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EXECUTIVE SUMMARY

The EEPA Mid-term Evaluation, initiated by S&T/RD/EED, assesses the progress and
accomplishments of the Employment and Enterprise Policy Anaiysis (EEPA)Project (936-5426).
The Project, directed by Harvard Institute for International Development (HIID) with
subcontracted services from Mich’zan State University (MSU) and Dsvelopment Alternatives,

o

Inc. (DAI), began September 2C, 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 assuniption that
support of all small- and medium-sized enterprises (SMEs) will result in rapid
employment 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 erable U.S.A.LD. to deal effectively with employment generation
as a policy issue; 2) to build & U.S. capacity to provide policy analysis assistance; and 3) to
provide technical assistance to U.S.A.LD. missinns involved in policy dialogue. The following
wre the Evaluation Team’s assessment of Project performance:

CONCLUSION: State-of-the-art research has been condneted and published
by the EEPA Project. The research base and methodology developed by the
Project could enable U.S.A.LD. 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 made the following firdings and recommendations:

The Project needs a songer design for including input from A.LD. staff working in policy
analysis and reform.

RECOMMENDATION: S&T  shouid  formally review the research agenda; a
vehicle--possibly a seminar for select ALD. 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.
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RECOMMENDATION: S&T should insure that HIID meet reporting requirements (page
16).

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

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

The required annual workglans 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 and
administrative 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 HIID which
corresponds to the proposed workplan (pages 19).

The Project contractors are  geographically separated, 4 situation that requires a sirong
coordination plan.  Quality control has not been consistent, nor has internal Project
communications allowed for peer review of documents.

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

Familiarity with the EEPA Project among A.LD. personnel is not optimal. Iraprovement in the

presentation and dissemination of EEPA products is needed.

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

(if)
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L PURPOSE OF THE EVALUATION

The EEPA Mid-term Evaluation was initiated by S&T/RD/EED of the Agency for International
Development (A.LD.) to0 assess the progress and accomplishments of the Employment and En-
terprise Policy Analysis (EEPA) Project (93€-5426). Harvard Institute for International
Development (KIID) 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 hy 1) comparing the products and serv-
ices 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, Apnendix A).

Background of the Project: The EEPA Project was conceived and designed with the implicit as-
sumption that increases in viable small and medium entemprises would cause faster economic
growth and benetit more peoole than increases in large enterprises. The EEPA Project Paper,
prepared July 1983, cited the project objective as: "...to promote employment generation and
smail and medium enterprise (SME) development in L.DCs and thereby produce more efficient
and equitablz patterns of capital and labor use, regionally as well as by enterprise scale.” Small
and medium enterprises “...offer more income opportunities for lower income groups, a more ef-
ticient use of capitl, o more geographically-dispersed pattern of both economic growth and ur-
banization, and finally in most cases the likelihood of = more rapid rate of GNP growth due to a
more etticient use of resources and an increased dynamism.” (Project Paper [PP], page 6)

Large indusiries dominated the economries of most LDCs and many LDCs perpemated official
policies and practices that discriminated against SMEs. The Project Paper proposed that there
WS 4 necessity 1 support, initiate and foster productive policy dialogue to correct biases
against labor use or - SMEs and "...to help racipicut countries avoid inadvertently creating new
policy biases.”

The Employment and Enterprise Analysis Project, thus, was designed 10 "...improve capital-
labor and capitai-output ratios and decrease the rendency of =mployment 1o 5e concentated in
large-scale enlerprise and urban regions...through influencing host couniry policies in pro of
small and medium enterprisss.”

Policy reform is the prerogative of host-country officials. To intluence policy, the ALLD. Mis-
sions had to enter into a policy dialogue sbout the impact of speciic policies with the ap-
propriate host-country otticials. Mission <taff needed detailed_daw on which to base policy
retorm recoramendations. Further, Missions needed the synthesis of re-carch and findings gen-
crated by technical assistance provided 10 other ALLD. countries £+ better understand how
policies impact SMEs and employinent..

ALD/SET/EED conuacted HUD o supervise a "consortium” of 1wo unversitics and a
private-sector contractor o provide the technical assistance and research and synthesis of find-
ings. Project design way developed 10 include the elements described in "A. Project Goal and
Objectives” below,
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IL OBJECTIVES AND ACHIEVEMENTS OF THE PROJECT

Al PROIECT GOAL AND QBIECTIVES

The contruct between HIID and S&T/RD/EED of A.LD. specifies the fol-
lowing project goals and objectives:

PROJECT GOAL OR PURPOSE: 1o increase both national
production and the earnings of low-income groups in L.DCs
and to produce thereby more ctficient and equitable patterns
of resource use through small-scale enterprise development.
Further, the project is designed to support twe of the A.LD.
policy directves: 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 pron:ote reforms where country policies are deemed inef-
fective, and 2) to promote "risk-taking profit-making private
business,"” much of which will be small, local business.

PROJECT ORJECTIVES:

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

2) 1o build a U.S. capacity to provida policy analysis
assistance in tins area; and

3) to provide the technical assistance needed (a) to
foster policy changes which reduce or remove host-
government  biases  agmnst  erployment  and
small/medium-scale enerprise development; (b) to
help host governments avoid creating such biases in
the future, and (¢) to build or strengthen host-country
institutions which — can sustain - the  policy-
improvement efforts.



PROJECT ACTIVITIES INTENDED TO ACHIEVE
PROJECT OBJECTIVES:

TECHNICAL ASSISTANCE TO THE FIELD

1. Policy Assessments for U.S.A.LD. 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.LD. Missions 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.LD. Missions of proposed projects. (3 PM per country)

4. Policy assistance provided to U.S.A.LD. Missions on a
lopg-remm basis. This can consist of: (a) analysis of policy issues,
(b) exploration of institutionz! and political realities to understand
decision-making process in the host country, (¢) recommendation of
pelicy issues that the 11.S.ALD. Mission should discuss with the
host county, (d) leadersaip in such discussions (¢) assistance in the
establishment and operation of appropriate institutions, such as a
policy analysis unir. (3 person years per country)

The Project Paper estimated that ther= would be demand for 21-32
short-term projects, 4 long-term projects and 4 resident policy
analysis unit advisory teams.

RESEARCH AND METHODOLOGIES
Research is 10 be conducted 1o establish appropriate methodologies

for obtaining data usetul for cross-country comparisons and to test
hypotheses on employment prowth.

i Prepare Review ot policy experience.  (2-4 PM of S&T
funding)
2. Prepare a “state-of-the-art” review; keep the research ques-

tions current with Agency demand.  (intermittent during the life of
the project.)

3. Estblish a research agenda  through  interaction  with
U.S.ALD. missions, conduct research in missions. (2 years per
LDC)

PROJECT REPORTING

1. Annual Work Plan

2. Report for each short-term consultancy filed within 30 duys
of completion (1o be used tor tield distribution).
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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 spzcify a timetable for reports and
schedule tor workshops.

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

6. Final reports on all long-term projects. To be dslivered in
the final year ot the contrac:.

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

(Management and report writing was assigned the following PM per
year: 1o, 16, 18, 18, 18)

B.  PROIECT ACHIEVEMENTS

HIID reports that "...through its third year (FY87), the EEPA project undertook seven research
projects, began three long-term projects, and undertcok 12 short-term activities through buy-ins
trom A.LD. Missions and Bureaus." EEPA staff also produced "...a review of the effects of
policies and policy reforms on non-agricultural enterprises and employment in LDCs and a set
of papers on analytical methodologies and developed a research agenda consisting of seven
studies.” (quotes from "HIID 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 (sce lists at Appendix B). These papers and the short- and long-term technical assistance
projects were reviewed to sample achievements of the Project.

The Evaluation Team was to determine:

1) it the research base and methodology developed by the Project is enabling
U.S.A.LD. Missions 1o deal effectively with employment generation as a policy issue;

2) it the Project is butlding a U.S. capacity 1o provide policy analysis assistance in
this ared; and

3) it the technical assistance provided has fostered sustainable policy changes which
reduce or remove host-government biases against employment and small/medium-scale
enterprise development,
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CONTRACT OBJECTIVE #1:  State-of-the-Art Research and Findings; Meeting the
Research Needs of A.LD.

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
AID’s assistance policies. Some of these are expressed in explicit form in the
papers, others are only implicit,

On the whole, this is an irpressive collection of papers. The range of issues
weated is broad, and includes most of those relevant 1o A.LD. policy-making.
Most of the authors have had extensive experience in the field of economic
development and are skilled practitiorers of their trade. The research underlying
the papers was caretully undertaken, applying contemporary techniques of inves-
tigation. Not only are the tindings clearly identified but also their limitations for
policy-makiny 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 arcas in which the empirical
evidence nas yielded mixed results.

Increases i the number of SMES does not Automancally Cause Most Rapid Growth Possible in
Employment

The major conwibution 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 smull enterprises.  Scarce resources, especially capital, would be more in-
tensively used there. hplied by this is a greater employmert f labor per unit of output. While
output per worker would be less than that achievable in the capital-intensive import substitution
industrialization (IS1) sectors, there was an expectation that labor would be priced at a wage
closer t¢ its social opportunity cost than is likely in the large-enterprise sector. This alternative
pattern of development was expected 1o lead to a more egalitarian distribution of income than
has been evidenced by countries opting for ISI with a larg :-cnterprise bias.

Dr. Gregory notes:

‘This scenario has been widely accepted as an article of faith. Until recently, a firm
empiricul basis for the presumed advantages of small enterprises has been lacking.
EEPA discussion papers reviewed here have made the testing of these assumptions
ane of their central concerns, Thev have done so, not only by reviewing the exist-
ing literature on the performance of SMEs but also by reporting on original
recearch by the authors that extends the frontiers of our knowledge.

..These are assumptions that have come to be part and parcel of the conventional
wisdom ol the economic development community.. [which has cmerged]...as a
reaction o he demonstrmed experience of countries pursuing developmental
strategy based on import substitation industrialization (IS1). In most countries, this
strategy has resulted ioasevere misallocation of resources.  Scarce capital
resources have been used wastefully in large enterprises while plentitul supplies of
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labor have been less productively employed than might have been possible under
alternative growth swrategies. 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.LD. policy and programs:

1. The interest of the A.LD. community lies in promoting the fastest and most
efficient growth in output and employment that is possible in its client nations.
While A.LD. has teca provided with a Congressional mandace 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 small-enterprise development should be extendid only to those sectors
in which they are likely to be viable in a policy-neutral envirenment. Identifica-
tion of such enterprises can be made only on a product-by-preduct snd country-
by-country evaluation.

2. Smudl 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 later may enjoy. This invelves a substantial reform in the nature of
government interventior in the economy which is difficult to effect, but which
AlID 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 arcas. Particularly at early stages in
develepment, the high-income elasticity of demand for simple, basic consumption
cnods will tend tc tavor this tendency. Relative isolation from large urban centers
and high transport costs may serve to protect the competitive position of such en-
terpaises.  Thus, a continuation of AID’s traditional support for agricultural
development can be expected 1o further its objectives with respect to SME promo-
tion.

4. An expansion of industrial employment and improvement in real wages is
likely 1o be dependent on a much broader series of reforms than simply a promo-
tion of small enterprises.  Structural retorms that increase the international com-
petitiveness of the econonty, while more difficult to achieve, are considerably
more powerful gencrators of employment. Export promotion, of course, opens up
possibilities of increasing output and employment from enterprise of all sizes, in-
cluding SMEs that might evolve into cither direct exporters or suppliers 1o
producers .or export. Indeed, if the outward orientation proves successtul, there is
no reason why it should matter 1 AID whether the increases in employment occur
in large or small firms. AID may be in a position to influence regimes to adopt
significant retornys as well as o assist in their realization.

5. The refonm proposed by Western cconomists is rarely enacted it local
political feaders are not active advocates of the refarm. While the role of foreign
experts nuay be helptul in making the case tor reform, brief visits and expositions
by such experts rarely build solid domestic support for reform. Support is more
likely o be forthcoming if a convincing case can be made by local figures. There-
tore, 1t 1s important to build up an indigenous research and analysis capacity that
can present @ continuing case tor reform. AID may contribute to the creation of
such a protessional capacity by underwriting the educational expense of training in
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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 1equires a long-term commitment to very substantial
changes in the cconomy. Furthermore, these changes impose costs on those sec-
tors of the economy that were the beneficiaries of policy-created distortions; such
sectors miy be expected to oppose reforms unless they receive some offset to their
losses. If AID wishes ¢ 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 the economy is opened to trade, support for temporary subsidies to ad-
versely affected firms, technical assistance to assist such firms t0 move into new
areas of production in which they could be competitive, technic: | assistance in the
establishment of export contacts and channels, ete. However, just as reform re-
quires a long-term commitment from the host government, so must AID offer an
implicd commitmen: to see the process through until it becomes self-sustaining,
Obviously, AID assistance might be more effective if it could be coordinated with
that from multilateral development agencies like the World Bank.

Dr. Gregory concludes:

In short, a persuasive conclusien to be drown from the assembled works is that AlID
should focus on its broad objectives and seek out the most effective ways of advancing
them. While support tor the growth of SMEs may have a place in a strategy for promot-
ing a taster growth of employment, a convincing case coanot yet be made that it should
occupy  central role. At best. initiatives for promoting srall enterprises, and par-
ticularly very small enterprises, need to proceed cautiously or: a product-by-product and
country-by-country basis.

The EEPA Project suggests that the following statement is the more apt summary of the find-
mgs:

In short, a persuasive conclusion o be drawn from the assembled research is that A.LD.
should focus on the rapid growth of etficient non-agricultural enterprises.  This will lead
to the creation of productive employment, among many other benetits. To the extent that
support tor SMLEs is motivated by growth concerns, policies and programs should focus
on helping SMEs 1o participate in the process of structuring transformation. Policies and
programs which are targeted on small enterpriseses as such may inhibit ent:rprise growth
by rewarding smallness. The principal valid purpose of such policies and programs is to
assist very small firms operated by the poor as a short-term welfiare measure.

EEPA must play i ;:rc,;uu1;1'01;:,,.1’11jynmcﬁm‘gm;Ld'uscm'uummLQL‘L’mjccu‘mdum&

[tis clear that the etforts of the EEPA Project have resulied in state-of-the-art reports of con-
siderable importance  ALD. The task now is to set these findings into a torm that is acces-
sible to the client-A LD field sttt who are or will be engaging i policy dialogue with host-
country ofticntls,.

The Evaluation Team has been constantly wware that the Project documentation comains no
concise statement of Project findings. Dr. Gregory's review became a sunmarizing/synthesis
exercise because the EEPA conclusions are not summarized in a concise document and are not
availal.'e owside of the Discussion Papers and Final Reports of the shont- and long-term



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.

Need for design for dissemination of EEPA findines

The Discussion Papers and Project Reports are major products of the Project. The effectiva dis-
semination and resultant use of these documents are key to ensuring that the Project is useful for
A.LD. practitioners. Hence, the evaluation question asked was how are research documents
being used by the practitioner.

The Evaluation Team found a need to increase familiarity with the EEPA project, the EEPA
Discussion Papers or Project Reports and EEPA findings among A.1D. staff currentiy working
on employment and enterprise issues. One Mission Director, two Mission staff economis:s, nine
EEPA project monitors, and five Central and Regional Burcau staff were interviewed regarding
their experiences witn the EEPA Project. 14 had heard of the Project, nine knew of the existence
of the Discussion Paper series, four had read one or more of the series. The Director o the
Development Studies Program had only heard of the EEPA Project in November 1987 and was
not aware of the Discussion Paper series.

Form a marketing point of view, this could be read that 82% of the focused interviews (with
people who were/cr had been clients or could be expected to be potential clients of EEPA serv-
ices) were familiar with the EEPA Project. 52% were familiar with the Disscussion Paper series
- the product under discussion here. 239 had actual y consumed the product.

This finding is disturbing considering that S&T/RD/EED has spent considerable effort in
making the Project and its work known w the Agency. For example, in June 1986, every Mis-
sion received a copy of the state-ot-the-urt review, "The Effect of Policy and Policy Reforms on
Non-Agricultural Enterprises and Employment. "5&T/RD/EED hosted a full-day, Mid-term
Review in Washington, D.C. of Project iesalts o date (October 1987).  December 1987,
S&T/RD/ELD sent out 4 worldwide cable summarizing the results of the Mid-term Review and
listing publications (sce Memo. Appendix C). A feature-length article on the EEPA Project will
be published in Front Lines in April, 1988, S&T/RD/ZED reports that they have numerous in-
quiries and have spencmuch time responding and following-up on Mission requests.

Clearly, there iy a discrepancy between the upportunity the Missions have been given 1o know
about EEPA und the minimal familiarity expressed. 1t is true that ALLD. has poor institutional
memory, its statt moves often and priorities change often, A.LD. should take responsibility for
knowing about on-going projects.  Clearly the job of conununicating with A LD, staff is more
difficult than articipated.  However, since the dissemination of the Project undings is so central
to Project success, the Project staft needs 1o reassess now it is packagine and disseminating its
products, taking into account the dynanuces of the Ageney

CONCLUSION:  STATE-OF-THE-ART RESEARCH HAS BEEN CONDUCTED AND
PUBLISHED BY THE EEPA PROJECT  THE RESEARCH BASE AND METIIODOL.-
OGY DEVELOPED BY TIHE PROJECT COULD ENABLE U.S.A.LD. MISSIONS TO
DEAL MORE EFFECTIVELY WITH EMPLOYM.ENT GENERATION AS A POLICY
ISSUE IF DISSEMINATION OF THE FINDINGS IS IMPROVED,

0 The Project has generated several tindings developed through S&T funded
rescarch. These tindings are not artculated in a concise summary, but can be un-
covered through aclose teading ot the Discussion Papers and supporting docu-
ments.



o These findings are significant to A.LD. 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" statt who are dealing with employment
generation issues and the development and management of SME support projects,

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

The EEPA Team, S&T and members of this Evaluation Team feel that this objective is being
achieved-- HIID, DAL and MSU represent considerable consulting capacities through a sub-
stantial network of talented individuals. A significunt number of EEPA teams have worked ef-
fectively in the field and are evidence thac the EEPA Project does command talented profes-
sionals.  Further, Evaluation 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 inttal'y would be financially and
managerially demanding,

The Evaluation Team, however, reconmends that the objective be kept in mind and that the
EEPA Project statt monitor their continuing ability to tield effective teams. HIID in its Decem-
ber 31, 1987 Budget/workplan stated, "EEPA has two major purposes: 1o conduct original
research and assist AID Missions and Bureaus through contract buy-ins.” Rather than, without
preamble, declaring one of three objectives "Jone," the Evaluation Team suggests that the EEPA
Project report on its success or failure in continuing te perform what was envisioned as a major
project objective:

create a permanent U.S. capacity to provide policy analysis
assistance...[through]...(1) developing a network of individuals and
institutions with experience in working jointly with employment
and enterprise policies and in using the project’s iraovarive ap-
proach (i1) directing the provision of technical assistance to ALLD.
Missions, (i) carying out the program of supporting research ac-
tivities, and (iv) to the extent necessary, developing a system of
tunctionally or geographically specialized subcontractors (p. 35)."

The Eveluation Team notes that more wa, being considered than merely providing TA teams:
rather, there was clearly @ desire for coordinated teams that were well brieied on the Project’s
approach that was to be developed as the Project progressed.

From the Evaluation Teant’s meerviews, it is clear that the Project is learning about the proce-
dures and processes that work well when a U.S.ALLD. technical assistance team goes in 1o begin
policy dialogue with host country officials. Some adysis o the successtul TA efforts could be
useful.

One of the evaluanon questions the Team has asked of Mission stall was designed 1o determine
their level of satistaction with the TA tweam and their level of preparativeness. Their responses
ilustrate problems ot 1) ALD.'s institutional memory and  2) levels of expectations that pos-
sibly cannot be met under this contract.
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The following examples are given us 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 not
HIID. The original consultant who could not financially afford the delay, took another assign-
ment. Finoing a replacement for this consultant took two to three months more.

The Philippines Mission requested a principle of JAI who was pot available at the time. The
Mission fee.s that the consultants provided instea 1 did not have \he required background, skills
and experience. "According to the Mission, the key lesson of this effort is that, in a relatively
sophisticated cconomy like the Philippines, technical assistance teams must have a thorough un-
derstanding of th. rost country situation and must be "high-powered" enough to initiate and sus-
tain a dialogue with key government counterparts.”

The Belize Mission, while extremely pleased with the technical assistance team, would have
liked the r2am to be better briefed on the current policy interpretations in PPC.

These statements by U.S.A.LD. Missions, clients of the Project, should be considered thought-
fully. Taken together with the many statements of satistied recipients of EEPA technical assis-
tance (see below for such), they could possibly provide clues on how the Project can respond
even more etfectively to Mission needs.

CONCLUSION: SATISFACTORY LONG- AND SHORT-TERV TECHNICAL ASSIS-
TANCE ACTIVITES HAVE BEEN CONDUCTED BY THE EEPA PROJECT. THE
PROJECT.

0 The Project statf should consider such questions as: How can lessons learned by
EEPA staff completing a project become a part of the institutional memory of the
Project? How car consultants not on permanent EEPA staff be briefed for im-
proved performance?

CONTRACT OBJECTIVE #3: Fostering sustainable policy changes which reduce or
remove host-government biases against emplozment and small/medium-scale enterprise
development thrergh provision of technical assistance.

The Mid-term Evaluation Team interviewed 16 A.LD. staff who had been or are currently in-
volved in 13 EEPA short- and long-term technical assistance activities. The projects range from
one-day to a two-year residency to complete macrocconomic research, engage in policy
dialogue and promote the designated reformas, The level of satisfaction of the participating Mis-
sions ranges from assessment of the technical assistance as useless because the TA team was not
qualified, poorly bricted, not “high-powered” enough, to statements that the TA provided was
the "best focused and usetul work ever received from a contractor.” Please note that only one in-
terviewee found the TA useless, while nine found some or extensive value in the services
provided.

The tasks ot the Shore and long-term activioes are oo dissimilar to permit meaningful com-
parison. However, weverai themes repeat themselves in the interviews:

0 Policy reform s long-term proposition which must be designed with host-

couniry otfictals; a host-country champion is needed to get the reform through
potiical 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 amving 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 sustain:ble 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 con-
duct seminars to highlight important policies and recommended reforms and contract
important cconomists to conduct research and "jawbone" officials. A key indicator of
success will be the degree to which the Planning Commission incorporates policy recom-
mendations tfrom the EEPA TA team into the Fourth Five Year Plan (1990-95).

Philippines--Analysis of the Constraints Affecting the Rural Non-Agricultural Sector in the
Philippines:  The 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 100 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 o long (6 hours) briefing session for Ministry management to present the find-
ings, conclusions and recommendations. The project lost its ministerial champion (he
resigned for reasons independent to this contract) who had been willing to shepherd
reforms through a resistant GOP burcaucracy. However, the Mission believes that the
report 1., likely to remain relevant until more propitious conditions prevail,

Botswana--EEPA consultant on four member team for report focused on rural and urban
employment:  Host-country officials were involved from the beginning. The team held
an inital bricfing session for the steering committee to discuss the proposed study and its
objectives, and received immediate feedback. The team shared their work o 3 day-to-
day basis with the responsible officials as chapter development unfolded. The EEPA
consultant also contributed substantively 1o overall discussions. Because of previous
work in Botswana, he was tamiliar with country-specific issues. Having reviewed ap-
propriate documentation in Washinaton, D.C., before arriving in country, he and the rest
of the tcam were extremely well-prepared.  The report is considered important by the
GOB and the donor community and is pointing the way to needed reform,

Guinea--one day seminar: The seminar was held in Washington, D.C. with no host-country offi-
clals present, but was attended by the Ambassador designate. The seminar was useful in
increasing A.LD. stalf awareness of some of the key development issues and constraints
and as a bricting exercise for the new Representative, Policy directions were suggested.

Rwanda--Long-icrm Policy Retform Progrom in Munutacturing and Employment:  the Mission
belicves that the GOR was involved in the activity “..every painful step of the way. It
took two years, using every mechanism possible, 1o give the GOR ownership of the
study agenda, to define the objective of the study program and for the new Minister of
Finance to recently approve it (text of cable received trom the Mission). In regard to
the policy reforms happening as a result of EEPA, the Mission responded, "So fag, im-
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pacts have generally been piecemeal, often firm- or product-specific in areas such as
tariffs and tax holidays. On more wide-ranging reforms, impacts to date have been
limited 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.LD. has very little institutional memory of this study that was
conducted in mid-1985. The Mission believe: the study was not very usetul because it
contained no actionable recommendations (other than further study) in the context of
Somalia’s specific need for immediate identitication of employment opportunities. It is
not clear what impact the study  had on subsequent programs which have dealt with
reform. The 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 1o many countries...yet there is no mechanisin,
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 -- The World Bark
and the IMFE -- 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 Reform, and Strucieral Transformation: Paper was developed for
PPC, without the actual involvement of the Buieau in the design of the study. The report
was 1o 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.LD. policy..

Belize--Analysis for the Development of the PID for Export Investment Credit Project: The
EEPA team speat a lot of time with the Central Bank (part of GOB), raised many issues
with Bank personnel and then prepared a position paper on behalt of the Mission to
present 1o the Ministry of Finance.  The paper outlines the issues and findings of the
EEPA team and was designed to constinte tne starting point of an on-going dialogue be-
tween A.LD.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 ALD. managerial personnel,

Hondurus--Report ot the Effect of Policy upon Small Industry Development The Mission felt
that the EEPA team had done a brilliant job of analyzing the dara and conducting "mini-
semuars ' with Mission and host-country personnel. The report contributed o a PID and
will lead ro i project.

Dominican Republic--Report on Economic Policy Analysis and Training Project (April/May
1985): There is no wstitutonal memory on this report. The Mission =coromist had seen
it in the files when he came o his post, but because the funds had been cut from the
program for which this P had been developed, he has not read the report. He had no
infornation on whether 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 ?0OLICY CHANGE HAS RESULTED FROM
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.

0 Many of the short-term 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.

0 High levels of satistaction have been reported by Missions 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 sharing them with the Agency.

III. Recommended Changes

A_ANALYTICAL: THE FOCUS AND TECHNIQUE OF THE S&T PORTEOLIO AND THE

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

S&T funds are 1o foster rescarch which produces findings of general interest to numerous A.LD.
Central Bureaus and Missions. In the case of the EEPA Project, S&T funds are to support:

0 project nuinagement
0 supplemental monies for Mission-based policy assessments
0 collection and review of existing, non-tarm-employment/labor-force data from

establishment surveys, household censuses and sample labor-force surveys

o} exploration of employment potential of various industries
o policy assistance or long-term projects
0 establishment ot appropriate methodologics for obtaining data useful for cross-

country comparisons and to test certan hypotheses on employment growth

0 review of prior policy experience
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0 preparation of state-of-the-arr review
0 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 lite of the contract. As of December 31, 1987, $1,260,527 of
S&T money and $887,466 of Mission Buy-ins had been spent.

1. S&T Porttolio: Research match to Agency needs. As of December 31, 1987, HIID had
presented its workplan and a summary of its research agenda for the - :mainder 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 A.LD. sta“f need to know to be more effective.

Is this whar the client needs 10 know?

At present, the Project has limited means of measuring whether research is appropriately
focused to generate fundings of the natre that could be useful o A.LD. staff. HIID, DAI and
MSU state that they have a mandate to do state-of-the -art research--a mandate that must coexist
with the contractual obligation to generate findings which could gurde ALD. practitioners in
program design and implementation.

The first part of the mandate has been achieved. As stated by Dr. Gregory above, the Project
has developed state-of-the-art research. From this research, he was able 0 summarize several
significant findings that could be important 10 ALD. stft who desige and implement projects
and policy dialogues.

Whether the proposed research agenda addresses ALLD. needs has yet to be wested. The initial
research agenda was developed through discussions among the three institutions and the S&T
office. The contract envisioned that the research agenda tor the second half of the contract
would be developed as the Project worked with the Missions:

specitically on policy assessments and analyses, data collection including ume
series, and estimates of employment potential.” Then, on the basis of that research,
the carly focus on technical assistance, and USAID consultations--all of which
would claritty Mission needs and  opportunities and provide both data and
experience--claborate 4 more precise research agenda to be carried out mainly
during the Luter half of the Project (HITD Contract, page 9).

The Project needs 1o design a means of synthesizing what has been learned in the Mission
projects and consider the research questions remaning unresolved. There should be, as required
by the Contract, a clear line between the Mission generited research questions and a portion of
the rescarch agenda

The Project contract states: "The contractor raay propose to mmpiement U.S-based and/or
reglonal or country-based workshops as o means ot knowledpe dissemmation addinonal 1o the
writing ol reports and research papers. This is one desiypn for dissemination that could be used
by HIID 1o present tindines and pet additional teedback on the proposed research apenda tfrom
ALD sttt

Currently, the Project aceds 1o examme research needs articulated by the Apency. For example,

the Project has no vehicle to hear the follor ing request tor assistance heard by the EEPA
Evaluaton 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 inward/outward orientation of economy) to present broadly to the field.

-The Project should move quickly to inform the tield of credit policy that creates the
least disruptive use of loca . currency to provide credit 10 SME,

HIID's "Program Budget tor FY88 and Perspecuve for FY'$Y and FYY0" outlines the proposed
research agenda (o the end ot the project (Note: This research agenda is currenly under
discussion). Some observations on the proposed content are:

0

The S&T portfolio needs 1o include materials that coacisely present the findings
to date.

A disseminaton design neecs 1o be developed that will insure that A.LD. person-
nel recetve the findings in an effectve manner.

HIID needs 1o develop a vehicle for testing the wtility o A.LD. of its proposed
research agenda,

These materials and this diss:miation plan are not in the annual plan or budger.
They must be planned and budgeted.

A projectwide tinud weport was not required mothe contract nor is one deseribed
in the rescarch agendas A tinad report nomually summarizes nrdings, reports on
how sttt and tunds were emploved and displays accomplishments of the con-
tract. - This report s wsually written by the Project Munaver o project manage-
ment tme. Clearly, some other product is intended by th EEPA consontium
which will cost $269,640 over and above management tune.  Further, 1t is
proposed to spuend 5195204 of the moncy tor the final report in 1989, one year
before the end of the contract. (Betore S&T can approve this expenditure, 1 will
need an outhne ot the final report, estmates of the tme that will be required for
development und production of the report and names and rates of the proposed
authors.

The reserch anenda was accepted 18 months o the conr=act. It would be ap-
Propritte tor .t evicw (2035 monthy into the coniract) of the agenda 10 take
place where quesnons ot relevance o ALD. needs could be considered. HHD
should explum i more detnl how the rescarch avenda has been developed and
how iteracton wuh US A LD Slivaons has molded the arendi

RECOMMENDATIONS: SXT SHOULD FORMALLY
REVIEW THE RESEARCH AGENDA: A VEIHCLE -
POSSIBLY A SEMINAR  FOR  SELECT  ALLD.
STAFF--SHOULD BE DEVELOPED IN ORDER TO
INCLUDE MORE AGENCY INPLU T,

2. US ALD Mivaon Buv i Focns ad 1 fngue A espladned mothe sectfon discuss-
ing Contract Obhvation #3 4bove . Mison by i base covered numerous mpics relating to
cmployment and caierpine deselopment pohoy The FEPA project sttt has sereened buy-ing
to insure that they tell under the EEPA aundate policy developraent i oareas intluencmyg
cmployment and enterpree The Project eporty that ey have tirned down several buy-n
proposaly becawe they ded not titcthe cternn,
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The Project reports three difficulties in contracting buy-ins: 1) a ceiling too low for funding
long-term projects, 2) atracting effectively the appropnate Missions who are dealing with
policy issues effecting employment and enterprise, and 3) competition from other more en-
dov.zd A.LD. policy projects which can afford to share the cost of the TA activity with the Mis-
sions.

Don Snodgrass reported that the EEPA Project possibly couid have contracted for long-term
projects in the Dominican Republic and in Indonesia except for the fact that the size of the ac-
v tes wouid have exceeded the limits permitted by the Office of Contracts Management.
(Also, there was a polictical-timing problem: the L OR may not have wanted more American
advisors in-country during an clection.) This is approximately $1 million per long-term project.
Dr. Snodgrass wes under the impression that Projects in excess of $1 million would require
competitive bids.

At the approximate haltway point of the contract, the EEPA Project concedes a need to attract
more Missions o 1ty services. They have proposed to plaa for how they will gencrate this inter-
est.

RECOMMENDATION:  S&T AND HIID SHOULD
DEVELOP A MORE AGGRESSIVE MARKETING
DESIGN.

B MANAGERIAL

The Evaluation Team teels that management praciices need to be improved in the areas of 1)
reporting and monttonng progress on performance of Project objectives 2) planning, budgeting
and implementation of workplans and 3) coordination ot the Project consortium and mainaining
quality contol on Progect products.

Repormng  Required quartedv reports on Mission TA projects: “There are no quarterly reports
on tile trom Rewvanda This s o patticular problem since there iy 2 great deal ot interest in the
Rwanda actvary and o deare o evaluate the actvines of the "PRIMIE” program over and above
the EEPA Progect

Required annual workplans: The required workplan - do not have umetables or schedules for
deliverables nor do they explam who will be domy what when, They tall short of the title
‘workplan

RECOMMENDATION: S&T SHOULD EMPHASIZE
THE NEED FOR HHHD TO MEET REPORTING RE-
QUIREMIENTS.
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Clarifying scope of work or level of effort: 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.LD.
Missions, was envisioned in the Project Paper as being a significant effort of considerable mag-
nitude. The sclected contractor wis to;

coordinate a range of personnel from “senior economic advisors” to policy-analysis
generalists..a cadre of specialists of various sorts...dzveloped in paralle]l with the
development of economic generalists, to perform the specialized research and
analysis which generalists have identifizd 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.LD. is notoriously short of irstitutional memory, because (though there
are no plans to do s0) the S&T/RD/EED contract monitor could be changed, and oecause the
Agency requires Project accounting, the Froject staff and S&T/RD/EED should clanfy the
viability of this objective.  Conceivably, the objective is no longer relevant to the Project, or
the Project hus just failed 10 report on the actions it is taking to achieve the ob:=ctive, or the
functon is being performed by other contractors.

One of several steps would be managerially judicious: (1) the FEPA Consortium should review
their contract goal of institution/network building and detennine what, if any, additional actions
need to be taken o achieve the objective, (2) a decision should be taken as to whether the pur-
pose should be drepped i change in the scope of work) and whether an adjustment is required
in the level ot etfort or 3) S&T/RD/EED could provide clariiication for the Project file as to the
status of the objective.

RECOMMENDATION: SE&T/RD/EED  AND  HIHD
SAOQULD FORMALLY CLARIFY PERFORMANCE
REQUIRDEMENTS FOR DEVELOPING AND COOR-
DENATING A NETWORK OF EFPA CONSULTANTS

Planning, budgeuny and unplemenung Project Activitics: The Project workplans provide too
litde detal o enable S&T 1o momtor progress nor for HUD 1o guide subcontractor perfor-
marce. Toey do not dlustate bow the prime Luad sub-contractors will work topether to achieve
the objecines of the contract

HITD vy contracted as prime and o pad 1o supervise s tvo subcontractors. When HHD submits
dworkplan it should inelude the workplans of i subcontiactor, The otk plan should include:

0 the objectives ot the contract tor the vear

0 the activities to achieve these objectives

0 description ot cehiverables

0 who 1s going to unplement these activities

0 measures tor evaluating the activities and deliverable s
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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 THE 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.

Budgetng: HIID is proposing to complete five additional research reports for $267,260 and
complete the tinal report for $269,640. An additional $306,960 will be used for management
cosrs (distributed amony the three organizations). HID is also submitting a "preferred variant”
budget in which they are requesting an additional $56,540 to enable a researcher to participate in
the final analysis of the Korea-Taiwan-Philippines-Thailand comparative report, $30,000 to
compensate for monies shitted troni travel and other direct costs to increase MSU management,
and $59,397 1o keep DAL's research monies intact.

The request tor the “preferred varant™--an increased in S&T operating monies--is a reflection
that " S&T money oy faidy heavily committed to the point ot overcommitment and the Mission
money stull b wosipmiticant depree of undercommitment” (Don Snodyrass at October 15, 1987
review meetiny). The EEPA Project should be retreving management costs {rom buy-in
budgets, but stead 15 ook o S&T o Increase iy supportof the research agenda.

[Cds ditticuir tor the Bvaluaton Team o deterrune 1f these requests are reasonable because too
lede detal s mven o hoth the waorkplan and the budyet. Lacking are the answers to the follow-
NG questions.

0 Who i domg s hat tor how muoch time at what rates? The answer must be given
tor HIID, MSU and DAL

0 What tiskey e completed on management monies?
0 What does the Prosectimtend to spend on marketing?
0 What 15 involved i the costy tor prepanng the tinal report?  Does this include

meenng costy siee the cotsorinm must be plannimg mereased interactions be -
tween the msnitwtion s the contraet contne How wall duy "cross-
fertthzation  tibe place”?

}

0 Are Misaon upported propecss pavoe ton themnelves ' Are nunement costs
tor the fony b Lorttenn N agon CJtopecty bemss ainbuted o S&T tands? For
Histanee, e contact requiee s that Beal reperty tor cach lonetenm imstitution
butldimy i e v delivered oo the fined vear ol the coattact The cost for writ-
my the finad repors Should Bencorporated snto the budvets ol the long-term
projects since the fonge term propect duaectors Should be the ones 10 prepare the
report What Misvion conty are Sa b Tands supportiing!
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0 HIID 1s reporting its budget requests as if the three institutions were in a joint
contract. Since HIID is prime and the DAI and MSU are subcontractors, HIID
may wish to retlect this reality in its budget proposal. To do so, would enable all
parties 0 understate the demands of Project management and justify Project
management expenditures.

RECOMMENDATION: S&T SHOULD REQUIRE A
DETAILEDG BUDGET FROM HIID WHICH COR-
RESPONDS TO THE PROPOSED WORKPLAN,

Coordination uf the Consortium and Maintenance of Quality Contral: The recommendations
made by the Cvaluation Team require that HIID increase its supervision and coordinaton of its
subcontractors.  The geographic separation of the consortiuni members make an aggressive
coordination plun essential if the Project is to produce a product that is more than another series
of academic papers on employment and enterprise topics.

Reports should be torwarded 1o S&T/RD/EED after HID has determined that the documents
meet the quality standards of the EEPA Project. The Evaluation Tearn encountered situations
where all the EEPA members had not received a document, while HIID has been asking several
A.LD. efficials to review the sume document for feedback.  Consortium members have stated
that S&T/RD/EED provided the first (and, in one case, the only) teedback they had received on
their work. At the same time, the Project presented 1 document at an A.LD.-sponsored seminar
on the Informal Sector without any review on the puart of the office contracting the report.
A.LD.is paying the EEPA contractors 1o coordinate its members, to produce reports its mem-
bers consider to be of high quality and, where contracted 1o do 50, to develop its reports through
custonury clearance procedures.

RECONMMENDATION: THE HID WORKPLAN
SHOULD DETAIL HOW COORDINATION OF THE
PROJECT MEMBERS WILL TAKE PLACE: A
BUDGLET SHOULD BE EARMARKED FOR THIS
COORDINATION.

C MARKETING

One of the major concerns i BEPA statf and S&T personnel have expressed is that the Mis-
ston deinand thuy-ins) has not been as great as predicted by the Project Paper. Approximately
354 of the projected buy-in monies have been obligated as of December 1987, Our evaluation
tisk has notheen 1ok why the EEPA services have not been used, but rather how etfectively
they have been unved. However, the team has recerved comments and made observations that
may be usetnito the EEPA sttt m understanding this Ly,

0 A reported abovethe Team has found Tinde fannbianty with the Project outside
of the direct wers ot EREPA wervices. (One mission cconomist remarked at the
beginmng ot the mterview that he wished he had aceess (0 Prestglons economists

to ensure that he had the “clout” he needed 1o convinee the Ministry of needed
retornmey

0 Several A LD personnel knew of the "Liedbhiolm Paper” but did not know that it
wirs part of the Project.



Possible explanations are:

o

The three insritutions have not developed a collective style or identity under the
EEPA bannzr.  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 Serics. EEPA staff are not making presentations
beyond an established and somewhat limited ATD/W groap, « - 1g, "These are
the findings of three institutions pooling their considerable ez, 3¢ to deal with
employment generation and SME support issues."

No etfort is made to write for the non-economist. The A.LD. rzality is that many
non-economists are developing employment and sinall enterprise support
projects. A.LD. personnel have reported that they have read the titles of the
reports and had no idea whav type of information would be contained in the
reports. While the Evaluation Team is aware that much the EEPA Project
research 13 for economists working in very technical policy areas, a greater effort
to reach a broader audience is necessary.

Many ot the documents arc bound in the logos of the producing institutions and
only a close reading reveels that they are EEPA-generated materials. The EEPA
logo needs to be on EEPA documents and all EEPA consultants should carry
EEPA cards for distribution.

Quite possibly, the products of the project can best be presented in seminar sessions.  Several
Missions reported e “staction with EEPA teams that did an entry seminar and a closing session.
Several Mission personnel had little economic background and they stated that they needed the
assistance of the seminar o establish an appropriate framework in which to conduct policy
dialogue with host-country otficiuls.

Dr. Gregory, 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.LD. sttt will have the motivation or "reading time" to get at the findings. The work of
EEPA is not packaged to serve the ALLD. client. Why should the client buy it?

RECOMMENDATION: HIID SHOULD DEVELOP A
MARKETING DESIGN; THE IMPLEMENTATION
OF THE DESIGN SHOULD BE EARMARKED IN
TIE BUDGET.
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EVALUATION FRAMEWORK

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

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

-How have data und 1nformation 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 guestions
and provides insight into the policy reform process?

-What actions have been taken by the P'EPA Project to ensure
that the findings are available and accessible to the
Mission staff 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- and short-term Technical Assistance projects will be
evaluatoed throujgh interviews with the designated staff at each
Missions and Central Bureau that have received the assistance.
Interviews wil!l ceanter around the following questions:

-which of the $EPA documents have you read? How were they
useful %o you and your worx? Wwhat applications have you
been abl«e to make of what you have read?

-What was the objective of your technical assistance
project? How were host-country ofticials involved in the
project? wWhat policy quaestinn(s) was being considered?
What was the nature of the Mission project in which the
policy questinns were being considered?

~Describe  offective methods the EEPA technical assistance
team used to ensure that there was genulne understanding by
participating host country officals of the concept, benefits
and impostaince of employment generation.  How could they
have Jdone bhentor?

-What Hission needs did the EEPA technical assistance
project meet? How satisfied were you with the level of
preparedness and 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 regqulations been
observed?

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

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

-What policy reform has been begun or adopted a3 a result of
the EEPA technical assistance project? What 1is the
probability of the impact of th2 technical assiscance
project being sustained in the host country?

The EEPA contractor, Harvard Institute of International
Development (HIID) and 1its subcontractors, Michigan State
University (M5U) 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 purpouse of the EEPA
project?

-What do you feel are your major accomplishments in terms of
effoctivaely working with participating A.I.D. Missions and
Host Countries to songender jenuine understanding by
participating host countriesg nof the concept, benafits and
importance of srployment Jeneration?

-Describe the jurdance you have reccived from AJI.D./W.
Adhat 15 worxing we:11? What should be improved?

-Describe the procedure you have ased to determine which
papers should bhe written, or technical assistance assignment
to accept, Wharn, 1¢Y any, changes ara you planning &9 make
in this procedur.?

~Hew has ALLLD. W managed channels of communications wWwith
Misstons and pProject staff?  What 1s working well? What can
be done Lottor?

-What tunds are requiced and time necded to complete pProject
actlivitties)  wWhat 13 the financtal status o9f the contrace?

~=How nhawve the lata and information qgenarazed been
L/’ciiﬁseannted?
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~Has information on employment generation been stared (a)
among different components of the project; (b) among
countries; (c) within countries; aud (d) beyond th2 project?

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

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

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

What practices in develoning countries have fostered or
hampered formulation and adoption of employmen: generation
policies?

What are the key institutional constraints to developing,
introducing, and managing emplcvment generation policies?
What progress has been made towarde meeting these
institutional development needsg? what institutional
development activities is the Project planning tn in:tiate
in order to achieve project objectives?

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

Are host-country impleme~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 heing
sustained in the host countries?

The Evaluati1on 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 complate activities? What is the financial
status of the contracts?



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

o an accounting of actual funds available and description
of the short-fall, if any.

In order to compare the directions taken by the Project against
the needs of the Agencv, the Evaluation Team will, in addition to
interviewing A.I.D. parsonnel directly involved with with the
EEPA consulting projects, interview Central Bureau personnel with
responsibility for nolicy 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 inciudes a review and evaluaticn of thirteen EEAP discussion
papers and two additiocnal EFEAP-supported papers as part of the Mid-term Eva-
luation of the Employment and Enterprise Policy Analysis Project (EEAP). (See
Exhibit 1 for a listing of the papers reviewed.) The report is organized as
follows. An introductory section establishes the terms of reference that guide
the evaluaticon and comments in aeneral terms on the nature and quality of the
papers. The followlng five sectiuns extract amd cumment on the major themes
covered hv ~1e papers. [ have limited the selection of themes to these that
would appear to be most relevant to AJ0.D. in planming and evaluating projects
in support of employment growth and the role of small enterprice development
as an instrument of such qrowth. In the final sectien I summarize some of the
policy mmplications that can be drawn from the studies under review.

[. Intraducticon

An explicis objective of ULSALLD. assistance to developing countries is
the pramoticn of the osmiall- and mdiwn-sice enternrioe sector. This cbjective
and its raticnale are spelled cut as follows in the proyect paper, "Employment
and Enterprise Policy Analysis Report,” dated July 1983:

"The objective of thils project 15 to promte engployment
qeneration and small and medium enterprise (SME)
develcpment.  in LOCs and rherehy produce more efficient
and nmquitahle patterns of apital cod labor use, regicn-
ally as well as by enterprioe scale. Assistance provided
under the prosect should resuls in TMEs accounting for
increased shares of (1) total nen-agricultural employ-
ment and (11) the total number cf enterprises. At a more
macroecenomic level, (v sheuld also result in impreved
capital-labor and capirtal-cutput ratics and a decreage
1n the tendency of employnent to be copcentrated 1n large-
scale enterprises and urtan regicns,”

4

regqarding the 1meact rthat the arewty of sl l= and medium—o1zed rnterprises
would have on efficrency 1n the allocarion of rescurces in LDCs. These are
assumpticns that have coae te bo pare and parcel of the conventicral wicdom of
the economic develcpment commnity, That this should Yo 5o 14 not corprising.
The emergence of 3 broad conoensus may beo viesssd g 0 react ion to i demen-
strated experyence of countrics pureaing g developmental atrateay tased on
lmport subst it on andustraalication (151, In mest coantries, the Strateeyy
has resulted n oo cevere misallocation ot ot rewcuroes,  Scoaroe capital re-
scurces have beennoaced wastetally an larae enteryrioes wWhyle ploncifa!l sup=
plies of Tabor have been Tean prodact reely creloyed than micht have been
possible under alvornat ive growth atrateegren, In o oxtrome cases, re oneffy-
crency of 151-ted gqrowth can be seepn in neagative valae added of ome newly
promoted industries when their cutpat g valued gt internaticna ! crieed and
mnputs are valued at thearr sooal opportunity cost,

AS Can b seen, the project departs fromoan oexplioit cet o of assumptions

Thus 1t has teen taken for granted that, gqiven the rescurce endowments of
LDCa, a more of ficient ase of rogources could he achieved in small enter-
prised. Laearce resources, ogpecially capital, would be more intensively ugsed
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relevant for the survival and growth of SMEs and thus have implications for
the size distribution of firms. However, the determinants of that distribuf:ion
were an explicit concern of a smaller number. (1, 2, 5, 6, 7, 8, and 14)
Available empirical information indicates that there are substantial diffar-
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 develcpment. As development proceeds and the income ‘levels of tne
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 smaller 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 ccmposition of
demand for goods 1s a more important determinant of the size distribution of
firms. Cbviously, the composition of demand for demestic goods will also be a
function or the trade reqime in piace.

There are also differences in the size distribution of firms ameng coun-
tries at similar staqes of development. 1f SMEs are underrepresented in a
particular country as conmpared to others with a similar per capita income, one
should locok for an explanation te the impact of policy-induced distoriions
that bias output toward those industries in which large firms tond to domi-
nate,

The birth and survival of cmall enterprises appears to be clesely asso-
ciated with the performance of the agricultural sector in poor countries.
Increases in farm inccme are an important source of stimilus to the creation
of small enterprises located 1n rural areas. Increasing inccmes becore reflec-
ted 1n an increased demand for simple consumoticn goods as well as for simple
farm 1mrlements. Both cateaories of goods can be preduced at competitive
prices in small enterprises, particulacly 1f «he rural zone 1s relatively
isolated from sizable wrban centers by reason either of physical distance or
high transport costs, However, over time, a continued increase 1n rural in-
comes will ke accoempanied by a shift in consumer tastes in favor of goods of
higher «auality and scphistication  that are normally produced in larae estab-
lishments,

An anteresting findiag reported by Biggs and Openheim (6) 1s that across
countries, the share of manufacturing output produced by large f1rms 1n many
industries varies little, This in turn means that the share of small and
medium firms together 15 also likely to be stable for these same industries,
This implies That competition for market chare between the large and other
firms does not alfect *he share of the larwe firms but merely results ina
rexlistribution of catpat as between tne smal boand mesdiom Siomse Thus, seasures
that ek to proante gamall enterprises are Dikely to come gt Yhe expenne, not
of large e, bato ot o medione frpirieal support for this conclasion s can be
foundd 1 the cvoqgerieree of dndia, the country that perhape has taken the most
AGaressiye Ssteps b prameto aned procerve artisan enterprioes bt Che coame tipe
Fhat 1t bas adopted polrcres rhat have Huased spdastralioat ton boward the
barge-enterprise qector, The cirployment Jdistrabation by e o enterprise
pProves to be bimeala] ot the ey extremes S enterprine syce with o dearth ot
employient tnomed ium=n e Cactorien, Since med tumes 100 enter P baes in some
countries have been found to bee ey the nost ol Crctent uners, of teconrces in
many preduct cateqgorses,  the cmehanis on the proastion of artisan-soale acti-
vity may have a cost oassoctated with iv, Howwver, o ful ler discussion ot the
eff1ciency 1soue s deferned 1o the fol Lo et o,



IV. Economic Efficiency of Establishments
of Different Sizes

I ingnt:;hwj-ill bif: recalled that, in the Introduction, one of the premises under-
Y e des| f:\bility of promoting 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 empirical evidence drawn from LDCs reveals substantial
differences in production techniques and efficiency even within narrowly
defined industries. A large number of reasons for these differences can be
of fered including differences in the ages of firms and ir. the vintages of
their capital equipment, different expectations concerning future factor price
ratios, differing degrees of distortions in factor prices facinu firms of
different sizes, differing entrepreneurial abilities, differing degrees of
market imperfection, etc. (2, pp. 6-7).

Econcmists distinguish between two broad sources of irefficiency. Techni-
cal inefficiency results frem the failure of an enterprise to maximize output
from any given set of inputs. Allocative inefficiency reflects the inability
to select an optimal level or mix of 1nputs, glven prevailing factor prices.
Where market imperfoections exist and prices diverge from the social cpportuni-
ty cost of factors of production, one must further differentiate between
private and social aliocative inefficiency. An enterprise may successfully
minimize its costs of production while failing to minimize social opportunity
costs of production. Pesponding to actual factor prices, a firm may choose an
operating scale or factor preportions that are privately profitable but that
are inappropriate frcm a social point of view.

There exists a wide range of methods for measuring relative economic
efficiency in LDCs. The most commonly employed measures have been partial
productivity indexes, usually ouput-capital or capital-labor ratios, Such
emplrical ly rif)rl,'/frci measures suqggest that, in the aggregate for the irdustrial
sector, the fixed capital-labor ratio is lower in small than i1n large enter-
prises, that is , the former are more labor intensive. However, this chserved
relathn:;m,p coers not necessarily hold when data are disaggregated on a nar-
rower industry or product basis.

4 _'I'ho evidence with respect to capital productivity is mixed. A surmary of
findings drawn from 12 countrios suggests that it )5 highest ia small and
medium=sized firms (up to 50 workers) in 93 the smollest sized onterprises (1-
10 workers) appeared to mike the most efficent nse of capital in 7 of the 12.
(L4, pp. 67-69) On the other hard, some researchers report that, within the

SME sector, the capital pductivity of smal lest enterprises (1-10 workers) is

less than that of other size groups. {(Ohkawa and Tajima, 14, p. 68) This

conclusion 1s o supported by Little who reviews soveral small indoctro studies
and cencludes that capital productivity peaks in the mediume-size enterprise of
20=200 workerss i34, po 6B) Disaggregating tooan lxhustryy-specytfic lovel for

Korea, Ho reported the peaking of productivity in firmg with 50-500 workers in

two=thirds of the cases, (14, p. 68)

Measures of partial productivity such an these are not ful ly satisfacto-
ry. Therr greatent virtue 15 eane of coapatation. However, they overlook the
extstence of rescurces other than caprtal that may be scarce and may not take
into account differences between the market and social prices of inputs.
Therefore, qreater reliance 15 being placed on broader measures of efficiency
such an: benef ft-cost ratiog of value added to total costs of inputs valued at



market and social prices for measuring relative relative economic efficiency:
total factor productivity measures assess differences in the ability of antar-
prises to maximize output from a given set of factor services, that is,
technical efficiency; the precduction frontier approach o 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
decamposition of economic efficiency into its two com.onents, technical and
allocative; and 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
demands for reliable data that can rarely be fully satisfied in LDCs. There-
fore, one is advised to treat all such measures with care, recognizing that
the reliability of the measure is only as good as that of the data employed.

Having entered that 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 single set of generalizations regarding the relative efficiency of
different sized prcduction units. For example, contrary to the commonly held
view that small enterprises are the most efficient employers of resources,
Ho's study employing total factor productivity ratios and based on data drawn
from Korea and Talwan reports that enterprises with fewer than 100 workers
were realtively most efficient in only a limited number of industries and in
half Of 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 small but they are
also more labor intensive. Furthermore, he concludes that small enterprises
cannot be counted on to create large amounts of employment because they are
efficient 1n too small a number of industries. (2, p.36; 14, p. 70)

Social benefit—cost ratios have been ~orputed 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
small firms with fewer than 50 employees made 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 possible to evaluate the social benefit-cost ratio when output was
valued at world ratiher than domestic prices. While the benefit-cost ratios
declined for both the large and small firms, they declined much more for the
large and were equal to less than one in all but one of seven product groups
among the large~firm group whereas they exceeded one inall but one (furni-
ture) within the set of small firms. (14, p. 75)

Arother benefit-cost analysis attributed to Cortes, Berry, and Ishag has
been appliod to metal-working and food precessing €irms ranging 1n size from 3
to 100 workers in Colombia. This study found that the social benefit-cost
ratios for both andustries increased with firm size though they were greater
than one tor all size groups. (14, p. 70) A forthcoming work by Little,
Mazumdar and Page 15 cited as concluding that the evidence drawn {rom surveys
of narrowly rdefined industries in India, Colcmbia, the Philippines, and else-
where assigns no general validity to the proposition that small, and especial-
ly very small, manufacturing enterprises are relatively more efficient users
of resources than are large firms. (15, p. 54)

Finally, the findings of Lindolm and Mead provide further insights into
the efficiency differences among very small enterprises ranging from a one-
person enterprise to one employing up to fifty workers. The data are drawn



Principally from Egypt, Jamaica, Honduras, and Sierra Leone. (14, Pp. 74-89)

The findin%g‘focus on the returns to labor and profitability of small enter-
prises in aggregata as well as disaggregated by product group and size of
enterprise, In general, the findings indicate that these small enterprises
appear to be economically efficient. The returns to la-or are ccmfortably in
excess of the shadow price of labor and they generate posltive prorits.

The findings also emphasize the importance of disaqgregaticn to narrowly
defined activities since the aggregate data conceal a wide range -f variation
in returns to labor and profitability. In general, 1t would appear that there
is a positive relationship between the returns to labor and size =ven 1f one
restrict the investigation to enterprises with fewer than 10 workers. Even
within narrowly defined product groups, differences in returns are noted as
between products of high quality and those that are lcw cost. Particularly
notable 1is the finding for one-person enterprises; these appear to yield
profits that are either very clcse to zero or actually negative in most cases.
Other distinctions that seemed to be associated with differences in efficiency
included the presence of hired labor (positive), the size ot the ccmaunity
(positive), whether the enterprise was heme-based or operating outside the
home (the latter being more efficient).

The findings that very small enterprises are officient qust o treated
with care. It is to be noted that scme of these conclusions are baced on a
very simall nunber of product groups that have traditicnal ly been classified as
labor intensive in production: dressmaking, talloring, shoes, tiles, furni-
ture, crafts, baked goods, and repair services. The survival of smill enter—
prises in these areas in itself should ke suggestive that they are economical-
ly viable, reflecting, among other factors, a relative uninportance of econo-
mies of scale. However, the efficiency of :mall enterprices in these particu-
lar areas cannot be interpreted as holding for similar enterprises in other
product 1lines.

[t should also be pointed out that the findings reported here are derived
frem a consideration of enterprises in existence at a mement of time. As such,
the returns tc investment in small enterprises are limited to those that have
survived to the time of the survey. If returns tc auniverse of small firms
over time were to be considered, these might prove to be legs neouraging.
while entry of small enterprises into the surveved fields 1 easy, rthe failure
rate 1s also much higher than it is ameng larjer enterprises. Thus, if the
observed rates of return to investment in a small enterprise are weighted by
the probability of failure, the cxpected rates of retoerns may pr(wﬁ to be
substantial ly less favorable.

In short, we are far frem finaing ourselves in o position in which we can
make many generalizations about the econcnie efticiency of smal! enterprises.
Hovever, the diversity of the reported tindings doos suggest e any policy
initiatives intended to promote a faster rate of qrowth of rmeloyment by
encouraqging the qrowth of a smal l enterprise sector need to proceed with
caution and with ~onsiderable prior research into the prebables wviarg lity of
different forms of productive activity, [ will return to a connderation of
the relevance of the findings of the literature fopr DSALD AGSIStanc e programs
at a later point in this report.

Y. The Specific Cases of Taiwan and Eorea
Four of the papers dealt specifically with Korea and Tawwian, countries

that have frequently been held up as models to be emulated by other LDCs.
(8,11,12,and 13) Both have oxperienced rapid and sustained growth in (NP and



per capita incomes fueled by the promotion of exports. Both have witnessed & .
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. This 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 medium size, an observation that would seem to support the desirabi-
lity of supporting SMEs as an efficient response to the employment problem. On
the other hard, 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 feasibla.

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 between
government and the large private sector can best be described a3 "collabora-
tive™ and favoring it by facilitating its access to incentives and subsidies.
In an environment of limited skills, the Korean government's strategy might be
viewed as one that minimized the transaction costs of dealing with the indus-
trialized sector.

The industrialization of Taiwan took place within a very different econo-
mic and political environment. The division of functiors along ethnic lines
Chinese holding political power and Taiwanese do..inating economic activity,
discouraged direct intervention in fostering industrialization. Government
intervention has taken the form of controls that have been characterized as
more punative than promotional, that is, posing implicit threats to firms to
adapt to government objectives or risk incurring the latter's wrath. (8, p.22)
A significant difference was its larger endcwment of skilled humar 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 economically
efficient. In Korea, vertically integrated large firms have proved to be
efficient users of resources and are no less labor intensive than siall firms.
The production function in many industries appears to be characterized by
constant proportions of labor to capital. The greater concentration and 1i-
mited competitiveness of markets nas 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. Rather it was a response to
opportunities created by Japanese firms 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 firms while medium~sized firme predominate in Taiwan. Korean
exports tend to be the product of direct contracts between large producers and



large buyers. In contrast, in Taiwan, large numbers of traders have emaerged
as intermediaries between producers and overseas buyers. The migration to
Taiwan of an experienced merchant and trading class from Shanghai and other
mainland comnercial centers provided that country with a skilled cadre of
traders. A synergistic relationship emerged in which a growing number of
traders interacted with a growing number of producers for export in an environme
of declining transaction costs.

Both governments provide incentives to export. However, the methods used
to implement outward-oriented strategies may discriminate against the .flourl-
shing of small enterprises even though the methods themselves are not intended
to be biased against the latter. To the extent that potential exporte‘rs face
significant transaction costs in order to avail themselves of_ spb51d'ie§ or
drawbacks, small enterprises are likely to find export opportunities limited
by their inability to sustain those costs. However, while the role of small
enterprises @s direct exporters might be so limited, the possibilities for
serving as suppliers to exporters are not.

In short, the comparison of the experiences of these two countries serves
to emphasize that no single paradigm exists that is necessarily appropriate
for all developing countries. Given the appropriate institutional onvironment,
the disadvantages for employment often associated with large enterprises need
not be present. On the other hand, an environment conducive to the appearance
and growth of small enterprises need not necessarily inhibit the emergence of
a dynamic expor* 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 Aspeéts of Policy Reform

Virtually all of the papers evince a concern with policy reform either
explicitely or implicitely. There is a recognition that policy reform involves
both a question of substance, the form reforms should take, and a question of
procedure, how those reforms are to be adopted and implemented. This section

considers the first of thece aspects, leaving the second to the section that
follows.

In an earlier section I outlined the sources of bias against SMEs. Since
most pf the obstacles to the development and growth of a SME sector were
identified as originating in government policies and actions, the initiative
for reform must rest with government itself. The simplest way to remove obsta-
cles to SME growth would be to repeal those measures that have been identified
as creating an anti-SME bias. Alternatively, a government might ke 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 would
amount to the creation of new distortions extended to another sector of the
economy and could introduce new forms of protection for inefficiency. Cleariy,
a first-best approach would be to revert to a sat of policies that are neutral
in their impact on firms of all sizes.

"Levelling 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 between the "formal" and "informal" sectors would

have to be avoided.

High legal minimum wages may pose another obstacle to growth of small
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 small enterprises in the above-~grcund economy. An additional virtue of
most of these measures is that they are likely to improve the international
competitiveness of the industrial sector and facilitate an increasing volume

of exports.

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 artificially depress agricultural prices would have a once-and-for-
all effect of raising rural disposable incomes . If supply elusticities are
positive, higher prices will also induce increased output and raise incomes
further. These measures, combiced 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 netwerks are underde-
veloped, rural enterprises are likely to enjoy a degree of prctection firom
competition of larger enterprises located in urban areas. Over time, howevor,
if rural incomes continue to rise, it is reasonable to expact tinat changing
tastes will lead to a shifting preference for gnods of higb2 quzlity or style
produced in more "modern" plants. However, at early stage; Jf dev ?lopment, the
possibilities for significant creation of employrment <ppx reurit‘es in small
rural enterprises do exist.

The interest in the SME sector has been motivated by the desirs to spur
the creation of employment opportunities at a faster rate than might otherwise
occur. If the ultimate objective is to maximize emplicyment, then it might be
advisacle to consider the role of SMEs as only one of a number of measures
that might favor its achievement. As the discussion of the rreceding section
has indicated, there are likely to be some industrics in which SMEs are
econcmical 1y efficient. These can be most readily identified by simply obser-
ving the sectors in which SMEs are already producina. To the extent that
existing policies offer preferential treatment to larger entcrprises in these
same industries, its elimination should lead to an increase 1in the number of
and employment in SMEs.

[f efficient growth i5 an objective of LDC governments, what is not
called for are interventions designed to favor or protect SMEs from competi-
tion. Such interventions, as illustratad by the experience of India, have
served to raise the prices of goods commonly consumed by lower-income classes,
thus reducing their real incomes, while creating little in the way of expanded
emp.oyment Similarly, the creation of new agencies to promote the establish-
ment of small enterprises is likely to result in a minimal impact on employ-
ment and a Liqh cost for each such employment created. Because the risk of
fallure is so high among very small enterprises, the rat.s of return to public
funds directed towards the financing of their start-up costs is likely to be
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very low or even negative. Furthermore, it has been demonstrated that poten-
tial entrepreneurs have generally been able to mobilize the resources required
to establish very small enterprises from family members and friends. Because
the transaction costs of serving very small enterprises are high, assistance
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 shnuld not be the province of government action. What then can government
do to assist SMEs in a positive fashion? In place of an indiscriminate
promotion of Si'Es generally, the objective of public policy should be to
identify thos: progressive small and medium enterprises that have already
demonstrated a competitive capability to grow. The policy reforms advocated
above will 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 eocnomicz activities ~annot be captured by the firms that give rise to
them, suboptimal quantities of these will be produced. In such cases, goverm-
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 fiims is an example of such services. Another
would be research and development activities that could result in the ranid
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 develcping foreign markets is likely tc be too large for any single
SME to bear. Once developed, hcwever, the uwdarginal costs of extending access
to additional firms is likely t» ke small.

At this point some cautionary observations are in order. While economists
are able to offer policy suggestions that can be expected to improve economic
efficizncy and employment, they are less able to predict the precise size of
the impact these are likely to have. More important is that the lag benhind 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 follow will depend on
the 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 small firms. To the
extent that subsidies to capital and minimum wages limit employment in large
firms, the removal of these distortions will encourage an expansion of employ-
ment. However, to the extent that artificially high capital costs faced by
small firme 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. (1, 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 econamic 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 dcmestic 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 ocutput 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 some 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 cbservation for policy reform in
ILDCs is the need for a positive commitment 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 c¢fficiency 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 proposals. Furthermore, not
only is it necessary to convince the leadership of the desirability of reform,
but the government bureaucracy that must be depended upon to execute it must
be similarly convinced if the initiatives of the leadership are not to be
frustrated. Finally, even if everyone is convinced, the important guestion of
the administrative cometence for carrying out the reform remains.

The problem of gaining leadership support for economic reforms is likely
to be complicated in those countires in wnich regimes are weak politically and
have maintained power through processes that are rent-creating. Since rents
are created largely as products of distortions, the c¢liminatioh 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 serxvants, the resources avail-
able to the state for "lubricating” the process of reform and easing its
painful consequences may be severely limited. (3}



Since lictle is served by advocating policy changes that have no chance
of adoption, procedures are suggested for evaluating the feasibility of
success. Acocording to the Grindle paper, this involves an assessment of the
"oolicy 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 prospects for reform be advanced? As a point of ceparture,
thorough and competent 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 likelv to be called for. Equally important is to identify the
economic groups that are likely to be adversely atfected by *he reforms ard
to assess the power that those groups can exercise to frustrate the reform.
If they do possess such power, then adopticn and implementation of reform
depends on finding ways to ease the burden of reformor on ways to shift tha
affected firms into productive activities that may prove viable. In either
case, there will be resource costs involved that will have to be shouldered,
in part, by the reqime if it is to neutralize the effective oppositicr.

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 nature 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 depending on the cbservable 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 allcws 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 reforms were to be introduced in one

fell swoop.

In my view, a key to understanding the difficulties faced by acvccates of
broad policy refcrms is the sharp difference in the time .orizons of rolitical
leaders as ccmpared to those of the reformers. The horizon of the politician
is short-run, bounded by the next election in democratic regqimes. In contrast,
extensive econcmic reform involves a long-term process and requires an equiva-
lent political commitment that frequently is not forthcoming, It should be
understood that the positive returns from a properly conceived proaram will
not be immediate but will unfold only with a lag, which in some areas of the
economy may be substantial. In contrast, the changes that are required to
provide the incentives to reform the productive structure will have an inme-
diate and visible negative impact on those who have led a sheltered life. That
impact may “ake the form of declining output and employment in sectors that
have popularty peen consldered the clearest expression of tihe naticn''s moder-
nity. No president is likely to relish leaving office under the cloud of
having dismembered part of the nation's industrial sector. Thus, 1n My view,
what is of paramount importance is to find ways of easing the short-run costs
of transition from one economic regime to ancther. It is here that USAID may
have one of several constructive roles that it can play.

Vi. Implications for I'SAID Policies and Assistance

In my opinion, this collection of papers provides plenty of grist for
AID's mill. There are severul useful conclusions that can be drawn from 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 fcmm in the papers, others are only implicit. I have
already called attention to some of these conclusions so that this section
serves more as a summary than as a new set of propositions.

1. The interest of the AID community lies in promoting the fastest and
most efficient growth 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 LICs, the evidence suggests that the broacer
goals are not likely to be served by an indiscriminate support of programs to
promote SMEs. Support for small-enterprise ~2velopment 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 improving 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 government intervention in the eccnomy which is diffi-
cult to effect but which AID may be able to encourage and facilitate.

3.  Agricultural development programs that promise to increase the real
incomes of the rural population provide another path that is likely to stimu-
late the emergence of viable small enterprises in rural areas. Particularly at
early stages in development, the high income elasticity of demard 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-
+ional support for agricultural develcopment can be expected, tc 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 cn a much
broader series of reforms than simply a promoticn of small enterprises. Struc-
tural reforms that increase the international competitiveness of the economy,
while more difficult to achieve, are considerably more powerful gererators of
employment. Export promotion, of course, cpens up possibilities of increasing
output and employment from enterprises of all sizes, including SMEs that might
evolve into either direct exporters or supgliers to producers fcr export.
Indeed, if the outward orientation proves suczessful, there is no reason why
it should matter to AID whether the increases in employment occur in large or
small firms. AID my be in a position to influence regimes to adopt sigrifi-
cant reforms as well 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 may be helpful in making the case for reform, brief visits and exposi-
tions by such experts are not likely to suffice to build up a ~olid foundation
of domestic support for reform Support is more likely to be forthcoming if a
convincing case can be made 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-term relationship with host country technicians
and leaders and can gain their confiderce.



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 mav be expected to oppose reforms
unless they receive some orfset to their los. :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.
Assistance might take the form of balance of payments support as the eccnomy
is opened to trade, support for temporary subsidies to adver-ely 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
establishment of export contacts and channels, etc. However, just as reform
requires a long-term commitment from the host government, so must AID offer an
implied comitment to see the process through until it becomes self-sustain-
ing. Obviously, AID assistance might be more effective if it could be coordi-
nated with that from multilateral development agencies like the World Bank.

In short, a persuasive conclusion to be drawn from the assembled works 1is
that AID should focus on its broad objectives and seek out the most effective
ways of advancing them. While support for the growth of GSMEs may have a
place in a strategy for promoting a faster growth of employment, a convincing
case cannot yet be made that it should occupy a central role. At best, initia-
tives for promoting small enterprises, and particularly very small enter-
prises, need to proceed cautiously on a product-by-product and country-by-

country basis.

Appendix
Listing of Papers Reviewed
EEAP DISCUSSION PANERS;

1. The Effect of Policy and Policy Reform on Non-Agricultural Enterprises and
Employment in Developing Countries: A Review of Past Experiences

2. On Measuring Relative Efficiency in a Size Distribution or tirms

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

4, Location Theory and the Size Distribution of Firms
S. Economy-Wide Models for Analyzing Policy Reforms

6. What Drives the Gize Distribution of Firmg

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

8. Prospects and Perils for Small and Medium Enterprises in Outward-Criented
Industrial Expansion: lessons from Korea and Taiwan

9. Lewis Through the Looking Glass: Public Sector Employment, Rent-Seeking
and Econamic 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 Taiwanese
Firma in Technology-Intensive Industries

12. The Strategic Orientations of Firms and the Performance of Korea and
Taiwan in Prontier Industries: Lessons from Conparative Case Studies of Key-
board and Personal Computer Assembly

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

OTHER EEPA-SUPPORTED PATERS;

14. Small Scale Industries in Developing Countries: Empirical Evidence and
Policy Implications

15. PPC - The Informal Sector, Policy Reform, and Structural Transformation
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enterprise development. The project began in September 1384 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
Altermatives, Inc. (DAI). Don Snodgrass (HIID), Carl Liedholm (MSU), and Jean-
Jacques Deschamps (DAI) are 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, Liedholm 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”;

-- Goldmark, Deschamps and others, "The Effect of Policy on Small Industry in
Honduras™;

-- Biggs, Levy and others, "The Small Business Policy Direction Study
(Philippineal”; ’

-= Levy, "Sxport Intermediation and the structure of industry in Korea and
Taiwan'; and -

-~ Levy and Kuo, "Stratesgic orientations of firms and the performance of Korea
and Taiwan in frontier industries: lessons from corporate case studies of
kevooard and perconal  omputer ascembly”.

5. Collaboraticon and Further Information

With threes years Left 4o rmn and adequate buy-in ceiling remaining, EEPA
continues bo have cubetantial potential to assist missions with:

(a) pmjrct decign;

(b) high level exportice for pablic-private policy dialogue workchops;

() training of hoet country policy analysts (for the public or privale
gectors )

(d) long-term advicers S guppoct institutional development and host country
policy review; or

() inpute for vhe developoent ol aiscion otratesiies,

For further inforraticn -n EePA, roports generated to date, or the buy-in

process for additional sopport to micsions, contact: Robert C. Yound,
AID/ST/RD/KD; Telapn e, 703-235-8964, :
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