much of wvhi:iL will be small, local business. 

PROJECT OBJECTIVES: 

1) to develop the research base and methodology to 
enable U.S.A.I.D. Missions to deal effectively with 
employment generation as a policy issue; 

2) to build a U.S. capacity to provide policy analysis 
assistancc in this area; and 

3) to provide th,- technical assistance needed (a) to 
foster policy changes which reduce or remove host
government biases against eiiiploynment and 
small/mediumn-scale eicrpr e development; (b) to 
help host governments avod creating such biases in 
the future, and (c) to build or strength'.r hos;t-counry
institutions which can sustain the policy
improvement efforts. 
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PROJECT ACTIVITLES INTENDED TO ACHIEVE 

PROJECT OBJECTIVES: 

TECHNICAL ASSISTANCE TO THE FIELD 

1. Policy Assessme.nts for U.S.A.I.D. Missions defining (a)
overall policy environment, (b) policy constraints ,and (c) desirable 
policy changes. (3 PM per country) 

2. Data Collection for selected U.S.A.I.D. M-iisions focusing 
on non-farm-employment/labor-force data from establishment sur
veys, household censuses and sample labor force surveys. Assess 
weakness of current data and propose supplements. (3 PM per
country) 

3. Assessment of employment potential with selected 
U.S.A.I.D. Missions of proposed projects. (3 PM per country) 

4. Policy assistance provided to U.S.A.I.D. Missions on a 
1n=g: m basis. This can consist of: (a) analysis of policy issues,
(b) exploration of institution,. and political realities to understand 
decision-making process in the host countr-, (c) recommendation of
policy issues that the ".S.A.I.D. Mission should discuss with the
host countly, (d) leadur,;p in such discussions (e) assistance in the 
establishment and op:,ration of appropriate institutions, such as a 
policy analysis unit. (3 person years per country) 

The Proje-t Paper estimated that thei- would be demand for 21-32 
short-term projects, 4 long-term projects and 4 resident policy
analysis una advisory teams. 

RESEARCH AND METI-ODOLOGIES 

Research is to be conducted to establish appropriate methodologies
for obtaining data use;ful for cross-country comparisons and to test 
hypotheses on employment growth. 

I. Prepare Ievicw of policy experience. (2-4 PM of S&T 
funding) 

2. Prepar-e a "stte-ot-tie-art" review; keep the research ques
tions current with Agency dcimind. (intermittent during the life of 
the project.) 

3. Estahli sh a RisearCelh agenda through interaction with 
US.A.I.). inissions, conduct research in missions. (2 years per 
LI)C) 

PROJECT REINRT'IN(; 

1. Annual Work Plan 

2. Repoit for each short-tenm consultancy filed within 30 days 
of completion (to he used for field distribution). 

.3
 



3. Quarterly reports for every long-term project within 30 days
of the close of each quarter. 

4. A research agenda based on field applications developed in 
the first 12 months. Will sp,.-cify a timetable for reports and 
schedule for workshops. 

5. "Review of Policy Experience" report due no later than the end 
of the first year. 

6. Final reports on ill long-term projects. To be delivered in 
the final year of the contrac:. 

7. May conduct U.S.-based and/or regional- or country-based 
workshops as a means of knowledge dissemination. 

(Managem,.mt and report writing was assigned the following PM per 
year: 16, 16, 18, 18, 18) 

B. PRQJECI"CuIEME IENy 

HID reports that "...through its third year (FY87), the EEPA project undertook seven ,esearch
projects, began three long-term projects, and undertuok 12 short-term activities through buy-ins
from A.I.D. Missions and Bureaus." EEPA staff also produced "...a review of the effects of
policies and policy reformr, on non-agrikcultural enterprises and tmployment in LDCs and a
of papers on analytical methodologies and developed 

set 
a research agenda consisting of seven

studies." (quotes from "1HID Program Budget for FY88 for FY89 and FY90") 

The Mid-term Evaluation Team was given a list of (as of 11/20/87) thirteen Discussion Papers
and eleven short- and long-term technical assistance project papers and 3 EEPA-supported
papers (see lists at Appendix 13). These papers and the short- and long-term technical assistance 
projects were reviewed to sample achievements of the Project. 

The Evaluation Tcavi was to determine: 

I) itthe research base and methodology developed by the Project is enabling
U.S.A.I.D. Missions to deal effectively with employment generation as a policy issue; 

2) if the ltroject is building a U.S. capacity to provide policy analysis assistance in 
this area; and 

3) if the tech nical assis:ance provided has fostered sustainable policy changes which
reduce or remove host-,overnment biases against employnment and small/medium-scale 
enterprise development. 

4
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CONTRACT OBJECTIVE #1: State-of-the-Art Research and Findings; Meeting the 
Research Needs of A.I.D. 

Dr. Peter Gregory, Professor of Economics of the University of New Mexico, evaluated thirteen 
EEPA Discussion Papers and two additional EEPA-supported papers (see Appendix C for a 
complete copy of Dr. Gregory's report). Dr. Gregory's conclusions are: 

...this collection of papers provides plenty of grist for AID's mill. There are 
several useful conclusions that can be drawn from this distillation of the present
state of the art reform analysis and advocacy that are relevant to the shaping of
A.MD's assistance policies. Some of these are expressed in explicit form in the 
papers, others are only implicit. 

On the whole, this i; an impressive collection of papers. The range of issues 
treated is broad, and includes most of those relevant to A.I.D. policy-making.
Most of the authors have had extensive experience in the field of economic 
development and are skilled practitiorners of their trade. The research underlying
the papers v,as carefully undertaken, applying contemporary techniques of inves
tigation. Not only are the findings clearly identified but also their limitations for 
policy-making are -,xplicitly set forth. While much of the conventional wisdom
regarding the pertormance of SMEs receives at least some empirical support, the 
findings also sound some notes of caution in those areas in which the empirical
evidence has yielded mixed results. 

Increases iAut(um rnr_~flao -MostRali_,,,.hPosbenatl~ail 

Emn laym it 

The major contribution the EEPA research has made is to question the Project assumptions. At 
the point of the Project Paper, it had been taken for granted that a more efficient use of resources 
could be achieved in small enterprises. Scarce resources, especially capital, would be more in
tensively, used theiCe. hplied by this is a gr, ater employment cf labor per unit of output. While 
output per worker would be less than ,at achievable in the capital-intensive import substitution
industrialization (1SI) sectors, there w,s an expectation that labor would be priced at a wage
closer tc its social opportunity cost than is likely in the large-enterprise sector. This alternative 
pattern of development was) expected to lead to a more egalitarian distribution of income than 
has been evidenced by countries opting for ISI with a larg --enterprise bias. 

Dr. Gregory otcs: 

This scenario has been widely accepted as an article of faith. Until recently, a firm 
empirical basis for the presumed advantages of small enterprises has been lacking.
EEPA discussion papers reviewed here have made the testing of these assumptions 
.one of their central concerns. Thev have done so, not only by reviewing the exist
ing literature on the performance of S'lEs but also by reporting on original
re'carch by tlte authors that cxtends the frontiers of our knowledge. 

...These are assumptions that have come to le part and parcel of' the conventional 
wisdom of the economic development conntnity.. [which has emerged] ...as a 
reaction to .ie demi mw;trated experience of countries pursuing a developmental 
strategy based on iniport substitution industrialization (IS[). In most countries, this 
stratey ,as rcsullcd inI a severe misallocation of resources. Scarce capital 
resourccs li;ivc been used wase fully in large cinterprises while plentitul supplies of 



labor have been less productively employed than might have been possible under
alternative growth strategies. In extreme cases, the inefficiency of ISI-led growth
can be seen in negative value added of some newly promoted industries when their 
output is valued at international prices and inputs are valued at their social oppor
tunity cost. 

Dr. Gregory cited the following findings of EEPA research that hold major implications for 
A.I.D. policy and programs: 

1. The interest of the A.I.D. community lies in promoting the fastest and most
efficient growth in output and employment that is possible in its client nations.
While A.I.D. has beca provided with a Congressional mandate to promote the 
small enterprise sectors of LDCs, the evideice suggests that the broader goals are 
not like!y to be served by an indiscriminate support of programs to promote SMEs.
Support for small-enterprise development should be extenue,.d only to those sectors 
in which they are likely to be viable in a policy-neutral environment. Identifica
tion of such enterprises can be made only on a product-by-product and country
by-country evaluation. 

2. Small enterprises can be effectively assisted by improving their market
position relative to large firms by reducing the subsidies and preferred access to
inputs that the latter may enjoy. This involves a substantial reform in the nature of 
government intervention in the economy which is difficult to effect, but which 
AID may be able to encourage and facilitate. 

3. Agricultural development programs that promise to increase the real in
comes of the rural population provide another path that is likely to stimulate the 
emergence of viable small enterprises in rural areas. Particularly at early stages in
development, the high-income elasticity of demand for simple, basic consumption

oods will tend tc favor this tendency. Relative isolation from large urban centersand high transport costs may serve to protect the competitive position of such en
terprises. Thus, a continuation of AID's traditional support for agricultural
devel'opment can bc expected to further its objectives with respect to SME promo
tion. 

4. An expansion of industrial employment and improvement in real wages is 
likely to be dependent on a much broader series of reforms than simply a promo
tion of small enterprises. Structural reforms that increase the international com
petitiveness of the econoniy, whif, more difficult to achieve, are considerably
more powerful generators of enployment. Export promotion, of course, opens up
possibilities of increasing output and employment from enterprise of all sizes, in
cluding SMEs that might evolve into either direct exporte.rs or suppliers to
producers .or e.xport. Indeed, if the outward orienttation pioves successful, there is 
no reason "'1' it S1hould matter to AID whether the increases in employment occur
in large (;r small firns. All) may be in a position to influence regi rues to adopt
significant refor ,;;as well as to assist in their realization. 

5. "l'w IClor 1mi)rop( sed by Western economists is rarely enacted if local 
political lcadcrs are not active advocates of the re f>Will. While tle role of foreignexperts iway be helpful in making the casc for reform, brief visits and expositions
by such experts rarely build solid !oniestic support for ref'rm. Supp rt is more 
likely to bc fothc'oming if a convincing case can he made by local figure:;. There
fore, it is important to build up an indigenois research and analysis capacity that 
can present a contimini rig case for rechn. All) may contribute to the creation of
such a )rofcssioia!capacity by UindCrwri tiri, the educational expense of training in 

0)
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the U.S. Furthermore, AID might underwrite the cost of a resident expert who
could work on a continuing basis in one of the important economic ministries or
the central bank. A foreign expert is more likely to exert a positive influence if he
enjoys a long-term relationship with host-country technicians and leaders and can 
gain their confidence. 

6. Structural reform requires a long-term commitment to very substantial
changes in the economy. Furthermore, these changes impose costs on those sec
tors of the economy that were the beneficiaries of policy-created distortions; such 
sectors may be expected to oppose reforms unless they receive some offset to their
losses. If AID wishes to support the case for reform it may be in a position to
make it more feasible politically by helping the host government to ease the short
term costs of adjustment. Assistance might take the form of balance of payments
support as tile economy is opened to trade, support for temporary subsidies to ad
versely affected firms, technical assistance to assist such firms to move into new 
areas of production in which they could be competitive, technic' I assistance in the
establishment of export contacts and channels, etc. However, just as reform re
quires a long-term commitment from the host government, so must AID offer an
implied commitment to see the process through until it becomes self-sustaining.
Obviously, All) assistance might be more effective if it could be coordinated with 
that from nmultilateral development agencies like the World Bank. 

Dr. Gregory concludes: 
In short, a,pCrsuasive conclusion to be drawn from the assembled works is that AID
should focus on its broad objectives and seek out the most effective ways of advancing
them. Wb.:lC support for the growth of SMEs may have a place in a strategy for promot
ing a lastcr growth of employtnent, a convincing case cainot yet be made that it should 
occupy a central role. At best. initiatives for promoting small enterprises, and
ticularly very small enterprises, nced to proceed cautiously or 

par
a product-by-product and 

couritry-by-couintry basis. 

The EEPA Pr)(jcCIt; 1!gCStS that the hi lowilng statement is the more apt summary of the find
ings:
 

In short, A )Crsuasive conclusion to be drawn from the assembled research is that A.I.D.
should focus on the rapid growth of efficient non-agricultural enterprises. This will lead 
to the creation 0f productive emp)loymerit, among many othei benefits. To the- extent that 
support for SMIEs is motivated by growth concerns, policies and programns should focus on helpin ,SIME's to participate in tile process of structuring transformation. Policies and 
programs wliichi 're targeted on small cnterpriseses as such may inhibit enti,-prise growth
by rewarding smallness. The principal valid mirpose of such policies and programs is to
assist very sir1allI firms operated by tie poor as a short-terii welfare measure. 

DEEI nuZt play thIcatcr uc'ithsiidMafliddcnihhtiokt1 1rjecl itldnl'ls 

It is clear that the Cltorts of the PA ['roject have resulted in starte- of-tde-art reports of con
siderable ill )ortrMicC o \.1.1). now to ,e these i fri that is acces'hc lask is fidings into :1
sible to thl Clien --All fIe.ld staf \Vh) a, or wvill be ciaei illpolicy dialog~ue with host
country i ic i l,, 

rll beenrThe Viltlutii hails constantly aware that tc Project docum11elita[ioll cottainls no
concise statclicll IProjcct DmlirsIr. (;rcgory's rcviev becanie a suininarizinJsynithesis
exercise beciluse the IHPA cc lus ios arc not suimmari zed in a concise document and are
avai la,, of the Discussion 

not 
.Outside Papers and Final Reports of' tile short- and long-term 
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projects. Hence, without Dr. Gregory's summary, it would not have been possible to answer the
question of whether EEPA was addressing state-of-the-art concerns regarding small enterprise
development. 

N 	 rdisseination of 

The Discussion Papers and Project Reports are major products of the Project. The effecdve dis
semination and resularnt use of these documents are key to ensuring that the Project is useful for
A.I.D. 	practitioners. Hence, the evaluation question asked wAs how researchare doctments 
being used by the practitioner. 

The Evaluation Team tound a need to increase familiarity with the EEPA project, the EEPA
DIscussion Papers or Project Reports and EEPA findings among A.I.D. staff currently working 
on employmenL add enterprise issues. One Mission Director, two Mission staff economists, nineEEPA 	project monitors, and five Central and Regional Bureau staff wee interviewed regarding
their experiences witn the EEPA Project. 14 had heard of the Project, nine knew of the exis'Lnce
of the Discussion Paper series, four had read one or more of the 	series. The Director oi the
Development Studies Program had only heard of the FEPA Project in November 1987 and was 
riot aware of the DisCussion Paper series. 

Form a u.arketinl' point of view, this could be read that 82% Of the focused interviews (with
people 	who wereAr had been cients or could be expected to be potential clients of EEPA serv
ices) were faii liar with the FEPA Project. 52% were familiar with the DissCuss ion Paper series 

' --the product LiuridCr diSCicsion her,. 23 , had ,Lctual y consumed the product. 

This finding is disturbing considering tlhit ',&F/RD/EED has spent considerable effort in
making the Project and its work known Lo the AgeleY. For example, in June 1986. every Mis
sion received a copy of the state-of-the-art review, "The Effect of Policy and Policy Reforms on
Non -Agricultural Enterprises and Employment. "'&T/RD/EED hosted a full-day, Mid-term 
Review in Washington, P.C. of Project csilts to date (October 1987). December 1987,
S&T/RD/IED sent out ai worldwide cable sumnarizing the results of the Mid-tern Review and
listing publications (see Memo. Appendi:: C). A feature-length article on the EEPA Project will
be published in Er inLve in April, 1988. S&'1TRD/EED reports that they have numerous in
quiries and have spent iuch time responding and following-up on Mission requests. 

Clearly, there is a discrepancy bct, ecn the opportunity the Missions have been given to know
about EEPA and the ruin imaIl familiarity expressed. It is true that A.I.D. has poor institutional 
memory, its staff moves often and priorities change often. A.I.D. sh.uld take responsibility for
knowing about on -goin, projects. Clearly the job of communicating with -\.J.D. staff is more
difficult than anticipated. Itowever, since the dissemination of the Project .indings is so central
to Project success, the Project staff nieeds to reasscss now itis packagin( and disseminating its
products, takint int(o account the dynamics of the A,gt:ne.y 

CONCLUSION: STVI'E-(I'-TII,-ART RE'SEARCII HAS BEEN CONDUCTED AND
PUBLISHIEI) BY TI'lEII EIEPA !IOIECT TillE RESEARCHI BASE ANI) METIIODOL-
OGY 1)I LEI')PE) BY TiHE1 PROJECT C(UI' ) ENABLI' U.S,A.I.l). MISSIONS TO
DEAl MORE IH"E(CI IVELY WITII EMPIOY'MENT' (;£ENI R,,.TiON AS A POLICY
ISSUE II )ISSIFMINATIN O1F ill I,'INI)INGS IS IMIPROVEI). 

o 	 'lie l'rojt'ct l's ',Cllcratcd xeveral tiAlaing:; developed through S&T funded 
research. l are niot ,fti;':ulatkd in a concise SrIMrIry, hUt Call be un,h11ini(i1.1,gS 
cove,.',:d thrt(nigh a close icading ot the Discussion Papers and supporting docu
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o 	 These findings are significant to A.I.D. program developers and will contribute 
significantly to aiding Mission personnel to conduct useful policy dialogues. 

These findings need to be captured, synthesized and gotten out to Agency people in a concise 
format, understandable by both economists and "lay" staff who are dealing wilh employment
generation iss:es and the development and management of SME support projects, 

CONTRACT OBJECTIVE #2: Building a U.S. capacity to provide policy analysis assis
tance. 

The EEPA Tham, S&T and members of this Evaluation Team feel theft this objective is being
achieved-- HID, DAI and MSU represent considerable consulting capacities through a sub
stanfial network of talented individuals. A signific:ait number of EEPA tearns have worked ef
fectively in the field and are evidence that the EEPA 	Project does command talented profes
sionals. Further, Evaluationr Team members question if the objective -- as envisioned in the
Project Paper and Project Contract -- is realistic given the competing funding demands of the
Project. The TA Policy Analysis Network as described initially would be financially and 
managerially demanding. 

The Evaluation Team, howe vcr, recommends that the objective Le kept in mind and that the
EEPA Project staff monitor their continuing ability to field effective teams. HII1D in its Decem
ber 31, 1987 BudgL-t/workplan stated, "EEPA has two major purposes: to conduct original
research and assist Ai Missions and Bureaus through contract buy-ins." Rather than, without
preamble, declaring one of three objectives "lone," the Evaluation Team suggests that the EEPA
Project report on its success or failure in continuing te perforn what was envisioned as a major
project objective: 

"...create a pernmanen U.S. capacity to provide policy analysis
aissistanice...[through]...(i) developing a network of individuals and 
institutions with experience in working jointly with employment
and enterprise policies and in using the project's ir.ovativc ap
proach (ii) directing the provision of technical assistance to A.I.D. 
Missions, (ill) carrying out the program of' supporting research ac
tivities, and (iv) to the extent necessa-y, developing a system of 
nunctijonailV or geographicAily specialized subcontractors (p. 35)." 

The Evaluation ''eam notes that more wa,, being consimlacred than merely providing TA teams:
rather, there was clearly a desire for e )ordinated teams that were veil briefed on the Project's
approach that was to be (Acveloped as the Project progressed. 

From the E'valtation Teami'- intervicws, it i:; clear that the Proj-ct is learning about the proce
dures and processes that work well when a U.S.A.1.1). technical assistance teatmi goes ill to begin 

their level of satisf ciou 

policy dialogL with ho t ct t)ry, otTicMials. .oinC attlysis of the St mixl TA tfforrs could be 
useful. 

One ot the cva!ui:intim qutionis thie '['t01IIhats akCd of Mission talt was lCsiei.led to dcternine 
with the '\ toani and their level of' preparltiveness. 'Ileir responses

illustrate problems o1 1) A.I.l).'s institutional memory and 2) levels of expectations thlt pos
sibly cannot bc mict under this conitract. 
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The following examples are given as points of information to the EEPA Project. 

The Bangladesh Mission reported that HIID was not able to locate a suitable candidate in a
timely fashion and caused a serious delay in project start-up. The Mission Official (no longer in 
country at the time of the Evaluation) states that the primary delay was the fault of the BDG notHID. The original consultant who could not financially afford the delay, took another assign
rrent. Find*ig a replacement for this consultant took two to three months more. 

The Philippines Mission requested a principle of JAI ,vho was n,.,t available at the time. TheNssion fce.s that the consultants provided instea i did not have he required background, skills
and experience. "According to the Mission, the key lessoi of this effort is that, in a relatively
sophisticated economy like the Philippines, technical assistance teams must have a thorough understanding of th. nost country situation and must be "high-powered" enough to initiate and sus
tain a dialogue with key government counteiparts." 

The Belize Mission, while extremely pleased with the technical assistance team, would have
liked the taim to be better briefed on the current policy intelpretations in PPC. 

These statemrents uy LJ.S.A.I.D. Missions, clients of the Project, should be considered thoughtfully. Taken toge:her with the many statements of satisfied recipients of EEPA technical assis
tance (see below for such), they could possibly provide clUes on how the Project can respond 
even more effectivelv to Mission needs. 

CONCLUSION: SATISFACTORY LONG-

EEPA staff completing a project become a part of the institutional memory of the 

TANCE ACTIVITES IIAVE BEEN 
AND S

CONI)UCTEI) 
HOR

BY 
T-TI'
TH 

RM TE
EEPA 

CHNICAL ASSIS-
PRO,JECT. THE 

PROJECT. 

o The ProjcCt .Itaff 'Should consider such questions as: Ilow can lessons learned by 

Project? low car consultants not on permanent EE1PA staff be briefed for im
proved pertorma nce'? 

CONTRACT OBJECTIVE #3: Fostering sustainable policy changes which reduce or remove hnst-government biase,; against emp!oyment and small/niediun-scale enterprise
developmnt thre,,gh provision of technical assistance. 

Tihe NIid-term Elvlatinl:Team intcrviewced 16 A.I.D. staff who had been or are currently involved in 13 IFFPA short- and long-tenn technical assistance activities. The projects range from
one-day to a two-year residency to complete macroeconomic research, engage in policy
dialogue ald promote the designated refon1ls. The level of satisfaction of the participating Mis
s;ions range; foni assessment of the technical assistance as useless because the TA team was not
qualified, poorly briefcd, not "iigh-powered' enough, to state ments that the TA provided was
the "best f()cusCd 1td uCful work ever received froitIa contrac',r. " Please note that only one in
tervievce ount tie 'TA t.,;clcss, while nine Iiuld ,otre or extensive vnlic in the services 
provided. 

The tasks,)ot the Jin, t iid loni,,- rm lctilc', ;ire too dissimilar to l)Crrnit meaningful com
parison. Il') vr%, ,M;ei thelcs rcpelt [Irlltvlvcs i t intervicws: 

0 Policy relumi is i lii-tcizi proposition which must be designed with host
country iliciaIs aIost-country champion is needed to get the reform through 
political and legislative channels. 
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o 	 The EEPA consultant must be familiar with the country and the political environ
ment to be effective; it increases the effectiveness of the consultant if they are
briefed on the issues before arriving in country. 

o 	 Both Mission staff and host-country officials are appreciative of seminars on
policy issues; the Mission staff who were not economists were particularly
satisfied with the seminar approach because "everyone starts at the same place." 

The following is a summary of statements regarding effective involvement of host-country offi
cials and sustaimble reform: 

Bangladesh--Long-term Technical Assistance to Policy Unit: The Project has just begun. The
Mission feels that they have a well-prepared, prestigious professional who will be able to
work in close collaboration with counterpart officials. The EEPA consultant will conduct seminars to highlight important policies and recommended reforms and contract
important economists to conduct research and "jawbone" officials. A key indicator of 
success will be the degree to which the Planning Commission incorporates policy recom
mendations from the EEPA TA team into the F,,urth Five Year Plan (1990-95). 

Philippines--Analysis of the Constraints Affecting the Rural Non-Agricultural Sector in the
Philippines: '[he Mission commented that the consultants were more competent tech
nicians 	than they were compelling proponents of change, particularly in the Philippines
context. The report was too broad and vague to mobilize sufficient interest or zeal for
difficult reforms. The Mission states that there were no reforms begun as a result of the 
study. 

Philippines--Small Business Policy 	 Direction Study: (September 1986) The EEPA team
presented i long (6 hours) briefing session for Mi',istry management to present the find
ings, conlusions and recommendations. The projiect lost its ministerial champion (he
resigned for reasons independent to this contract) who had been willing to shepherd
reforms 1 .rougha resistant GOP bureaucracy. However, thei Mission believes that the 
report I., likely to remain relevant until more propitious conditions prevail. 

Botswana--EEPA consultant on four member team for r,.port focused on rural and urban
employment: Host-country officials were involved from the beginning. The team held an initial briefing session for the steering committee to discuss the proposed study and its
objectives, and received immediate feedback. The team shared their work on a day-to
day basis with the responsible officials as chapter development unfolded. The EEPA
consultant also 2ontribtlted substantively to overall discussions. Because of previouswork in 3otswana, he was familiar with country-specific issues. Having reviewed ap
propriate doc umentation in Washin,,ton, D.C., before arriving i1 cotIntry, he and the restof the team were extremely well-prepared. The report is considered important by the
GOB and the donor conwnunity and is pointing tie way to needed reform. 

Guinea--one day seminiar: Tlhc seminar was held in Washington, l).C. with no host-country offi
cials present , btt was attended by the Ambassador designate. The seminar was useful in
increasing A.I.D. staff awareness of some of the key dewelopment issues and constraints 
and as a brie tin gexercise for the new Rcpresentr Policy directions weretivc. 	 suggested. 

Rwanda--l.ong-:crnn IPolicy Ref.ormn rogr' :n In Manntacturing and Employment: tie Mission 
believes that the 6 ZOR involved in the activity "...evCry painful step of the way. Itwas 
took two yCarS, usin g every rech:animsin possible, to give the GOR ownership of the
study agenda, to define the objective of the study prograrn and for tie new Minister ofFinance to iccently approve it" tcxt of cable received fron tihe Mission). In regard tothe policy reforns happenin g ts a resulrt of EI.PA, tihe Mission responded, "So far, im
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pacts have generally been piecemeal, often finn- or product-specific in areas such as
tariffs and tax holidays. On more wide-ranging reforms, impacts to date have beenlimited to questions raised and being analyzed, new procedures under consideration, etc.
Also we are pressing for institutional reforms, such as the establishment of the PRIME
Technical Group which also provides a forum for GOR's review of all policy studies.
The GOR is learning as well about its own policy process and ways of informing it. This
is an important effect of EEPA." (cable) The Evaluation Team reads the Mission cable
positively and as a reflection of 1)the difficulty of policy dialogue and 2) the EEPA staff
professionalism in getting it done. The S&T bureau reports the Mission as adding that
the EEPA staff's work has "very high probability of sustained impact...[EEPA] is the 
only donor teaching GOR how to fish." 

Somalia--Study of the Output and Employment Effects of Incentives (and disincentives) to In
dustrial Production: A.I.D. has very
conducted in mid-1985. 

little institutional memory of this study that was 
The Mission believe:. the study wasnot very useful because it

contained no actionable recommendations (other than further study) in the context of
Somalia's specific need for immediate identification of employment opportunities. It is
not clear what impact the study had on subsequent programs which have dealt withreform. Tihe Evaluation Team believes that it is especially unfortunate that the key
results and methodology of the incentives study have not been broadly disseminated be
cause the issues it addresses are relevant to many countries...yet there is no mechanism,
either in the Bureau or in the Mission, to make this information readily available in a
concise form. The EEPA Project reports that other donor institutions -- Tie World Bankand the IN1F -- have made extensive use of the Study and have been able to take action 
on recommendations that the Mission have termed "not actionable." 

PPC--Informal Sector, Policy Reforml, and StnIct:rtl Transformation: Paper was developed forPPC, without the actual involvement of the Buieau in the design of the study. The report
was to be presented at the Informal Sector Meeting. The EEPA team did not stay on
schedule. The report was not reviewed and formally accepted by PPC before it was
printed by the Sequoia Institute and presented in the Meeting. The document did not ac
curately represent PPC policy. It is currently being revised by the authors for publication
by the Sequoia Institute. In the final version, the paper will remain the opinion of the
authors and not as a statement of PPC or A.I.D.policy.. 

Belize--t\nalysis t)r the Development of the PID for Export Investlnent Credit Project: The
EEPA teani ;pet a lot of time with the Central BanK (part of GOB), raised many issues
with Bank personnel and then prepared a pos';.ion paper on behalf of the Mission topresent to the Ministry of Finance. The paper outlines the issues and findings of the
EEPA team and was designed to constitute tne starting point of an on-going dialogue between , I.D. and the Ministry. The Mission was particularly satisfied with the "mini
seminars" the team gave on the nature of the policy being discussed. The effectiveness
of this approach can not be measured because the Mission has had to put the project on
hold for reasons of decreased funds and lack of A.I.D. managerial personnel. 

Hondur,4s--Report ot the ffect of Policy upon Snall IIndustry DcveloplneQ,, The Missi.i.n feltthat the tElIA tcam had done a brilliant job of analyzing the data and cond i: ti g "mini
se'unilar ' with Nission and host-country personnel. The report contribtled to a PlI) and 
will lead to ;Iproject. 

Dominican Rcpuhlic -Rcport AnalysisinmI Hconoiic l)(olicy and Training lProject (April/May
1985): lhe ivIS)1is i utional 1 cnilory on this report. The Mission -cor*)mist had seen
it in the files whcn he caine to his post, but because the funds had been cut from the 
program for which this P D had been dCveo)ped, he has not read the report. He had no 
intorrilation olwhether host-country personnel were involved. 
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Tunisia--Evaluation and Strategy for "Private Sector Development: Policies, Past Activities and
Future 	Strategy" (Oct-Dec/85): The Mission was pleased with the evaluation, but felt
that it had over-shadowed the strategy development. The Mission coordinator stated that
they did not have a strong enough strategy for developing the private sector over the next 
four years and will have to begin again. 

CONCLUSION: SUSTAINABLE ?OLICY CHANGE HAS RESULTED FROM
SEVERAL EEPA TECHNICAL ASSISTANCE ACTIVITIES. SUCCESS APPEARS TOBE TIED TO EXTENSIVE INVOLVEMENT OF MISSION AND HOST COUNTRY
OFFICIALS; SUCCESSFUL PROCESSES FOR ACHIEVING THIS INVOLVEMENT 
SHOULD BE RECORDED AND INSTITUTiONALIZED. 

o 	 Many of the short-termn technical assistance projects have been highly praised by
the participating Mission personnel as being 1) professional and adequately
"high-powered," 2) instructional to Mission and Host country personnel, and 3)
essential to structuring and conducting policy dialogue. 

o 	 High levels of satisfaction have been reported by Mlissions who have received"seminars" during the process of the EEPA technical assistance. 

0 	 Findings are scattered throughout the final project papers. Attention should be
given to synthesizing these findings and sharinig them with the Agency. 

III. Recommended Changes 

A.ANALYTICAL THFFOCUSAND TECHNIQUE OF THE S&T PORTFOLIO AND THE 
.LS.AIDhllUYXJNS 

The EEPA Project is two sources of funding: Mission buy-ins and Central Bureau (S&T)
funding. Each funding source is eamiarked for specific activities. Mission buy-ins are to sup
port Mission enterprise and employment projects that are on-going or in the development 
process. 

S&Tr funds arC to foster research which produces findings of general interest to numerous A.I.D.
Central 	Bureaus and Missions. In tile case of the EEPA Project, S&T funds are to support: 

o 	 project management 

o 	 supplemental monies for Mission-based policy assessments 

o 	 collection and review of existing, no( -tarm-employmnt/labor-force data from 
establishment surveys, household censuses and samlle labor-force surveys 

o 	 exploration of' cmploymzent potential of various industries 

o 	 policy assistalluc ml long-terml projects 

O 	 establishment of appropriate inethodologies f)r obtaining data useful for cross
country comparsons and to west cetai i hypotheses on employment growth 

o 	 review of prior policy expcnence, 
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o preparation of state-of-the-art review 

o original research in selected participating Missions 

The EEPA Project budget includes $2,148,964 of S&T funds and $3,652,091 of Mission buy-ins
for a total of $5,652,091 over the life of tile contract. As of December 31, 1987, $1,260,527 ofS&T money and $887,466 of Mission Buy-ins had been spent. 

1. S&T Portfolio: Research match to Agency needs. As of December 31, HIID had1987,
presented its workplan and a summary of its research agenda for the -,nainder of the project.
Now is an ideal time to stop and consider the S&T portfolio and how well these research topics
correspond to what AIl). sta'"need to know to be more effective. 

Is..t tthi
hauhe client needs to kiloY! 

At present, the Project has limited means of measuring whether research is appropriately
focused to generate Iundings of the nature that could be useful to A.I.D. staff. 1-HID, DAI andMSU state that they have a mandate to do state-of-the-art research--a mandate that must coexistwith the ,ontractual obligation to g'enerate findings which could guide A.I.D. practitioners in 
progran design and implementation. 

The first part of the mandate has been achieved. As stated by Dr. Gregory above, the FProject

has developed state-of-the-art research. From this research, 
 he was able to summarize several
significant findings tlat could be important to A I.D. staff who design arid implement projects
and policy dialoiues. 

Whether the proposed research agenda addresses A.I.1). needs has yet to he tested. The initialresearch agenda was developed through discussions among the three institutions :intt the S&T
office. The contract envisioned that tie research agenda for the second half of the contract 
would be developed as the Project worked with tie Missions: 

specifically policy
series, aid estimates of emnployient potential. Then, on the basis of that research,
the early focUs oin technical assistance, and USAID consultations -all of, which
would clarify NMissiol needs and opportunities and provide both data and 

... on assesments and analyses, data collection including time 

experielce--claborate a more precise research agent a ,o he carricd out inainly
du rg the latter half 0f tile ProjcCt (I ill) (Contract, pag 9t. 

The Project nicds to d'in a i,;Iwas If synthcsi.ing what has been learned iii the Mission
projects and consider the research tIes1tionls remaii ing tunre s lvett. There shoul1 be, as required
by the Contract, a clear line generatcd rcsearchhctw,-en the Missiorl slnestions and a portion of 
the research ateilta 

The lrojc<:t cmtr"act 'tatr: lhe clltraCtoI ray I-oposC to ilp14IrCItt 11.S.-baseXd and/or
regional o.country-tbased wo(rkshops as a !ncaw), of knowhrItdiC disse-,mination a{dditional to tile
wrinti "reports and recsealch papers.') This is one dCsign to}Itdisseiiinatiort that could be used
by 1-1111) to tirceli inlilii,s and get additional tIII propo,,d iC.C;ich a!Cnlat;1 fo01feedback o):I tre 
AID. sa! 

Curltly, t:ec:tLA ik'Ced, to exane lCre';rCh IlCeds 11iCitJIl by [:or cxailple,hthe Aictiy
the PIoject has no0 \chicle to hear the 1l1}' 'in!; reqtuest t)r assistarIk heard hV the FITPA 
IEvaluation Team: 
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-The Project should develop, at least by the end of the Project, prescriptive models (non
econometric) on some rational, differentiated basis (regional, or size/complexity of 
economy, or inwardioutward orientation of economy) to present broadly to the field. 

-The Project should move quickly to informn tile field of credit policy that creates the 
least disruptive use Of loca. currency to provide credit to SMIIE. 

HILD's 'Program Budget for FY88 arid lPerspective for FY89 and FY90" outlines the proposed
research agenda to the end of the project (Note: This research agenda is currently under 
discussion). Some observations on the proposed content are: 

o 	 The S&T portfolio needs to include materials that co .icisclv present the findings 
to date. 

o 	 A dissemination design neecs to be udv.1 1oped that will insure that A.I.D. person
nel receive the findings in an effective mantner. 

o 	 HID needs to dc clopl a vehicle for testini,, the utility to A.[.D. of its proposed 
research ,,0nda. 

"0Thesetateril. and th,1 di, :tin titM plain :irc not in the annual plan or badget.
Tlhey il'Ana p,LlICd 111d dted 

o 	 A proj' 1111_1ti. ,ItwasxL~.n , ite(Ilircu if] the collnltct [no is (;Ic described
In the r In . ...\ final Icpont :toimally ,,tmaric, rindint, s, report; on
how staif', l tlt ' ','.erl e cnnploved wd displ'avs aC,-r npishntns of the con
tract. FlIh> rcpot !.,usualy written by th. Ina,' project manage-Project ".1 r ().I

(_'lv,,,ment tie. c ,oeoter pro duc t is intecudcd by tll t-FITA cosortium 
which 	 will c(),,[ '-.,2_1), 0() over ar Iah ve ruaat nent tin ,. Further, it is
proposed to qpe(nd '5195,204 of tie tn)u,. !'Or the final report in 1989, one year
before 	 the end of theccontract. (liWi-c S;,T cal ilapprove this Cxpnlditure, it will
need an outline ol the: !inal rcp(ort, cst:mats of the tinme that will be required tor 
developticlt .alti prodi'ton t tc report andi nes and rates of the proposed 
authors.) 

0 	 The h acndt vi,hc .c)ttd IS utoithl , 1nto the Coll"'.i t. It would be ap
propr t.itw-Y. I uev ionth, Int) the cm irict o the ,il',wcndato take 
place wvhrc, ]ticntrio1 rClev, t, VI.). lleeds Iol()I cLC c hc coridcrcd. 11111)ShOuld 	ex)lalin :n (:):cdeail] h., the rwlirc.:h liasawcndrt been dcvcloped and 
how i nl .n 10h I, S Al I) ,11,'I>)il-. h;>, :n!hbn n'endm .Ct:I 	 ' the 

RECOMMEIINIINS: S&T SII'II) lO,\l.xl.l.YREVIEVW,THEll,; 1"A ,I, NI),,\ A\ VII,..l~l2;++R 'If 

POSSIl IY A, SMI.\lINAl IH()R Si1 "I' A..l).
STAI'"--511,(.I) lHE' l)iVI,0I.( )lIlI) IN ()RI)I".R TOIN(1.1'I)E11*NIlR,r k\G I'(Y INIP I I' 

2. 	 IJ.SA.I.I) , I1,in l ' iv IMfl,1h,11 ta (\pl/llnm tIll IItheVin 	 ecthln (fictlSs
ing Contract ()b 111 w) t ',. \li\ ;fm !), In, ,I,.1 , ()%c, nltl'ntl', t,)ICuL" 1 1C)Ir 	 WtMnit 
Clelml[ l t .nn1i . plt , l 	 Irs ",c r iedylloy tnli Vtl p liHw '.\ p1nject 'tat?1 	 blyillsto illlslr that 1I1c', tlh1l wlm-Ii ;;i I IT'A n, 1 lte p)licy Ih.,ch )Ir.lcnrt Ill Iitla illleliciiig
t' nnplnylln ellt nj" t :Ind'nt>ttcthlat thin'' hiave ti[t0l';lt(tll ttlw l s,iVcvral btly-in 
pr p)r()he e',Oi:! 11 tenn.l ain'e timl rnttf l t tIw 
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The Project reports three difficulties in contracting buy ins: 1) a ceiling too low for funding
long-term projects, 2) attracting effectively the appropriate Missions who are dealing withpolicy issues effecting ,:mployment and enterprise, and 3) competition from other more en
do,' d A.I.D. policy projects which can afford to share the cost of the TA activity with the Mis
siori;. 

Don Snodgrass reported that the EEPA Project possibly could haw- contracted for long-term
projects in the Dominican Republic and in Indonesia except for the fact that the size of the ac
tiv 'aes would have exceeded the linits permitte,! by the Office of Contracts Management.(Also, there was a poli..-'tical-timing problem: the have more.DR may not wanted American
advisors in-country Cu:-ing an clection.) This is approximately $1 million per long-term project.Dr. Snodgrass wns under th:. impression that Projects in excess of $i million would require
conpetitive bids. 

At the approxitnaic halfwiy point of the contnict, the EEPA Project concedes a need to attract 
more Missions to its services. They have proposed to plaa for how they will gencrate this inter
est.
 

RECOMMENDATION: S&T AND I1lID SHOULD 
DEVELOP A MORE AGGRESSIVE MARKETING 
DES IGN. 

B IANAGERL. 

The Evaluatio 'catm feel,, that management pracices need to be improved in the areas of I)
reporting and ,noitoita ni, prit )iress on performance of' Project objectives 2) planning, budgeting
and irpleinen Iati ()f-. oikplans and 3) coordination ot the Project conSortiturn and mainainingquality ,ntio)l ,))lq<octt products. 

RejxnunLIII [lue 'cd pqu.ilt1,Iv letots () Nission l'\ pioject,.; ' hcrc ate no tluartcrly reports
1r11c 'Iioil 1 t: R',sMi lh.1 1 a pa. ttctilar problcr sncc therc is a igrcat deal of interest in tile

R\wand i.ta it-, wdni t i .vailc the ict thew tRI.NI-" pcoearn over and above 
the 11-P. l' :, 

CI.tqlued .umittl vnkplai,; lThc rwoiiuid ,vor.kplan do riot have irnetahlcs or schedules for
delz',erahle, nor do they eCxpltin ho 'Aill 1e doit,Mhat when. Tlhy fall short of the titleworkplan 

REC.O\MI,:NIDV'l(: S&'l' SHOL1.) LNIMIlASIZE 
TFI'E NEED ,)l 11111) RTO(MEET 111)()iiTIN(; RIE. 
QUIR iM INT.. 

16
 



ading scope of wrk or level of effori: The contract states that the Project has three pur
poses. The second, building a U.S. capacity to provide policy analysis assistance to U.S.A.I.D.
Missions, was envisioned in the Project Paper as being a significant effort of considerable mag
nitude. The selected contractor was to: 

coordinate a range of personnel from "senior economic advisors" to policy-analysis
generalists.. .a cadre of specialists of various sort';.,.dveloped in parallel with the 
development of economic gencralists, to perform tile specialized research and
analysis which generalists iiave identified as necessary in a given country
situation.... 

As mentioned above, the Evaluation Team sees this as an objective that could command Project 
resources. Because A.I.D. is notoriously short of irstitutional memory, because (though there 
are no plans to do so) the S&T/RD/EEI) contract monitor could be changed, and 0ecause the
Agency requires Project accounting, the Project staff and S&'T/RD/EED should clarify the
viability of this objective. Conceivably, the objective is no longer relevant to the Project, or 

List failed revortthe Project has j to on the actions it is taking to achieve tile ob.!e-ctive, or tile 
ftun.'tior is bcin, pcrforncd bv other contractors. 

One of several steps ,vouhl be inarigerially judicions: (I) the Et'. 1 A Consortium should review 
their contract g.oal of insotLit orio/ue twork b'iildirig and dCter nine what, if an v, additional actions
need to be taken to achieve tile objective, (2) a decision should be taken as to whether the pur
pose should '5 dropped (a change iin the scope of' work) and whether an adjustinit is rquired
il the level of effort or 3) S&'/RI)/IFI) coulh provide clarilc;ition for the Project file as to the 
stattis of the objective. 

RECOMME.NDA'1)ION: S&T/RD/II'EI ANI) IIID 
SOIOULI) FIORIAILlY CLARIY EIIRF()ICMANCE
REQUIRIMEN'S F(OR DIEVEI)PIN; ANI) COOR-
I)INATIN(; A NC''WORK OF IPA. ('ONSI.,TAN''S 

P ning. budgeun,:..ad i,nplcMIiLnI lhr orkplans providetiujcc: A;L\',iticy: Projct.v too 
little de1ail to eriabe I m iiiotur pi4)',w nor for 11111) to guidc subcontractor perfor
lIaIc "C. 

L " 

d 
, 

r !I; the C Utdd uhicontra toi, .ill .. rk iE ,,ethcr to achieve 
Owt. ohtjc:1% r, ([ 111cflt CMh'AIAk, 

I111) , cwl[lah 1 plill c . lplpi t,,t pcr 1tnh0urr AAr W ln subllmitscd s d 1,r it,, otu . tIHIl)
a %orkllan it -,i.,ld inet .'I k 4K.p.r\ rt;!' r:h. t:.utufir T110hel ls '. p rln 'h01id include: 

0 the o)bjcCrn',,s- O iW the \ ,11rthe :rtntt t 

0 the acll llc s :() Ichlce thee objcctlvs 

0 description (it-deh' >]r.nl, 

o Who is goillg to 1niplelnienit these activities 

0 lllea1111res iIur e*,iltllltn the 1c tICeS and deliverable. 
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It is critical that annual workplans be as specific as possible in planned tasks and targeted
achievements. 

RECOMMENDATION: A DETAILED WORKPLAN,
INCLUDING THE WORKPLANS OF TIlE SUB. 
CONTRACTORS, SHOULD BE PREPARED TO
ENABLE S&T TO MAKE FUNDING AND AD-
MINISTRATIVE DECISiONS AND TO ENABLE HIID 
TO MONITOR ITS OWN AND ITS SUBCONTRAC-
TORS PERFORMANCE. 

Budgetin: HIID is proposing to complete five additional research reports for $267,260 and
complete the final report for $269,640. An additional $306,960 will be used for management
costs (distributed among the thre organizations). 11111) is also submitting a "preferred variant"
budget 	in which they arc reque sting an additional $56,540 to enable a researcher to participate inthe final anal,,sis ot the Korea -Taiwan- Phil it)lincs-Thai land comparative report, $30,0()0 to
Compensate for wonic,s,hifted from travel and other direct Costs to increase MS U management, 
alld S59,397 to kcp ).\I's rc,,eirch ionies intact. 

The reqll tt 1t)r the 'picIcired vanr:.n t"--a increased in S&T pcratinrii monies - -is a reflection
that "...S&'l iu%,, c i> taily heavily cominttted to rhe point of ovelrcommitment and the Mission 
moley ,till l a )i.H!ihi1CaiJCe (,iioIfndercomritmntl" (l)on Snodrass at October 15. 1987 
revic v ieet [e A ojcc t rcticvin 	 costs from buy-inh I:. PIl ,ho uld he manaigcrwint

.udcts, hut II,.1%Id I,1 Lkifii, to .,L of the icsearch agienda.
S&lF to lllcce its ,1u)oort 

It is tfiIcuuit 1t0 :,11u 1 \Iat,:o , Icn to) ( etetel'll i+thee rcquets are reasonable because too
little detail Is,, n if) !)()h he w rkpLiun ,Iitthe hud , . .aci i,ig are the an swers to the followinlg qt1Ietiou',, 

k!(t) 	 Who ,11:1A 1i,t '0r htlo. tich time at what rates'? The answer must be given 
for 1111), \I S;I' 'ind DAI, 

o hat t.i.k, wLi . pl:tctl im aitnemcntr 	moilie'?
 

e0 	 W hat d;,1 Pik:I', t elltt -,tdoii ii tlketig? 

i mIi'. t t h. cst pi';il11i! Ote 
MeIIInu kO't, uilth 01 t ','ili niiist 1e pIiiirii , lc';h d intcractims be
tweenl thet illlttlt;flIm, it:lt lk,k Mer 1(ii.in flow, 'will this 'crossfertili ;tim u;e l i !! . 

o 	 %,hatl 11 ii t" ! I)iLn final report? DoCs this include 

0 	 AlL: NiI, i .tu!,i :.l , , i't i I! el , i ii iimueiiueiit Costs 
for lhe me' :1: t ::'l.'mt- NI, , ,ii " i, ' is'. fnu For\itticlini.1wl ' S'1,"[f

IIIliII,_ '!:;." I,vt*l l- di l1, 1'.d , [ c ,I h, :< , I('; 11 ' , 1q: . r rllttl 111"11111110 11l 
hudt h ill. " h.! ;' ! I:h ,:1 e, tl t ,tflir w riti: m.t I Ilit,,in 
1111'th tn. 11,11O i lmfd I- muji iilt( iiimtie huiiiet mIinthe( lu g-termi 
jproyech mi*i inet Ir bei tuei !(d tri ul mwe til itoiuld !1he one () piepare the
lep w Whi Ni I, .i1i F I it 
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o HID is reporting its budget requests as if the three institutions were in a joint
contract. Since HIID is prime and tile DAI and MSU are subcontractors, HIM)
may wish to reflect this reality in its budget proposal. To do so, would enable allparties to understate the demands of Project management and justify Project
management expenditures. 

RECOMMENDATION: S&T SHOULD REQUIRE A
DETAILED BUDGET IHIDFROM WHICH COR-
RESPONDS TO TiE PROPOSED WORKPLAN. 

Coordnaion f the Consortium ind Maintenance of Oualitv Control: Tile recommendationsmade by the Evaluation Team require that HID increase its supervision and coordination of itssubcontractors. The geographic separation of tihe consortiun members make an aggressive
coordination plan essential if the Project is to produce a product that is more than another series
of academic papers on emploviment and enterprise topics. 

Reports should be forwardcd to S&T/RD/EED after 1IlD has determined that the documents 
meet the quality standards of the EEPA Project. The Evaluation Team encountered situationswhere all the EIPA tembers had not received a document, while HIID has been asking severalA.I.D. officials to review the sz.me document for feedback. Consortium members have stated
that S&'/L)/11-D provided the first (and, in one case, the only) feedback they had received ontheir work. At the same time, the Project presented a document at an A.I.D.-sponsored seminaroil the lntortul I Sector without any review on tile part of tie office contracting the report.
A.I.D. is paying the [l-.PA contractors to coordinate its members, to produce reports its membess consider to he oft high quality and, where contracted to do so, to develop its reports through
customiary clcarancc procedures. 

RE'COMMENDATION: THE IIID WORKPLAN 
ShIOULI, DETAIL HO(W COORDMNATION OF THE 
PROJEI('T MEMIBERS TAKEWILl, PLACE; A
BUDGET SIIOULI) BE'I'ARMARKEI) FOR TillS 
C( )() )NATI ON. 

C. IM+AKE TLN6 

One of tie najOr on 1nha'. IE-PA staff and S&'1' personnel have expressed is that tile Mis-
Ston d. 'd hi', h, nt b(el as igreat as predicted by the Project Paper. Approximately
55 0! the pjci:tcd kut In tn,.iCs h:ve been obliaticd ;s of December 19S7. Our evaluationtask has, Inot hccn 1()*n~k heit" CrviCL-s hal"Ve- beCn but rather bow etfectivelywhy 1:-lA u)t tuscd,
thev h;1', hCii ned. 01h halsCr,Wtete1 I'CLvd(' lCiinrients and made observations that 
may bc t"'ntil to the. l+PA [Al inl nmnietandi thi, i . 

, "el.oitcd . ko,, the lea lh, t+tind little 1ant1liai ywxih thea Ir()jcct outside 
ot the tjilCe .: terol .()tI-I'. e ,,(()[)e rlisionl COi lst m alilked at the
beiiinrint111 tthe it civie A'th it hc 'lhC1 ie1111d accetSs to plcsilglotls econlomnists 
to ensre th,1n hr 1id the 'clnit" he nccded to conviticc tile Ministry of needed 
Ilfm lll?-,)
 

SevcIr A.I I), ptonilne kitmw of tie Il.edhol i Paper" but did not know that it 
WII. pall ol the I).()JCC[. 
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Possible explanations are: 

o 	 The three institutions have not developed a collective style or identity under the 
EEPA bann:r. As a result, visibility of the EEPA Project is minimal. The 
Development Studies Program stated that they have only recently heard of the 
project and its Discussion Paper Series. EEPA staff are not making presentations
beyond an established and somewhat limited A-D/W groap, , 1g, "These are 
the findings of three institutions pooling their considerable e 34.3e to deal with 
employment generation and SME support issues." 

0 No effort is made to write for the non-economist. The A.I.D. reality is that many
non-economists are developing employment and small enterprise support
projects. A.I.D. personnel have reported that they have read the titles of the 
reports and had no idea what type of information would be contained in the 
reports. While the Evaluation Tear is aware that much the EEPA Project
research is for economists working in very technical policy areas, a greater effort 
to reach a broader audience is necessary. 

o 	 Many of the documents arc bound in tile logos of the producing institutions and 
only a close reading revea,.Is that they are EEPA-generated materials. The EEPA 
logo needs to be on EEPA docunents and all EEPA consultants should carry
EEPA cards for distributi~n. 

Quite possibly, the products ol the project can best be prLsente(d in seminar sessions. Several
Missions reported ,:sfaction with E'PA teams that did an entry seminar and a closing session. 
Several Mission personnel haid little economic background anJ they stated that they needed the
assistance of the seminar to establish an appropriate framework in which to conduct policy
dialogue with host-country official s. 

Dr. Gregjor.', contracted to review the Discussion Papers, will have taken 15 days of directed 
reading to have uncovered and absorbed the findings. The Evaluation Team does not believe
that A.I.D. staff will have the motivation or "reading time" to get at the findings. The work of
FE-PA is not packaged to serve the AI.). client. Wily should tile client buy it'? 

RLCO\IIENJ)ATII)N: llll!) SHlOULI) )EVEILOP AMAR(.ETIN; iDESIG;N; THEIPIIMNTTO 
OF TIlE )ESI(;N SiUILI) iE EARMARKED IN 
TIlE IU1)(,E'I'. 
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EVALUATION FRAMEWORK
 

The Discussion papers and reports wilI be reviewed through the
 
following framework: 

-How do the EEPA publications contribute to current
 
development economics thinking? 

-How have data dnd information been gathered? What 
methodologies for data collection, information retrieval and 
policy analysis have been utilized? Are these methods 
current with developments in economics? How could it have 
been done better? 

-How have the findings reported ir the EEPA publications 
contributed to thinking about policy reform in developing 
countries? What new data has been developed that directs 
A.I.D. personnel towards resolution of development questions
 
and provides insight into the policy reform process? 

-What actions have been taken by the iEPA Project to ensure 
that The findings are available and accessible fo the 
Mission st,'ff and host-country nationals? How well do the 
summaries summarize? Which (how many) of the 
recommendations lead to or imply action? 

-What have been the Missions' reactions to the publications 
and their recommendations? How many Mission staff report 
having read them and applied the information? 

The long- ind short-term Technical Assistance projects will be 
evaluated throur1h interviews with the designated staff at each 
Missions and Central Bureau that have received the assistance. 
Interviews will center around the following questions: 

-Which of the FL PA docuiments have you read? How were they 
useful to you and your work? What applications have you 
been able to make of what you have read? 

-What wa'i the objectiv e of your technical ss istance 
project? How were host-country ofticials involved in the 
project? Whit po Licy quetion (;) was being considered? 
What was the nature of the Mi;s ion pro lect in which the 
pol icy ques.;tion!; were be,ing con:; de.red? 

-Descrioe *t ,owti ye m4,tho(s the EEPA technicil. a sistance 
team to;) ,,:; ure th,at: there was jenuine under!standing by 
part i: i,i t: i nI ho,;t country officals of the concept, benefits 
and imu,) ' iI: ,,mplO yment low could theyIt generation. 

have )0e t,t: r
 

-What Mi.;ion needs did tho EEPA technical ansistance 
project meet? How satisfied were you with the level of 
preparodnesr ind familiarity with the country-specific data 
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of the EEPA technical assistance team? What, if any, were
 
the differences, if any, between the way the TA team
 
interpreted their scope of work and your understanding of
 
the work to be done? Have A.I.D. rules and regulations been
 
observed?
 

-What questions are left unresolved by the EEPA technical
 
assistance project? What questions would you like to lave
 
resolved to assist you in promoting policy change in your
 
country?
 

-Who has benefited by the EEPA technical assistance project?
 
How?
 

-What policy reform has been begun or adopted a, a result of
 
the EEPA technical assistance project? What is the
 
probability of the impact of th i technical, assiscance
 
project being sustained in the host country?
 

The EEPA contractor, Harvard Institute of International 
Development (HIID) and its subcontractors, Michigan State 
University (MS[J) and Development Alternatives Inc. (DAI) will be 
interviewed regarding their conduct of the contract. Interviews 
will center around the following questions:
 

-How have you reviewed and screened proposed buy-ins? How
 
have the buy-ins contributed to the purpose of the EEPA
 
project?
 

-What lo you feel are your major iccompli,hments in terms of 
effectiv,.ly working with participating A.I.D. 11issi ons and 
Host C ont r 1.2 to ,engender venuinc under:3tanding by 
particioatinj hos;t c'ountri,.s of the concept, benefits and 
import n , .f ,,r. 1 cym, t ent:ir :it ion ? 

-Dec,: ib, the ;u idance you ha've. r,-,'_2 :ed from A.I.D./W. 
What i-; work ninwL.1 I ? What 3hould be improved? 

-Describe th proce7lur, /ou have !ie;,?,J to determine which 
paper:; ;houl 5e! written, or tecnnica i .;;i ;tance a-ssignment 
to accept. Whr, i iny, changes iro you, pLanninq to make 
in this proceodor, 2 

-How ha.; A.I.j. , n,tged .-hanne I - of ,ommun i ctions with 
Mis;Ion:; ntd iroJ t ';taf ? What is; work inq wel l.-' What can 
be donet t r 

-Wh a t n] .. reoquire d and tirme ne.#ded to compIe te Project 
ac t i/ I Ie i; the financ.a[ ;tatus of the contrac.t? 

-IHow r),]' , th'! lata and information genera:ed been 
d i ';!oemina ted? 
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-Has information on employment generation been shared (a) 
among different components of the project; (b) among 
countries; (c) within countries; and (d) beyond the project? 

-What plans do you have to improve existing information
 
dissemination mechanisms to enisure that employment
 
generation and enterprise development policies are
 
remembered?
 

-What questions should be resolved regirding emoloyment
 
generation in developing countries to enable A.I.D. to be 
more effective in fulfillinq it's mandate? 

fn the countries where the EEPA project has had short- or long
term projects, what is the Project's response to the following 
questions:
 

What practices in developing countries have fostered or
 
hampered formulation and adoption of employmenc generation
 
policies?
 

What are the key institutional constraints to developing, 
introducing, and managing employment generation policies? 
What progress has been made toward- meeting these
 
institutional development needs? What institutional 
development activities is the Project planning to in-tiate
 
in order to achieve project objectives?
 

Describe how you have built (selected or trained) your core 
consulting group. Describe how this core zonsulting group 
has worked with participant organizations to broaden the
 
base of trained expertise.
 

Are host-country implemc' tation structures functioning 
effectively? Have they provided sufficient organizational 
stability for the project? Should changes be made in these 
arrangements? 

What is the probability of the impact of the project being 
sustained in the Yoi3t countries?
 

The Evalu.3tlan Team has been asked to assess the contractor in 
terms of the following questions:
 

Are there sufficient funds and time remaining in the project 
and contracts to complete activities? What is the financial 
status of the contracts? 
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In order to determine the answers, the prime contractor (HIID)
 
will 	be asked for: 

o 	 a workplan detailing the activities, schedule and 
personnel use for the remaining contract period 

o 	 a budget illustrating how these activities are costed
 

an accounting of actual funds available and descriptiono 

of the short-fall, if any.
 

In order to compare the directions taken by the Project against
 
the needs of the Agency, the Evaluation Team will, in addition to 
interviewing A.I.D. personnel directly involved with with the 
EEPA 	consulting projects, interview Central Bureau personnel with
 
responsibility for policy and project development involving 
employment generation. Interviews will center around the
 
following questions:
 

-What questions most concern you about employment generation
 
and A.I.D.'s directive to promote policy dialogue around 
disfunctional employment policies? Said another way, what
 
do you need to know about employment policy in order to make
 
you more effective in developing policy and programs? 

-Which of the EEPA documents have you read? How were they 
useful to you and your work? What applications have you 
been able to make of what you have read? 
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An Evaluation of EEAP Discussion Papers
 

Peter Gregory
 

This report includes a review and evaluation of thirteen EEAP discussion 
papers ar two additional EFA-supported papers as part of the Mid-term Eva
luation of the Employrayt ard Enterprise Policy Analysis Project (EEAP). (See 
Exhibit I for a listing of the papers reviewed.) The report is organized as 
fol lows. An intrcxiuctor s(.otion est-ibl ishes the term of refereiice that guide 
the evaluation ary] ccmTynts in oeneral teinms on the nature ani quality of the 
papers. The followinq tive sf-ctLu'iL -traut- (iIKI cunmaawt on the n-ijor theTes 
cover& hv -'V papers. I have 1 imited the selection of themes to thcse that 

.•would appea to L*e ax-st relevant to A.I.D. in piinninq and evaluating projects 
in support of rr-wlcyn.nt rcwth anil the rolo of :sminl 1 enterpriL!e develop nt 
as an tnstumr nt of such grcwth. In te final section I surrearize sor of the 
policy rrplicaticns that can be drawn frcci tl'e s tudies under reviw. 

Iint rc(dIct icn 

An exp 12c2 t 'I:c1' U.. P s;sa o dee1ei countries is 
the promticn of the ;rill1- andrK I;usrp , s stector. This objective 

s',21 cut in !ho, pro',eotandJ its raticni le are I.I1a}s fol c%..s paper, "PEaployment 
and EnterTpr:se cy Analysis datedJulyPol ;uelrt," 1983: 

'Ibhe cb)ctJ. v, projct to e 1 yu.ntV)f thI.1s i: prroot:e e) 
generat on and sm-11 1 and medlum ±ente pr.so (SME) 
develcFAnt in L4 .s and rvlore.y prcxduc, _1Le efficient 
and ,cuithle patterr.,; of apitil xid lahu)r use, ricn
ally as "wiias hy ,nter;rl, sc.ale. Assistarc, provided
under te r 7,2t sho:l d resultIn accCuntl forA-
increa.,. A I .hr;of (I etao rumnalryltural emly
navnt and1 (1i) tie tta l nunmr t ,fnterpr: so.* At a more 
Rrcro wT>nmic level, it Should also :tleult in, , v'xl 
capita 1- 1aLer and captLti I-out, u t. rat and IWcrease 
in the ,.,.nry of ,.cynmrnt: to hV c;ncn- ant:- in large
scale ent, rpr:sos and uttvin re oICns." 

,wpwt of 
regardin;g the irn,.A: !hat the, ' .rwt! =11 I- AN swhi.amI-'; riterprises 

As can t en, "h,. pro,1wV d,[-iart frsi in *n set assumptions 
:of Ii-I 

would have on ,,ff icionny in ;h,, ial locat:ion o: :,,;eurces in IAY:. These are 
dssuwntlcmn; th'Jt ha'e' rccr eto) :o rtart irclof t.- :wiw'.Pt icu-l wis:domn of
the t'O..f(XfI]r0 d'''10 1 ;: ,rtl ynr?T|Tl ',,. "Th1at ti'.: shot:l,I i ' :;c) ',; ot't :.;",Fr IY. 

The *7nTY:r(;encf' ci a -r cCn::enI'A; [V.?' he V 15 I 5'' 1(2?WI 1'r)n'dm('An*-1,-


,
;t-ratf . xj,-r ,v,, w',-'Aintr ,:s ''.' ' mraI': q1:' .' ednq AIVr on 
F ] : ; : t n, q ,H t , "o: ' ni rTTX .¢: r ! -_ ] I t 'I [ , l l~ t ( V A;) . I n , "- wn; , w 'qt7,t t o y'p 

hs;2 r:'''; hay.', L','r: , ,d wv,., iv 1w A';.';in ,': : I 1: I , ',l :nt Am , '.:l , I': 

o, I .1 ,i *' r ed 04m-rI , ..FP1's s Q! 1 1,,"';l - ' ,; ,-,'' ' y J !hallLeon o,: 

d wth t w-i],i,.11 , ,): :rW.,.cie.ncy tf ISI -- ;r, i , 'a'' l t iIdde"INo W N n'wly 

.np tw:;a,i vi erd ,t:t11,,,1 :1a i til it ntrttq 1t r ". 

"flu'; i [iia'1en;' e r;r t lt, Wh I.C , 'ihal'; r q, INi '11,;jqI ein2c wa"nU.!; of 
LD7Th, a m,)ro of! ici:''nt ;#- of rwo;)ircuos ,;)umld t," ,cbiC'ove in ;mal I enter
pris.';. :;r;co r .';(JIx ,:;s, ,';[,-st ly cap.till , 'wmild be rrire int:ensu v,,ly usemd 
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* 

there. The Iec1n is ePlncsI in un1 .enteprisescan be expected to. be 
more "aPpropriate to the resource endowments of LCs. Implied by this is a 

greterOMPO~mntof labor per unit of output. While output per wcrker would
be less than that achievable in the capital-intensive IS! sector, an ex6ecta

tiatlabr would be priced'at a wage closer to-its social opportunity
cost than is likely in the large-enterprise sector further implies that indus
trial employment would be enhanced. Finally# tis alteriative pattern of 
development would be expected to lead to a more egalitarian distribution of 
income than has been evidenced by countries opting for IS! with a large
enterprise bias. 

* 

This scenario has been widely accepted as an article of faith. Until 
recentlyi, a firm empir'ical basis for the presumed advantages of small enter
prises has be lacking. The MP discussion papers reviewed here havemrde 
the testing of these assumptions one of their central conoerns. They have done 
so# not only by reviewing the existing literature on the perforance of SKMs 
but also by reporting on original research by the authors that extends the 
frontiers of our knowledge. 

On the whole, this is an impressive collection of papers. The range of 
issues treated is broad and includes most of those relevant to A.4.D, policy-.
making. Most of the authors have had extensive experience in the field of 

* 

economic development and are skil led practitioners of their trade. The re
search underlying the papers was careful ly undertaken, appl yncneioz
tecniues of investigation. Not only are the findings clearly entifiedbut 

Salso their limitations, for policy-miaking ae elicitely set forth. ihile
uch of the conventional wisdom~ regarding the perfxm e of 5)MZ@ receives at 
least sonw spirical support, the findings also sound some notes of caution in 
those areas in %tichthe spirical evidence has yielded mixced results. 

As noted abovet each of the five sections that fol low addresses one of 
the important thwnes treated in the papers. The nuvbers that appear in paren
theses throughout these sections refer to the discussion pappe that consti
tute the source of my discussion. The nwrbers refer to the listn of papers 
as it appears in Exhibit 1 at the end of this report. 

II. Sources of Bias or Discrimination Against Sills 

* 

Countries that have followed a strategy of IS! that is also inward
looking have generalI ly adoptud ntumrous measures that have served to favor the 
growth and survival of large enterprises while dsrinting against Sills
These measures have the effect of providing access by large enterprises to 
resources on preferential term thas endwing them with a competitive advan
tage over SM~s. Theu reviewod naners have identified several of the most fro
quently encountered types of pol iis that serve to discriminate against SM~. 
(1, 4, 5, 6t 7, O 1344) Those Can be swOrV Ilzed briefly s fol lowst 

* 

* 

4) ISI derives its impetus from a foreign trade regime that is heavily protec
tionist. High tariffs are levied on most commodities including industrial 
inputs. Hiowever# one of the incentives offered to prospective investors in 
industr=i an exemption from payment of duties on imports of capital and 
in'~t goods. large firmw may also succeed in establishing direct access 

to external sources of supply tUs obviating a recouse to intermediaries in 
cotrst S~sdo not enjoy smla acess to imorted access toip ~ 

reletthe fullI burden of the duadep ricftheirse rices,s..- 44: * 

biThe maintenance of overvalued ehange rates by many LIDCs provides an 



additional1 source of bias against sm2 1 firm. Because the price of foreign 
exchange 	 is below the equilibrium price this gives rise to excess demand, 
necessitating theadoption of administrative procedures for rationing the 
available supply. large firm are more likel than small firms to receive 
prerenl eao~n -foreign-exchange-at-th oes t-favo rab I e-pr ice.-,s'Ato o 
resul t# prices of imported capital and other inputs will be lower to such 
fm than to those without preferential access. 

c) It is a common practice for L1Cs to establish controls over the terms on 
which credit is extended by comercial banks. Interest rates below an level, 
and often at negative real levels, represent a subsidy to borrowers with 
Acces to formal lenders Since credit is priced below its equilibrium level, 
excess demnd will prevail. Under such conditions, banks are likely to favor 
large established firmo which are perceived Io be better credit risks. Most 
s- 11i.firms do not enjoy access to formal source of credit and must have 

* - recourse to informal lending sources at interest rates that more closely 
approximate the social opportunity cost of funds. Goverient development banks 
may offer terms even more favorable than those of the commercial banking 
system Further, they are also more likely to stand ready to assist large 
rather than sml enterprises. 

* 	 d) The compliance of large firms with legal minimum w'age regulations and 
payroll tax requirements might appear to redress sore of their advantage over 
the smallest enterprises The latter frequently escape the Iipact of the full 
legal requirements governing the terms of emp~loyment and pay lowr wages that 
more nearly reflect the true opportunity cost of labor. while an enterprise 
may succeed In evading the legal requirements as long as it is very small, the 

* 	 existence of those requirements poses a formidable obstacle to its growth.
Passage over the boundary bebeen small1 and medium size imposes a very sub
stantial 	 "tax" in the form of a sharp increase in the wage bill as compliance
becomes obligatory. 

d) Even when the prevailing regimes of subsidies and distorted prices are not 
* 	 specifical ly earmrked for firm of some minimtum size but are theoretical ly

available to all, small firmu may be discriminated against. Generally, the 
exploitation of such opportunities depend on the succesful scaling of the 
bureaucratic waslls. For small firme, the transaction costs associated with the 
qualifying process are likely to be very large relative to the size of the 
benefits, thus discoiuraging any attmpt to obtain access. Furthermore, sinalI1 

* 	 enterprises may not be ful ly informed regarding the avai lability of coces
sions even when they might be able to qualify. Because the numrber and size of 
distortions is likely to be greater in countries pursuing IS1 rather than an 
export orientation, the obstacles to the survival and growth of SMEs are 
likely to be more significant in the former. However, the latter are not free 
of similar biame, though sone of these may be quite unintentional. 

This list is far from an exhaustive conpendium of sources of discrimina
tion against small enterprises, though these are likely to represent the most 
significant ones. In addition, there may be licensing or zoning regulation~s#
which pose obstacles to growth. Some of these might be surmountable were in 
nut for the fact that sall enterprises suffer from a fundamental weakness 
their lack of economic or political clout. In any confrontation with the 
goverINsnt biweaiacracy, the SWI cannot command'the respect and consideration 

acodedto 	a 1large enterprise 
: ... LAI

III, Dtzminats of the Size Distribution of Firms 

Virtual ly al I the papers reviewed include discussions of factors that ane 



relevant for the survival and growth of SMEs and thus have implications for 
the size distribution of firms. However, the determinants of that distribution 
were an explicit concern of a smaller number. (1, 2, 5, 6, 7, 8, and 14) 
Available empirical information indicates that there are substantial differ
ences among countries in the size distribution of firms and of employment. 
Some of these differences are associated with differences in the stage of
 
economic development. As development proceeds and the income Tevels of the 
population increase, there is a tendency for increasing consumption of goods 
that, for technological reasons such as economies of scale, are produced in 
large enterprises. Thus, in higly developed countries, the proportion of 
employment found in the SME industrial sector is smal ler than it is in coun
tries at an early stage of industrialization. To be sure, there are also 
intra-industry differences in the distribution of employment over various 
sized establishments. But for the economy as a whole, the composition of
 
demand for goods is a more important determinavnt of the size distribution of 
firms. Cbviously, the ccmposition of demand for dcstic goods will also be a 
function of the trade regina_ in place. 

There arre also differences in the size distribution of firm; anrinq coun
tries at simi lar stages of development. If SMEsh are underrepreseented in a 
particular cc~intry as conrqlrazd to others with a similar p,4r capita incut, one 
should look for an expl,:awtion to the impact of policy-induced distortons 
that bias output toward those industries in which large firm:; :,d to domi
nate. 

The birth anid ,;urviva1 of s 11Irl,nte.prises appears to be clc:]ely asso
ciated with the performance of the agricultural sector in poor countries. 
Increases in fan, inccmr: are an ifrrortant source of sti-mulus to the creation 
of smal 1 enterprises located in rural areas. Increasing irccros oem, ref lec
ted in an increased d( mrxi for sLpl con:sumptt:cn gc<x(s as well as for sinple 
farm Imr- 1 m, rt:;, oth ca te iorr s of goods can L,- producd at c mpet tive 
price!; in 'smal I , nt,,rpr :.o;, particula 1y if the rural zone is rv lative1y 
iso latet(d "' zab 1 rban center.; by reason either of physica 1 distance or 
high transprt: cost:s. However, over time, a continued incr-ase in rural in
ccws w1 1 1 L'? accc"nw lld by a shift in consiiiryn tostes in favor of goods of 
hiqher ca,.ility and I-cphistication that are normal ly producc4d in larmie estab
1ishonIt:;. 

An on ,r ,:t: .ng findiag rexorted by Biggcs ad Q~xmhelm (6) is; that across 
countrle;, the share of nmnufacturing outpxut pr<_xucx1 by large firrms l nany 
indus;tr i es varies I i tt e. This in turn mean:; th,,t t,,: share of .ma 1I and 
a-dI it1n fit IRS tyiether i:; also likely to be ;ta:b e for- th,,:;v :;aITV ldu;tries. 
This; imp 1 i ,:; -- at:-cor, p..,t:it-on for imirk,, V ha , h.w,1'r t-he lar;, ,inr other 
firm:; doe4:; n ft a ct share the , . ; m' '-u It.,; a, 'h,' 1- 1i 11 : u Ir, y in 
red ui ;t I t ten of ( 2t~rlt: a1s 1t ' 11n 1i~ P1,I I Ind 1t~ 1 1 1 i r1T nvv ,i'as~ III I fhr.f 
t.1,1t: "sI,,k t 1 ru,1 t,, ';TrLI - ,'r t ,te rpr;, ;at,' I b,!lv to rII, t h ,.:1I',';,', not 
of I , i r ir; ,, Lu11 )f I2zi Ps. ; -1l:ca ;uIr tf tht r 1;' 

tI lat I i, Id i[t,'f i :)I thit hive hias';," ndus2 ' .i;: , wi: d thI 
] ,a r ,;,t -- , tl [ i ! : , , , ' , . ] ] , , r. ) I ) H ¢ r f , l ; l > l € 1 ! ;;:I ,, ''I , -I[ [p i .; ,, 

[)rrvi t, ttior,,, 1 it sen hlt . ',, :l., Li m .eirth of
,,rn) l:/tr ,,'; hi':. '1n , tI ' useIs 2 ure" f'. r . r' !. 1- rl. II-' W!To;!t . In 

nriny prr Iu,:?., :It.-1 r i,',;, t 1"( '171T 1t [)(- tri t I(,n ,' t? .smr-:rli ,'ctA
vit.! ry y '.;tv a eI w%!;i 11'ev'V 'r,-, 1 'o11.ti (j tif en 'A f ,Ir :I, it. I fu 1 1.1 

I:# y -1f]effir ei~ I(-:i, !'V7'!",I! thI 1,; le ' , 1n. 



IV. Econcmic Efficiency of Establishments 
of Different Sizes 

It wil l be recal led that, in the Introduction, one of the premises under
lying the desirability of promting the growth of the SME sector was that it 
made more efficient use of scarce resources and provided more employment than 
did the large. This premise has been subject to only a limited amount of 
rigorcus empirical testing to date. The results of the available studies do 
not permit of easy generalizations that provide a guide to policy in all 
settings. (2,14) The enpirical evidence drawn from LDCs reveals substantial 
differences in production techniques and efficiency even within narrowly
defined industries. A large number of reasons "or these differences can be 
offered including differences in the ages of firms and ir. the vint:ages of 
their capital equipmnt, different expectations concerning future factor price 
ratios, differing degrees of distortions in factor prices facinu firms of 
different sizes, differing entrepreneurial abilities, differing deqrees of 
market imptrfection, etc. (2, pp. 6-7). 

Econcmists distinguish lxbtween tr broad scurces of inefficincy. Techni
cal ieffici 2 - results frco thle failure of an enterprise to nuxiimzeotp 
r-n any given set of inp[Ats. Al locative inefficiency reflects the inability 
to select" an optimvl level or T-i& -of--nputs, given prevai ling factor prices. 
Were market itn,fcticn : exist and prices diverge frcn the social cpportuni
ty cost of factors of production, one must: further differentiate between 
private and social a liocative inefficienc. An enterprise may successfully 
minimize its costs of production while failing to minimize social opxportunity 
costs of productiorL Pesponding to actual factor prices, a firn ny choose an 
operating scale or factor prcportions that are privately profitable but that 
are inappropriate frcn a social point of vie-w. 

There exist! a wide range of methods re lat economicfor measuring i.y
efficiency in LDCXs. The most cormmonly employed measures havfe been partial
productivity indexes, usually cuput-capital or capital-labor ratios. Such 
empirica] ly dorivl mea!sures suggest th it, in the aggregate for the ,ndustrial 
sector, the fixed capital--labor ratio is 1(7,Ar in smnl 1 than in large enter
prises, t :;,t , the fct.,rr are ore labor int,.nsiye. Hc4wever, th 2- -bserved 
relationrhip ,o,,; not: ncoessarily hold wten aiat are disaggregatei en a nir
rcwer indu t oro produt: ha:is. 

he eo vld,'nce With v';F, ct to capit il prodhuctivity is mjxed. A ,;m7,.TkZry of 
findings drawn f rem 12 cciu t:ri.e uggests that t: i s hi qhes t in :;, 11 and 
med iun-s Izd firms (up to '0 tkr:;) in 9; the :;m I lest ,;lzed ent.epr ISes (1
10 "wrker:) ,pF ,ri tf mike the ru!t effic,et i!;e of capital in 7 ()1- the 12. 
(14, pp. 67-69) Cri th, other hand, siome rese,archf:r; report that, wit hin the 

, [)r,t rr,1)i t ai [IfilCt I vI ty of 'M 1 1 es t: ,n t.orpri:;, ; (1-10 .A)rkors) is 
,;: th n h, t )tliher !;i ' group;. (Ohkaw'I ard 't j ima , 14, n. 68) Thisroncl,1 us tion ,5;;11% rt,. L'y I. it tl 1. h1o re:v i w:; :;, vera I .:;nu1i i1 :,:t r, [; tudies 

andt cone: odel,:; t bat r'.UiitA. 1 pr(.hiet iv 1ty j:4',lk:; rn th,. med Ii..irn-:; ji' e..rprise of 
20-200 ',,rk,.r :. iI 4, p". 'A) r)i:;aqq(rga':ing !tv, ,n ir~]h:t rv-:;F.,:li : ve 1 for 
Korea,, }to r#',f r t, i t he, ;.Ikiri oi pr' utj t i Ilin rl;is withl %0-%00 '_ )kers inl
two-t~h i r ht,' ee:11,;. (14, p. 6(3) ft 

.0 tprhi1(1;(1':rge; '1 h r1 ,1 8) ;( , I)I8Ivit' ';Dueh ,1:; t , ;iti ' i 1- :,)t fJl :;itI hIfctor 

t'/. Ieu,'l r ,;r t,'.r~t. vi11 tm ' 1:; ('"u,( of ,-rfiijt.,0Lion. H[..:ver, t he/ overclook the
*Oxl.i;teri](e o)l r:;oq e' ; 'Ihir Ilr canpit li thit irniy 1:4-!;C.rc and ly riot take 

into .ceounit , " le' fje.? w,'e,; t:he mairketk arid ;.oci a 1 f)ri-o; of inputs. 
Thirlor., r,,eate-r re li,iane i.; hx inr plIcfdr n brrxoader RV-anurels of efficiecy 
;such v': I t- I' 11lo. w ,ddvd t o t'ot;Il cost s of iiputs valued at.lx c 'i ,,.A 114! 



market and social prices for measuring relative relative economic efficiency; 
total factor productivity measures assess differences in the ility-t f -inter
prises to maximize output from a given set of factor services, that is, 
technical efficiency; the production frontier approach to total factor 
productivity relates the enterprise's value added to its use of scarce 
resources by reference to a production frontiEr function that permits the
decomposition of economic efficiency into its two cornone-nts, technical and 
al locative; ari profit functions that measure differenc s among enterprises in 
both technical and allocative efficiency. Of these various measures, total 
factor productivity is generally considered the best single measure of effi
ciency. It should be noted, however, that all these approaches pose large
demand- for reliable data that can rarely be fully satisfied in LDCs. There
fore, one is advised to treat a I such measures with care, recognizing that 
the reliability of the fasure is only as good as that of the data empluyed. 

Having entered thiat caveat, we can now turn to the small number of 
empirical studies at hand drawn from a variety of different settings that
employ these broader measures of factor productivity. These do not easily 
lead to a sinrgle set of generalizations regarding the relative efficiency of
different sized production units. For exanple, contrary to the cosnonly held 
view that smaI 1 enterprises are the most efficient- employers of resources,
Ho's study eniloying total factor productivity ratios and based on data drawn 
from Korea and Taiwan reports that enterprises with fewer than 1.00 workers 
were realtively most efficient in only a limited number of industries and in 
half )f these, the most efficient size was the medium category with 50-99
workers. (2, p. 35) Another study by Ho based on Korean data drawn from a 
large number of narrowly defined industries concluded that, in many indus
tries, not only are large enterprises more productive than sml 1 but they are 
also more labor intensive. Furthermore, he concludes that smal 1 enterprises
cannot be counted on to create large amounts of employment because they are 
efficient in too small a number of industries. (2, p.36; 14, p. 70) 

Social benefit-cost ratios have been corrputed on the basis of domestic 
prices for a small number of non-durable goods and metal products industries 
in three countries, Sierra Leone, Honduras, and Jamaica. This study found that 
smal 1 firm:s with f( r than 50 employees mde more efficient use of resources 
in 10 of the 12 cases examined. (7, pp. 15-17; 14, p. 73) For Sierra Leone it 
was also p[cssible to evaluate t-he social benefit-cost ratio when output was 
valued at world rather than domestic prices. While the benefit-cost ratios 
declined for both the large and smal 1 firms, they declined rTtch more for the 
large and were e-qual to less than one in all but one of seven product groups 
among the large-firm group whereas they exceeded one in al1 but one (furni
ture) within the set of sma I1 firms. (14, p. 75) 

Another ,benefit-nst anilys is attributed to Ccrt,!,.e, B rry, and lshaq has
been app 1i ed to rrtaI -,arking and food prcressing fi rm's ranging in -.ize from 3 
to 100 workors i n Colombi a. Thi; study found that the social hor'nfit-cost 
ratios for LotWf indt::tries increa!ed with firm 'size though the_ y wei e greater
than onf. for a I1 size, groups. (14, p. 70) A forthcoming work by Little,
MazminrIr and Page t.; ci t<d a; concluding that: the evidence drawn frcm surveys
of narrowl Iydelned inustries in liha, Col ibinbia, the Philippines, and else
where is:;iqn:; no general val idity to th(! proR;it ion that survl1, and especial
ly very m1, , IrTvinufacturing enterprises are re laf-ively more effici(mt users 
of res.';ources than are large firrw;. (15, p. 54) 

Finlly, t:he fizo3ing of Linc olin and Mead provide further insights into 
the efficiency differ(-,:ncen amry very small onterpri.ses ranging from a one
xerson enterprise to one employingj up to fifty workers. The data are drawn 



principally from Egypt, Jamaica, Honduras, and Sierra Leone. (14, pp. 74-89)
 
The findings focus on the returns toprises aggregata labor and profitability of small enterin the as well aa disaggregated by prcduct group aid size of
enterprise. In general, the findings indicate that these smai 1 enterprisesappear to be economically efficient, The returns to laor are ccract-ably inexcess of the shadow price of labor and they generate pX itive prorits. 

The findings also emphasize the iqxrtance of disaqgreeaticn to narrowly
defined activities since the aggregate lata conceal a wide Df variationrangein returns to labor and profitability. rn general, it would aprz:u that there
is a positive relationship betoecn the returns to latDr and size even if onerestrict the investigation to enterprises with fever tnan 10 workers. Even
within narrowly defined product groups, differences in returns ate noted as
between products of high quality and those that are icw cost. Particularly
notable is the finding for one-person e nterprises; these appar to yield
profits that are either very close to zero or actuil ly nreative 1n st cases. 
Other distinctions that seered to be a3sociated with differences ;n efficiencyincluded the presence of hired labor (positive), the size or th, co, munity
(positive), whether the enterprise was home-based or opera ting outs de the 
home (the latter being nure efficient). 

The findings that very:;j 11 enterrise.s are efficient niit. . treateol
with care. It is to be noted that some of these conclusions art, based on avery sinmil I nunt.or of product groups that have traditicnal lY been classified as
labor intensive in prcduction: dresrwiking, tailoring, ;hoes, ti!s, furniture, crafts, baked gccds, and repair services. The survival ct mril enter
prises in these areas in itself should be suggestive that they are economically viable, reflecting, ancng other factors, a relative uninportance of econo
mies of scale. HFfcoaver, the efficiency of s-Al enter)rises in these particular areas cannot be interpreted as holdinc for similar enterprises in other
product 1ines. 

It slDuld also be [pointed out that the findings reported here are derived
from a cons ideration of enterprises in existence at a mcwnt of tim. As such,the return-, to investmoent in smal I enterprises are limited to those that havesurvived to the time of the survey. If returns to a universe of "mal I firms over time were to be considered, these might prove to b, less .ncouraging.

It-hienrry of srraI 1 enterprises into the surv, red ftie d; is ,a,,v h, failure
rate is also much hiqher than it is amono larger enterpri:]es. Thus, if the
observrxi rates of return to investicrnt in a rNl 1l ,nterprise ,N' ' ihtd by
the probability of failure, the ,oxpected rate!; of returns may 
 prove to be
substantial ly less favorable. 

in shnrt, far frcn oursnv :,o,are fina ing in itlon 0 4hh , canake n-iry genera li :ation.; about. the econo lC ,,ft i'cyn of :rmi ,'t1 rpr ises.
Howemver, the diversity of the rcx)rted find i nos dos s :1,!;Iest !o , N policy

niti t .ies intended to promote a faster rate at o r wt h of ,'mr" ('iym:nt byencouraginog 'ho, growth of a :;rnal 11entrpri.'f. :;ecf-or ni,,d #') plr" ' e(d, with
caution and with cons ide.raible prior research into thf prrbhal, ofv :.. lity
different Forms prct.: activity. I wi I 1 t-, tof ytve rturr i : -,:,f!ftt.ion of
the relevance of the firxi ing:; of the Iit -. t: r, r I'AI fl:v; :, , rrcxiram.; 
at a later p.oint: in this rerurt. 

Case:; T'I'aV. The S['4fi F i c of wan aInd F)1r,', 

Four of the papr; .ea I t;.s;IAcif ivi; 1 iwi orha,i ]dTiwmin, cokintriesthat have frequently h#,en held up as model1; to he emilla-td hy ofher LDC.s.
(8,11,12 ,arJ 13) Both have- foxp'ri .no-l rapid Iand ! i;:ta iled Ijrowth in rVP and 
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per capita incomes fueled by the prootion of exports. Both have witneaeo d 
rapid expansion of employment in manufacturing activities and at rapidly
rising real wages. While the countries share these outcomes, it can hardly be 
said that they have traveled similar paths in arriving there. Thi;3 is reflec
ted in a sharp contrast between the structures of their manufacturing sectors.
On the one hand, Taiwan evinces a large concentration of employment in enter
prises of mdium size, an observation that wuld seem to support the desirabi
lity of supporting SMEs as an efficient response to the employment problem. On
the other hand, Korea displays a radically different structure, with employ
ment concentrated in large enterprises, an observation that might appear to be 
at variance with one's expectations. What these two case studies suggest is 
that, if the goal is to promote the growth of industrial employment, there is 
more than one approach that may be feasible. 

The difference in the industrial structures of these countries is traced 
to institutional factors and to significant differences in the level of de
velopment at the initiation of rapid industrialization. In Korea, the concen
tration of employment in very large firms is attributed to a high degree of 
government intervention in shaping the industrialization process, motivated,
in part, by significant instances of market failure. The relationship betwen 
government and large private can best be described a3the sector "collabora
tive" and favoring it by facilitating its access to incentives and subsidies. 
In an environment of l imited skills, the Korean government's strategy might be
viewed as one that minimized the transaction costs of dealing with the indus
trial ized sector.
 

The industrialization of Taiwan took place within a very different econo
mic and political environment. The division of functions along ethnic lines 
Chinese holding political power and Taiwanese doinating economic activity,
discouraged direct intervention in fostering industrial ization. Government 
intervention has taken the form of that have beencontrols characterized as 
more punative than promotional, that is, posing implicit threats to firms to
adapt to governnent objectives or risk incurring the latter's wrath. (8, p.22)
A significant difference was its larger endcwent of skil led human resources, 
a product of the migration to Taiwan from the mainland after the fall of 
Chiang government. An endogenous capacity for innovation and product develop
ment and improvement has played an important role in motivating the appearance 
of new enterprises. Subcontracting arrangements have proliferated. 

Both forms of organization, however, have proved to be ecornomically 
efficient. In Korea, vertically integrated large firms have proved to be
efficient users of resources and are no less labor intensive than soal1 firms. 
The production function in many industries appears to be characterized by

constant proportions of labor to capital. The greater concentration and li
mited corpetitiveness of markets *ias not inhibited the achievement of efficie
ncy, thanks to the effective use of incentives and pressures from government. 

The transformation of the two economies into dynamic exporters did not occur as 
a simple response to market forces. Pather it was a response to
 
opportunities created by Japanese firm- that sought low-cost sources of goods
for use in Japan. Along with access to a ready-made market came access to
 
technology. The evolution to a diversified export structure and international 
market fol lowed the acquisition of that initial experience. 

The difference in the size structure of industry in the two countries is
also reflected in the source of exports. In Korea, the bulk of exports is 
produced in large firm while medium-sized firm,- predominate in Taiwan. Korean 
exports tend to be the product. of direct contracts between large producers and 



larje buyers. In contrast, in Taiwan, large nune.rs of traders have earxred 
as intermediaries between producers and overseas buyers. The migration toTaiwan of an experienced merchant and trading class from Shanghai and other 
mainland coffmercial centers provided that country with a ski 1 led cadre oftzaders. A synergistic relationship emerged in which a growing number of 
traders interacted with a growing number of producers for export in 
an environme
 
of dec 1ining transaction costs. 

Both governments provide incentives to export- Ho-wever, the methods used 
to implement outward-oriented strategies may discriminate against the flouri
shing of smal enterprises even though the methods themselves are not intended 
to be biased against the latter. To the extent that potential exporters face
significant transaction costs in order to avail of subsidiesthemselves or 
drawcbacks, small enterprises are likely to find export opportunities limited
by their inability to sustain those costs. However, while the role of small 
enterprises as direct exporters might be so limited, the possibilities for 
serving as suppliers to exporters are not. 

In short, the comparison of tte experiences of these two countries serves 
to eiphasize that no single paradigm exists that is necessarily appropriate
for al 1 developing countries. Given the appropriate institutional environment,
the disadvantages for employment often associated large enterpriseswith need 
not be present. On the other hand, an environment conducive to the appearance
and growth of small enterprizs need not necessarily inhibit the emergence of 
a dynamic export sector. The policies that may facilitate the emergence of a 
strong viable SME sector are the subject of the section that fol lows. 

VI. Substantive Aspects of Policy Reform
 

Virtually all of the papers evince a concern with policy ruform either

explicitely or iffplicitely. There is a recognition that policy reform involves

both a question of substance, the form refonrms should take, and a question 
o
procedure, how those reforms are to be adopted and implemented. This section
 
considers the first of these aspects, leaving the second to the section that
 
follows.
 

In an earlier section I outlined the sources of bias against SMEs. Since 
most of the obstacles to the developmeit and growth of a SME sector were
identified as originating in government policies and actions, the initiative 
for reform "mstrest with government itself. The simplest way to remove obsta
cles to SME growth wuld be to repeal those measures that have been identified 
as creating an anti-SME bias. Alternatively, a government might be moved to
offset the biases in favor of large firms by the adoption of new interventions
that rebound to the benefit of small enterprises. Essentially, this wouldamount to the creation of new distortions extended to another sector of the 
economy and could introduce new forms of protection for inefficiency. Clearly,
a first-best approach would be to revert to a set of policies that are neutral
 
in their impact on firms of all sizes.
 

"Level ling of the playing field," as a policy-neutral stance is often
 
referred to, would imply the provision of equal access to factor inputs and to

markets. This would require the elimination of many of the distortions that 
are particularly identified with import substitution regimes. Preferential access to credit at below-market rates of interest, preferences in the gran
ting of import licenses, exemption from payment of duties on imported inputs,
and access to foreign exchange at prices that do not reflect its scarcity
value are the kind of measures that would have to be eliminated. Protectionist 



measures that favor the creation of large-scale domestic enterprises or that 
distort the terms of trade betwen the "formal" and "informal" sectors would 
have to be avoided. 

High legal minimum wages may pose another obstacle to growth of smai 1 
enterprises and their integration into the formal economy; therefore, legal 
minimum wages, to the extent that they are adopted, should be scaled back to a 
closer approximation of the market price of labor. The reduction of the number 
of bureaucratic interventions required for engaging in productive activity 
could reduce transaction costs that can pose obstacles to the entry and survi
val of smal 1 enterprises in the above-grcurK] economy. An additional virtue of 
most of these 
competitiveness 
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Measures that increase the real income of the agricultural sector are 
also likely to favor the emergence and growth of small enterprises located in 
rural areas. The removal of price controls, export taxes, or other interven
tions that artificial iy depress agricul tural prices would have a once-and-for
all effect of raising rural disposable incomes . If supply elasticities are 
positive, higher ptices will also induce increased output and raise incomes 
further. These measures, combi-ed with others that increase the productivity 
cf peasant agriculture can be expected to lead to increases in the demand for 
goods that can be produced in small enterprises. Numerous studies have shown 
the inccme elasticities of demand for services and consumption goods to be 
impressively high among the rural population. (14, pp. 49-52). 

To the extent that transportation and distribution net%rkk: ire underie
veloped, rural enterprises are likely to enjoy a degree of prctection f rom 
competition of larger enterprises located in urban areas. Over tine, hcevor, 
if rural incomes continue to rise, it is reasonable to exmect tnat changing 
tastes wil l lead to a shifting preference foL goods of hi'b qu Ility or style 
produced in more 'krcdern" plants. However, at early sac!,:.; )f &P, ?]opm-nt, the 
possibilities for significant creation of employment pxrc.wi.t:es in small 
rural enterprises do exist. 

The interest in the SME sector has been motivated by the desire to spur 
the creation of employment opportunities at a faster Late tan might otherwise 
occur. If the ultimate objective is to maximize emplcynent, then it might be 

of a number of measuresadvisable to consider the role of SMEs as only one 
that might: favor its achievement. As the discussion of the preceding section 
has indicated, there are likely to be some induslrics in which SMEs are
 
econcmical ly efficient. These can be most readily identificd by simply obser
'ving the sectors in which SMEs are alreidy producing. To the extent that 
existing policies offer preferential treatment to larger enterprises in these 
same irlustries, its elimination should lead to an increase in the numbter of 
and ermloyment in SMEs. 

If efficient growth is an objective of LDC governments, what is not 

called for are interventions designed to favor or protect SMEs from competi
tion. Such interventions, as illustrated by the experience of India, have 
served to raise the prices of goods ccxonly consumed by lower-income classes, 
thus reducing their real incomes, while creating little in the way of expanded 

of new agencies to promote the establishemp:oyment Similarly, the creation 
ment of sili I enterprises is likely to result in a minimal impact on employ
ment and a 1,igh cost for each such employment created. Because the risk of 
failure Is so high amnq very small enterprises, the ret-s of retuni to public 
funds directed towards ':he financing of their start-up cocts is likely to be 
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very low or even negative. Furthermore, it has been demonstrated that poten
tial entrepreneurs have general ly been able to mobilize the resources required 
to establish very small enterprises from family members and friends. Because 

high, assistancethe transaction costs of serving very small enterprises are 
to these is more appropriately left to private voluntary organizations. 

Earlier in this section, I outlined the measures that governments could 
take to eliminate biases that discriminate against SMEs. I have also indicated 
what shnu d not be the province of government action. What then can government 

In place of an indiscriminate
do to assist SMEs in a positive fashion? 
promotion of SUEs generally, the objective of public policy should be to 
identify thozs progressive small and medium enterprises that have already 
demonstrated a competitive capability to grow. The policy reforms advocated 
above wil create many new opportunities for the growth of SMEs to serve both 
domestic and foreign markets. Changes in relative prices will provide incen
tives for enterprises to alter their product mix, to upgrade their production 
processes, explore new markets, and invest in new capital equipment Government 
can play a useful role in facilitating adjustments by SMEs by providing ser
vices and assistance that are not effectively provided by existing institu
tions. Examples of these include assistance in export, marketing, finance for 
modernization or working capital, and access to specialized production ser
vices. (15, pp. 51-63) 

Governments may intervene constructively in those areas in which markets 
fail to provide services in optimal amounts. When the social returns to speci
fic eocnomic activities cannot be captured by the firms that give rise to 
them, suboptimal quantities of these wil l be produced. In such cases, govern
ments can either subsidize firms to provide the needed services or provide 
them directly through government programs. Worker training programs to upgrade 
skills employed in a number of fiLms is an example of such services. Another 
would be research and development activities that could result in the rapid 
diffusion of their benefits to a large number of firms. The provision of 
assistance in marketing abroad is another. The initial information and other 
costs of developing foreign markets is likely to be too large for any single 
SME to bear. Once developed, imewever, tfiu naxrginai costs of extendiLl access 
to additional firms is likely to be small. 

At this point some cautionary observ;tions are in order. While economists 
are able to offer policy suggestions that can be expected to improve economic 
efficiancy and employment, theL" are less able to predict the precise size of 
the inpact these are likely to have. More important is that the lag behind the 
implementation of a new policy and the realization of its positive effects is 
not readily predictable and may, in fact, be considerable. Indeed, in the 
short run, the implementation of the structural reforms advocated by econo
mists from developed countries are likely to have painful consequences for 
some sectors and may even result in negative net employment changes. For 
example, the immediate impact of trade liberalization is likely to be reflec
ted in a reduced competitive position of domestic producers with a consequent 
reduction in output and employment. Or, to the extent that the elimination of 
preferences in the access to inputs favors the growth of small enterprises, an 
increase in employment in these may be at the expense of the large with an 
indeterminate net change in emplopyment. 

Changes in relative factor prices may be expected to encourage changed 
factor proportions. How large an employment effect may fol low wil 1 depend on 
Whe elasticity of substititution between capital and labor. While studies have 
indicated thatit is substantial in some industries, the process of substitu
tion is likely to be spread over time. Indeed, the removal of factor price 



distortions may work in opposite directions in large and smal l firms. To the 
extent that subsidies to capital and minimunm wages limit employment in large 
firm, the removal of these distortions will encourage an expansion of employ
ment. However, to the extent that artificial ly high capital costs faced by 
small firm3 cause them to employ more labor than they would in an undistorted 
environment, removal of the distortions may result in a decline in employment 
there. U., pp. 50-51) The net change in employment is again indeterminate, at 
least in the short run. However, to the extent that the reforms lead to 
increased economic efficiency and lower prices for goods, real incomes will 
rise and the aggregate real demand for goods can be expected to increase with 
favorable consequences for employment. 

Thus, structural reforms have the potential for increasing economic 
efficiency and employment in the domestic economy. However, the greatest 
promise of such reforms is likely to be felt through the growth of opportuni
ties for export. Access to world markets allows a country to escape the 
limitations on output and employment posed by the size of the domestic market 
for industrial goods. It is here that government can play a useful role in 
facilitating access to those expanded markets. 

VI. Procedural Aspects of Policy Reform 

It is far easier to prescribe the substance of reform than to effect it. 
While several of the papers reviewed touch on procedural questions, these are 
the primary focus of the paper by Grindle which explores the assessment of the 
feasibility of policy reform. (3) As can be observed in any country substan
tial reforms are difficult to effect. Changing the rules of the game are 
likely to imply gains for soe groups but losses for the beneficiaries of the 
existing set of policies. The latter can be expected to resist change. Since 
their losses are more clearly measurable than the potential gains to others, 
the resistance of the former is likely to be more clearly focused than the 
advocacy of the latter. 

Perhaps more important than this general observation for policy reform in 
LDCs is the need for a positive ccurnitment of the leadership to the structural 
reforms that are considered by Western economists to be necessary for more 
efficient growth of output and employment. Many, if not most, leaders of LDCs 
do not share the faith of economists in the efficiency of markets and in the 
limitation of government intervention in the economic sphere to a non-distor
tive role. Thus, they are likely to resist advice that advocates radical 
reforms such as those envisaged in restructuring proposais. Furthermore, not 
only is it necessary to convince the leadership of the desirability of reform, 
but the government bureaucracy that nust be depended upon to execute it must 
be similarly convinced if the initiatives of the leadership are not to be 
frustrated. Final ly, even if everyone is convinced, the important question of 
the administrative coirFetence for carrying out the reform remains. 

The problem of gaining leadership support for economic refor=m is 1 Lkely 
to be complicated in those countires in ,nich r( ies are weak x)litical ly and 
have maintained pcwr through processes that are rent-creating. Since rents 
are created largely as products of distortions, the eliminatic of those 
distortions in the interest of reform is likely to be viewed as threatening 
the very basis of the regime's political support. To the extent that rent 
creation is the product of direct expenditures of the government, as for 
example, for the employment of redundant public sei:vants, the resources avail
able to the state for "lubricating" the process of reform and easing its 
painful consequences may be severely limitfe. (9) 



Since lictle is served by advocating policy changes that have no chance 
of adoption, procedures are suggested for evaluating the feasibility of 
success. According to the Grindle paper, this involves an assessment of the 
"policy space" within which a regime enjoys a degree of freedom of action. 
This, in turn, is defined by the size, identity, and political power of the 
groups that are likely to be affected by the reforms and an assessment of the 
effectiveness of their clout for blocking or forwarding them. 

How might the pros cts for reform be advanced? As a point of departure, 
thorough and coxpetent analysis must be undertaken to identify and measure the 
expected benefits of reform. The political leadership has to be convinced that 

the benefits of the reform are sufficiently substantial to justify the adjust
ments that are likely to be called for. Eqally important is to identify the 
economic groups that are likely to be adversely atfected by the refo.s and 
to assess the power that those groups can Exercise to frustrate the reform. 
If they do possess such power, then adoption and implementation of reform 
depends on finding ways to ease the burden of reform or on ways to shift the 
affected firms into productive activities that may prove viable. In either 
case, there wil be resource costs involved that wil 1 have to be shcxildered, 
in part, by t-e re-Jmew if it is to neutralize the effective oppositic2ri 

While a discussion of political feasibility may be couched in terms of 
policy space, I view this as an abstract concept that is also ephemeral. That 
is, the size and Prture of that space is not constant but is ever charging. As
 
a process of reform proceeds the latitude of decision makers may appear to 
increase or decrease dependLng on the observable results as the reform process 
unfolds. Furthermore, the nature of the space may be greatly affected by the 
way in which the reforms are implemented. For example, if a prearranged sche
dule of reform steps is announced that allows for the possibility of adjust
ments to the future rules of the game, the position of affected parties may be 
quite different than they would be if the reformr were to be introduced in one 
fell swoop. 

In my view, a key to understandin the difficulties faced by advocates of 
broad policy reforms is the sharp difference in the time. .iorizons of political 
leaders as ccnpared to those of the reforirers. The horizon of the politician 
is short-run, bounded by the next election in demzcratic reqimes. :n contrast, 

requires an equivaextensive economic reform involves a lone-term process and 
lent political conmitg*?nt that frequently is not forthcomingl, It ,hould be 

understood that the positive returns from a propDrly conceived prr-iam will 
not be imimdiate but will unfold only with a lag, which in sorrw, areas of the 
economy may be substantial. In contrast, the changes that are r(,quired to 
provide the incentives to reform the prc'ictive structure wili have an inre
diate and wisible negative impact on those wh3 have led a sheltercd 1ife. That 
impact may take the form of declining output and employment in .sectors that 
have populariy oeen considered the clearest expression of Lhe naticn"s moder
nity. No president is likely to relish leaving office under thfp cloud of 
having dismemibered part of the nation's industrial sector. Thus, in my view, 
what is of paramount iiprtance is to find ways of easinq the shorA-run costs 
of transition from one economic regime to another. It iU here that USAID may 
have one of several constructive roles thait it can play. 

VI. Implications for ['SAID Policies and Assistance 

In my opinion, this collection of papers provides plenty of grist for 
AID's mill. There are several useful conclusions that can be drai #rcxn this 
distillation of the present state of the art of reform analysis and advocacy 

that are relevant to the shaping of AID's assistance policies. Some of these 



are expressed in explicit fcrm Ln thc jpCr, others are only implicit. I have 
already called attention to some of these conclusions so that this section 
serves more as a sumnery than as a new set of propositions. 

1. The interest of the AID community lies in promoting the fastest and 
most efficient grcwth in output and employment that is possible in its client 
nations. While AID has been provided with a Congressional mandate to promote 
the small enterprise sectors of LDCs, the evidence suggests that the broader 
goals are not likely to be served by an indiscriminate support of programs to 
promote SMEs. Support for smal 1-enterprise '-velopment should be extended only 
to those sectors in which they are likely to be viable in a policy-neutral 
environment. Identification of such enterprises can be made only on a product
by-product and country-by-country evaluation. 

2. Small enterprises can be effectively assisted by imptoving their 
market position relative to large firms by reducing the subsidies and prefer
red access to inputs that the latter may enjoy. This involves a substantial 
reform in the nature of governme2nt intervention in the econormy which is diffi
cult to effect but which AID may be able to encourage and facilitate. 

3. Agricultural develc-vtnt programs that promise to increase the real 
incomes of the rural pocpulation provide another path that is likely to stim
late the eerrgence of viable smal 1 enterprises in rural areas. Particularly at 
early stages in devl':paent, the high income elasticity of demand for simple, 
basic consumption goods will tend to favor this tendency. Relative isolation 
from large urban centers and high transport costs may serve to protect the 
competitive position of such enterprises. Thus, a continuation of AID's tradi
f-ional support for agricultural development can be expected to further its 
objectives with respect to SME promotion. 

4. The achievement of a truly significant expansion of industrial em
ployment and improvement in real wages is likely to be dependent on a much 
broader series of reforms than simply a prcmticn of smal I enterprises. Struc
tural reforms that increase the international ccxpetitivw-ness of the economy, 
while more difficult to achieve, are considerably nire powerful generators of 
employnent. Export promtion, of course, opens up possibilities of increasing 
output and employment from enterprises of al I sizes, including SMEs that might 
evolve into either direct exporters or sup[.liers to producers for export. 
Indeed, if the outward orientation proves sucz-essful, there is no reason why 
it should w.mtter to AID whether the increases in eployment occur in large or 
small firms. AID m-y be in a position to influence regimes to adopt signifi
cant reforms as we21l as to assist in their realization 

5. One of the important obstacles to the reform process is the absence 
of a conviction on the part of political leaders that the type of reform 
advocated by Western economists is desirable. While the role of foreign ex
perts nny be helpful in raking the case for reform, brief visits and exposi
tions by such exp4?rti; arf, not likely to suffice to build up a .olid foundation 
of domestic support for reforr. Support is more likely to be forthcoming if a 

convincing case can be mlde by local figures. Therefore, it is important to 

build up an indigenous research and analysis capacity that can present a 

continuing case for reform. AID may contribute to the creation of such a 

professional capacity by underwriting the educational expense of training in 
the U.S. Furthermore, AID might underwrite the cost of a resident expert who 
could work on a continuing basis in one of the important economic ministries 
or the central bank. A foreign expert is more likely to exert a positive 
influence if he enjoys a long-terin relationship with host country technicians 
and leaders and can gain their confidence. 



6. As indicated earlier, structural reform requires a long-term commit
ment to very substantial changes in the economy. Furthermore, these changes 
impose costs on those sectors of the eocnomy that were the beneficiaries of 
policy-created distortions; such sectors may be expected to oppose reforms 
unless they receive some offset to their lo5. -s. If AID wishes to support the 
case for reform it may be in a position to make it more feasible politically 
by helping the host government to ease the short-term costs of adjustment. 

as the economyAssistance might take the form of balance of payments support 
is opened to trade, support for temporary subsidies to adversely affected 

firms, technical assistance to assist such firms to move into new areas of
 

production in which they could be competitive, technical assistance in the 
etc. reformestablishment of export contacts and channels, However, just as 

requires a long-term commitment from the host government, so must AID offer an 
implied ccjrnitment to see the process through until it becomes self-sustain

if it could be coordiing. Obviously, AID assistance might be more effective 

nated with that from multilateral development agencies like the World Bank.
 

In short, a persuasive conclusion to be drawn from the assesbled works is 

that AID should focus on its broad objectives and seek out the most effective 
aways of advancing them. While support for the growth of SMEs may have 

place in a strategy for promotinq a faster grcwth of emplc'rent, a convincing 

case cannot yet be made that it should occupy a central role. At best, initia

tives for promoting smal I enterprises, and particularly very small enter

prises, need to proceed cautiously on a product-by-product and country-by
country basis. 
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Listing of Papers Reviewed 

EEAP DISCUSSION PAPERS; 

I. The Effect of Policy and Policy Reform on Non-Agricultural Enterprises and 

Employment in Developinyg Cotutries: A Review of Past Experiences 

2. On Measuring Pelative Efficiency in a Size Distribution or tirn s 

3. The Question of Political Feasibility: Approaches to the Study of Policy 
Space 

4. Location Theory and the Size Distribution of Firms 

5. Economy-Wide Models for Analyzi-ng Policy Peforms 

6. What Drives the Size Distribution of Firn; 

7. The Role of Non-Farm Activities in the Rural Economy 

8. Prospects and Perils for Smrwl1 and Medium Enterprises in Outward--Oriented 
Industrial Expansion: LIAssons from Korea and Taiwan 

9. Lewis Through the Looking Glass: Public Sector Eaployment, Pent-Seekcinq 
and Economic Growth 

10. The Political Economy of Policy Change (This paper had not yet been 
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received at the time of the conclusion of this report.) 

11. Investment Requirements and the Participation of Korean and Taiwaniese 
Firms in Technology-Intensive Industries 

12. The Strategic Orientations of Firms and the Performance of Korea and 
Taiwan in Frontier Industries: Lessons frcm Conarative Case Studies of Key
board and Personal Computer Asserily 

13. Export Intermidiation and the Structure of Industry in Korea and Taiwan 

OTEER EEPA-SUPPED(DlO PAYP-MS; 

14. Sriul 1 Scale InrdusLtries in Developing Countries: Enpirica1 Evidence and 
Pol ic-y Imp ications 

15. PPC - The Informal Sector, Policy Reform, and Structural Transformation 
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ti~~~co 	 4-55 q e,. yS 

- ____ ... eces ~.e tao~protection restricts cape tion and efficic_ 

.. .distorting agricultural price policies and related agricultural
.0 ~ sector policies, in particular, undercut agricultural innovation and 

-synergistic linkages between farms and small- and medium-scale 
enterprises; 

* 	 ... high marginal taxc rates discourage dynamic entrepreneurs from taking
advantage of economies of scale and growing into medium and large
scale firms; 

capital market policies (e~., administered interest rates) often 
constrain access to and the supply of capital, 

0 - While the development of the medium scale sector isparticularly
important for increases in productivity and economic growth, micro and

5small 	 enterprises, nevertheless, are critical to the employment and 
survival of many Persons in developing countries. 

0.' --- For some products, peak economic efficiency appears to be found amnong -the 
small scale enterprises. These enterprises may play an important role 

* 	 not merely in the generation of employment, but also in productivity
increases and economic growth.o 

Cotrr to-th impresins ofmay small rural enterprises often 
* , demonstrate &capacity .for tec~nologidal t adaptation, so that they are,

able to meet demands for increasingly productive technologts. 

3. Taiwan, South Korea and the Philippines Compared 

0 The 	in-depth analysis of Taiwan and Korea -- with respect to which country
* might be a better-model for development elsewhere in Asia (and beyond) 

augestoood that Taiwan may be the most appropriate model for slowly industri
* alising economies such as the Philippines. The primary lessons from Taiwan 

are: 

0- 71h* importance of competition in a relatively open economy to stimulate 
9<;.,innovation and efficiency. The profusion of sub-contracting relation

ships among small firm fosters this sort of healthy competitive.
* 	 atmosphere. 

--- The importance of small-scale trader, as intermediaries between producers
 
0 and export market demand. In Taiwan, these traders excel at identifying


* 	 market opportunities and providing marketing skills lacking within~the 
manufacturing 	 sector. 

- The Philippines' contrast withi theSouth Korean and Taiwanese success stories 
vas strikins. Korea represented a model uhich depended on enterprises larger

0in average scale and more capital-intensive, and with more government interven- :5 

tion (e.g., in capital markets) than was true for Taivan. 
4. ST/RDe MA ProJect 

EV-A is a six year 	effort to provide research, short- and longot,6 thnma 
asistwooand suppot to the policy dialogue in the areas of employment an8~ 
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enterprise development. The project began in September 1984 and has now 
completed three years of field work in over a dozen countries, assisted AID/W 
bureaus in-carrying out policy-related research, and issued a number of 
monographs in describing the policy reform implications of the team's analyses. 
The Harvard Institute'for International Development (HIID) is the prime 
contractor, with subcontracts to Michigan State University and Development 
Alternatives, Inc. (DAI). Don Snodgrass (HIID), Carl Liedholm (MSU), and Jean-
Jacques Deschamps (DAI) aae respective institutional principals. 

A bibliography is available from ST/RD/EED listing the project's reports, 
including more than 30 discussion papers, reports to USAIDs and AID/W bureaus, 
etc. A sample: 

--	 Haggblade, Liedfholm and Mead, "The Effect of Policy and Policy Reforms on 
Non-Agricultural Enterprises and Employment -- Review of Past Experience"; 

--	 Kilby and Liedholm, "Role of Non-Farm Activities in the Rural Economy"; 

--	 Grindle and Thomas, "The Political Economy of Policy Change"; 

--	 Goidrrk, D'L'haMP and others, "The Effect of Policy on Small Industry in 
Honduras";
 

Biggs, Levy and others, "The Small Business Policy Direction Study 

Levy, 'Export lnter,.diation and-the structure of industry in Korea and 
Taiwan"; and 

L,'evy and Kuo, "tzat,- ic orientatior of firs and the performkance of Korea 
and Taiwan in frontier industries: lessons from corporate case studies of 
keybcxirJ ard omp*ito rjrror.al aLt3ctmbly". 

5. 	 Collab)r;iti,_n i and Fuiither Inforr-tion 

WitLh thr-. y-an; I1ft tv- rin -nsi adequate bcy-in ceiling remaining, EEPA 
continues to have su.-tmt 1 :tential to with:-Ai.a assist missions 

(a) 	 pro j)ctdesign; 
(b) 	 high leveI , x,rtia for piblic-private policy dialogue works;hops; 
(c) 	 training of ho7,t comntry p)licy analysts (for the p-iblic or private 

sectors ) ; 
(d) 	 long-ti_-rm advi,,:r )I,supp)oA inttitutional de(veloru)ms nt and host country 

policy nriew; or 
(e) 	 inr~lts for 1ih,:<':"v' i s,[:u.n t , ., i i i a l trat ' Ps; 

For further juf na, 'ETI.i , r-eport, generated to date, or the buy-in 
prcess for cviditpo] %,p-)t'"o missions, cont.act: Robert C. YoLung, 
A1D/ST/PD/FE'i1);':i.,.r'. 70,3-235-8964. 
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