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1.

Introduction

USAID/Manila has set sustained and more proauctive employment for
the rural poor as its overall assistance goal. Three supporting
objectives are (1) job creation in rural areas; (2) the attainment
of higher labor productivity; and (3) the reauction in the rate of
growth in the labor force. One element of the Mission's private
sector strategy is the development of discrete projects to promote
private enterprise development and growth which will generate
increased proauctive employment in areas outside of Manila. The
current major activity uncer the Rural Enterprise Program is the
Small and Medium Enterprise Development Project (SMED) which will
accelerate SME growth through a package of technical assistance,
training, research and demonstrations directea primarily at
private associations, PVCs and their constituents to strengthen
the institutions and policies supporting small and meaium
enterprises (SMEs),

1t is expected that SMED will create demano for services that
cannot be satisfiea by the public sector aue to chronic funding
and personnel constraints. While the Mission knows that the
private sector can proviae some of these services, they do not
know if the private sector currently has the capacity to provide
them all (research and gevelopment, marketing, product
development, training, financial, technology transfer, etc.). To
compliment SMED and other activities in the Philippines the
Mission felt it is important to enmsure that this possible gap in
provision of services to SMEs be filled. A new project component,
Private Sector Service System (PSSS) is proposed to utilize
information generated by SMED on SME needs for services and
improve the capacity of relevant private entities to provide. key
services on a sustained basis.

Partnership for Productivity International, Inc. (PFP) was
contracted to assist the Mission review SME needs in rural areas,
consider the alternatives for meeting these needs and, if
Justified, develop a strategy for AID to assist in improving
private institutional support for SMEs in selected areas outcide
of Manila. The contractor was to take the current economic crisis
in the Philippines into consideration in all analyses. Rather
than conguct an exhaustive study at this time the contractor was
to review existing data to provide a basis for a preliminary
assessment of the institutional environment for SME growth in
rural areas. Based on this assessment, and considering the need
for additional analysis the contractor was to advise cn the need
and feasibility of pursuing an AID project to strengthen the
institutional support base for SME development, suggest
alternative project approaches for addressing the needs and
formulate a framewcrk for a more detailed analysis to support a
project. Specifically, PFP was to be responsible for:
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1. Making a preliminary assessment of the short and long term
needs of SMEs genelaily ana by ingustry groupings with major
emphasis on garments, hanaicrafts; and furniture;

2. Identifying through discussions with know ledgeable persons and
review of the literature priva‘e profit and private not-for-profit
entities that potentially have the desire, interest and
capab.lities to support SME cevlopment ana growth in rural areas;

3. Investigating the need and feasibility of improving existing
private institutions and/or developing new private sector
institutions to provice SME support services on a sustainable
basis;

4., Review existing/planned GOP/other donor programs in this area;

2. Suggesting alternate project strategies ana approaches for
ceveloping the private sector institutional support system for
SME's in rural areas, and provige order of magnitude cost
estimates for each alternative; and

6. ldentify major issues affecting project development and
provide a time phased framework and terms of reference for the

necessary feasibility analysis to complete project development to
the PP level. _

The following sections provide the findings on needs of rural
SMEs, the existence, capabilities ancd interest of private sector
entities to provide services to SMEs and related GOP and other
aonor programs. Also, a recommended strategy is discussed along
with the pros and cons of alternative strategies. Suggestions for
additional studies needed for project cevelopment are included.
Because the SMED project is in very preliminary stages, it was
agreed that Mission staff would differentiate between what of
recommended activities would fall respectively under SMED and PSSS

Executive Summary

Somewhere between 500-800,000 new job seekers are entering the job
market each year in the Philippines. Incomes in the rural areas
are low in comparison to Manile resulting in significant migration
there. The worldwide recession of 1980-82 combined with GOP
policies and buoget deficits have reachea a watershed. The
current economic are resuliing in layoffs in the manufacturing
sector and are swelling the alreagy large ranks of the
unemployment. and underemployment. Also, over the last twenty
years the manufacturing sector has not grown proportionately as an
employer; it was still at somewhere around 12% as of 1982 and is
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probably less now. The agricultural sector is unable to absorb
the increases in the labor force without significant declines in
productivity. Cata indicates that overall productivity in the
Philippines has been declining since 15781/,

Less affected by the recent policy-shifts have been the more labor
intensive cottage, small and mediun-industries which use
proportionately more local raw materials in their products e.g.,
hanoicrafts, weaving, and furniture. Under present economic and
policy conditions these will continue to have the most potential
for development and growth.

The neeas of rural SMEsZ/ have been studied by many parties in
recent years. Interviews with SME owner/managers within the last
few weeks revealed that their concerns center around the needs for
markets, access to finance, lower cost raw materials, more
qualified/responsiblc and loyal workers. Talks with SME advisors,
bakers ana trainers indicateag that SMEs have protlems in
management, marketing, production and creditworthiness. To attack
the roots of these problems support services in
training/assistance, organization and research are needed. There
is also a significant need to integrate SME support services.
Examples of specific needs are as follows. In the area of
management needs are in planning, cost analysis, market
development and control, while in the technial area needs are in
proouct development, quality control, prcductivity and
icentification and development of efficient small-scale preduction
technologies. 1In finance the needs are for training bankers in
SME credit and entrepreneurs in cregitworthiness (much of the
management and technical training/assistance will impact on this,
but awareness and attitudes nced specific attention). SMEs need
to organize into groups in order to increase economic efficiency
(buik purchasing, etc.) benefit from exchange of information, and
gain the leverage needed to affect policy reform and their

17 Deve lopment Acagemy of the Philippines report presented at
PCCl Productivity Confererce, Nov. 1983.

2/ SMEs in this report are the same target group as the SMED
project, small, medium, cottage ana micro industries. SMED
calls for a primary focus on garments, furniture, and
handicraft inaustries. The contractor feels that because of
the differing resource bases in the five regions of the SMED
project that consideration should be given to opening up the
focus to include, for example, metal working and food
processing in all tne regions. In other words, the focus
shoula be dictated by the resource base; material, financial
and human (skills and propensity) wherever SME projects are
being given support.
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markets. In research there is a neeg to identify areas of SME
long term growth potential in specific regions, develop improved
technologies, the relative impacts of GOP policies on them and
ways to improve telecommunications, power, transport and common
facilities infrastructure.

The current status of the service system for SME in the five
target regions is disjointea and inadequate. There have been some
attempts by GOP, in particular thru SBAC regional offices, to
rationalize and expand such SMI services as management and
technical assistance, project feasibility studies and loan
referrals. However, the repecated complaint of both SMEs and
service providers is that the resources that are available do not
reach the regions in sufficient quantities or regularity or with
acequate coordination to meet even the minimal needs of SME. The
resources available to local services are very limited, and thus,
they have only been able to reach a small portion of SMEs needing
assistance. Also they have been constrainea in their ability to
draw on outside technicians with relevant experience to assist
them in improving the quality of their services. In summary,
there is a need to upgrade and expand existing services, to
initiate certain other services ana to integrate the delivery of
them.

USAID has recognized the employment problem and has decided, based
on numerous studies, that the most effective intervention is
support to the SME sector in five targeted areas (Regions I, II,
VI, VII & XI1) which have lower incomes and less industrial
development. The SMED and the LRM projects and several PVO .
projects are aimea at improving the infrastructure of support to
SMEs in these reaions. ADB and WB programs have focused on SME
credit.

This review of SME needs and the existing and planned support
services indicates that there are certain gaps that neea to be
fillea if dynamic rural SME development is to occur in the

future. It is recommendea that a Private Sector Support Service
Project (PSSS) be developed and implemented. This project will
compliment the activities of SMED. The purpose of the project is
to institutionalize an effective process in the private sector to
accelerate the growth of labor intensive SMEs outside of Metro
Manila, The goal is to increase productive employment in private
sector, non-farm SMEs outside of Metro Manila. The outputs of the
project would be:

1. improvea process of delivery of support services to rural
SMEs, more integration between management, technical, financial
and informational services;

2. systems in place for delivery of more effective services
through private sector organizations;

3. systems in place for more efficient delivery of services
through private sector organizations;
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4. improved access of SMEs to raw materials, finance, training,
technical assistance ang markets;

5. increased local availability of support services.
The components of the project will be:
1. Institutional Develcpment which will further develop and

expand capaclty of private sector SME services to reach more SMEs,
more effectively and efficiently.

2. Common Facilities Development which will cevelop the
irirastructure as well as the process for such facilities for bulk
purchasing, storage, marketing, joint production or processing,
management services (accounting, clerical, legal).

A possible third component is

3. Research ano Development which will develop a systam for SME
technology igentification, development and commercialization.

The recommended strategy for implementing this project is a three
phased process. In the first phase effective methodologies are
geveloped aind effective institutional models are defined. The
second phase will focus on expanding key services through networks
of model private sector institutions and in selected other
institutions ana increasing the efficiencies of services. The
third phase would focus on the diversification of services to meet
the more sophisticated and specialized needs of the growing number
of businesses graduating from cottage to small and medium scale.

Because the SMED project is in preliminiry stages of
implementation there is no attempt made to differentiate between
what might be done under that project and what would be left to ao
under PS55. The latter project looks exclusively at the service
provision sice of the demand-supply equation.

Program Setting

The Philippine economy is currently in crisis. The most immediate
casue is the continued excessive growth in the money supply and
balance of trade deficits even while extreme measures are being
taken to reduce liquidity in ihe banking sector and reduce

import. This has stalled negotiations with the IMF for additional
credit facility. FRumors are rampant about imminent Peso
devaluations, there has been a rapid outflow of capital and a
virtual cessation of new investment and exterral lcans. Estimates
of the current rate of inflation range from 30-40% annualized.
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The crisis has been in the making for a long time. The peso has
been overvaluea, interest rates were kept low and major
investments were financed externally because of easily available
foreign commercial and international gonor agency credits and
because low interest rates discouraged domestic resource
mobilization. Alsu, priority public investments were made in more
visible urban ano inaustrial infrastructure rather than in the
potentially more proouctive rural agricultural areas. State like
monopolies ana monopsonies were created in important commodity
sectors and favoritism alledgealy influenced many economic
cecisions. These policies created a highly import-dependent
economy built on foreign borrowings with an inefficient industrial
sector in great neea of protection in a competitive environment.

Recent programs to correct these created distortions in the
economy were implemented too slowly to create a positive
environment with long-run growth potential. The 1980-82 worldwide
recession reduced export earning growth while the debt-financing
burden was rapialy increasing. The Aquino assassination merely
exacerbated the crisis.

In the midst of this economic uncertainty somewhere between
500-800,000 new job seekers are entering the job market each year
in the Philippines. Incomes in rural areas continue to be low in
comparison to Manila resulting in significant migration towards
that metropolis. Employment in the manufacturing sector has
remained constant at 10-12% of total employment for the last
twenty years. Restrictions on imports, the overvalued peso and
inefficiencies have resulted in large layoffs in the mining and
manufacturing sectors swelling the already larye ranks of

unemp loyed.

Of the more labor-intensive micro, cottage and -small industries
those which use proportionately less imported raw materials in
their products, e.g. handicrafts, weaving, and furniture, have
been less adversely affectad. In some cases others have actually
benefited from the rising costs of imports because their products
have become more competitive in the local markets.

While the general policy thrust has been to promote and support
SMEs growth in the rural areas, a number of factors have actually
slackened the process. Many GOP services still remain largely
certralized in Metro Manila. Credit facilities geared toward
SMEs, like IGLF, are still processed through Manila.

Industries located in other regions still suffer from a lack of a
developed incustrial infrastructure . Electrical power is usually
more expensive than in Manila and/is also subject to frequent
aisruptions. water is scarce in many areas and is often provided



Iv.

at low pressure. Telephone service is poor and it is difficult
for a new subscriber to obtain a telephone, while telex and other
telecommunication facilities are frequently lacking. Roads are
inagequate for access to many rural areas. And ever where port
facilities are adequate, problems with direct shipment to
potential markets raise the cost of products.

The emphasis on SMEs doing processing activities in the
countrvsice intends to provide employment opportunities in sites,
where surplus labor exists, to stem the tice of migration toward
urban centers. It is also meant to expand the rural consumer
market, thereby widening the base for growth of other incustries.
SMEs are also expected to stimulate higher productivity from
backward linkage to farm-based activities. But if there is no
support for agriculture then there is little basis for development
of SMEs for local consumption since rural purchasing power is so
rooted in agricultural proauctivity.

Today, more needs to be done on behalf of SMEs. Employment in
SMEs constitutes a large share of manufacturing employment (80%).
There is potential for SME growth in rural areas. Certa.n needs
of rural SMEs will have to be responded to for rural SME
development to happen.

SM1 Needs and Required Support Services

The contract required an identification of the constraints to SME
growth ana cevelopment that are common to specific SME groupings
as well as "...constraints common to SMEs as a who'ie". The UNIDO
representative in Manila indicated that they formerly did
industry-specific needs assessments but do not dn so anymore
because they founa the same neeas common to many industries. Our
finaings were similar in the areas of management, finance and
general technical inputs. But when it came down to raw materials
ana specific technical inputs certain differences between
inaustries were found.

The most common responses of entrepreneurs on what assistance they
wantea/neecea were: (1) marketing, (2) access to finance, (3) raw
materials, and (4) more qualified/skilled workers. When we talked
with bankers, SBAC and others who work with SME owner/managers
they suggested that SME had problems with: (1) management, (2)
marketing, (3) production, and (4) credit worthiness.
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A more cetailed breakaown of neeas is as follows:

Garments

Furniture

Handicrafts

Other
Metal
Working

Fooa )
Processing

Immediate

Lower ccst raw materials
Better equipment

Financing for raw materials
Mass production techniques

Management

Access to purchase order
credit

Cost analysis

Access to raw materials
Availability of certain
types of wooa

Kiln dried wood

Lower cost finishes
Product cesign
Markets/Promotion
Quality control

Access to purchase order
credit

Markets/promotion
Management

Creait Worthiness
Design Improvements

Engineering and design
capabilities
Guality control

Food preservation tech-
nologies

Continual raw material
supply

Long Term

Information on potential
markets

Better quality local raw
materials at competitive
prices

Productivity

Product cevelopment

Capital for expansion
Sub-contracting arrangements
Export Linkages

Skilled manpower
Availability of Hardwoods
Kiln aried wood
Sub-contracting arrangements
Product development
Markets/Promotion

Proauction techniques/tech-
nologies

Different logging & refores-
tation policies

Export linkages

Vertical marketing links

Market development
Product development
Export linkages

Display centers

Better access to raw
materials

Increased production of
bamboo, rattan & abaca

Skilled manpower

Product development
Planning

Organization cevelopment

Marketing
Product Development
Technology Development
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These findings are consistent with the needs/problems identified
in earlier consultants reports, e.g., Finance - Brown and Adams,
Marketing - Brown, Production and Technology - Wallencer, Training
- Fisseha ana Thornton.

Support Neeged

Oelving towards the roots of these needs and problems and the
impact of the current economic conditions lead to the conclusion
that the support services required to meet SME needs can be
groupea unaer four heagings: (1) Training/Assistance;

(2) Organization; (3) Integration; and (4) Policy/Research.

Training Assistance

Management ana Technical

Training and direct assistance that focuses on two areas, behavior
and techniques, is neeced by all SMEs. Behavior pertains to
skills that are very important to the firm and that are too often
overlooked or unrecognizeo as being important. These skills
incluge getting and giving inforimation, communication, planning,
negotiating, managing conflict, working in groups, and dealing
with change. These behavioral skills apply equally to management
and technical areas in SMEs. Techniques pertains to the specific
tools that will be applied or adapted for application in the
business. These techniques would include such things as
simplified accounting systems, planning formats, industry specific
cost analysis formats, how to do a ma.ket study, and
feasibility/viability analysis in the management area and how ta
set standards of quality, train staff, measure productivity, do
plant layout, use specific production processes; product design,
etc. in the technical area.

A large cadre of management training/assistance extensionists and
technical aavisors, both incustry specific and generalists who are
willing to live outsice cof Manila are needed to provide these
services. This cadre would need to combine these two general
areas in whatever they are doing. For example, when someone is
teaching a group abaut how to calculate costs, the activity should
be set up in a way that models the behavioral skills, involves
activities tnat give the partic.ipants the opportunity to apply
them and reflect on them while learning and applying the technical
materials or technigues being covered. 1t is important that
advisors do tasks with clients and not for them. (See any of the
works of Paolo Freire for a more detailed explanation).
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We agree with what both the SMEs and their trainers felt, that
there shoula te follow up and consulting provicea after whatever
training to ensure that the person trained has been able to
effectively apply the subject matter of the course or seminar,
That the increase in the effectiveness of the training more than
offsets the cecrease in efficiency as demonstrated in other
projects.

In the area of skills training the need is in how SMI managers and
supervisors can train their workers to be more consistent and
productive. Other studies have found that small businesses cannot
affora to hire skilled technical personnel anad have no other
choice than to train their own workers and technicians. Another
training/assistance support neeced by SMIs is in proauction
supervision. Productivity and cost efficiency increases could be
obtainea with even minimal training and assistance in plant
layout, production planning and control and supervision of
workers. This need is common among the furniture, gamment and
handicraft industries as well as in others such as food processing
and metal working.

Financial

Most SMEs mentioned "access to firance" as a major need. Many
smaller businesses are undercapitalized and few hola assets in a
farm that can be used for collateral on loans from commercial
banks. In addition, many firms are required to provide collateral
with a value of as much as 165% or mare of the amount of the
loan. Many are caught in the position of being net finmancers in
that they pay cash for their raw materials and sell on 30-90 day
terms to aistributors, retailers or foreign buyers. What makes
the situation even worse is that past experience of SME loan
programs in the Philippines have only reinforced the notion that
SMEs are a bad credit risk. Banks do not appear to know how nor
to be at all willing to take the time to learn how to work
constructively with small business, and loan delinquencies are
serious obstacles to the efficient functioning of many barks.l/
This is less of a prcolem for medium size businesses as they tend
to have assets that qualify for collateral and appreciate the
risks of credit.

The GOP's financial market reforms in recent years have created a
more favorable environment for eliminating some of the problems of
financial intermediation in rural areas. However, the soaking up
of liquiaity by the CB combined with the general economic
conaitions has been resulting in a shake out in the banking

1/ Glem G. Brown, "Comments and Recommendations: SMED Project"
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sector. Hopefully, the stronger commercial and rural banks will
absorb the weaker ones rather than having a rash of bank failures
which would reduce consumer confidence in the system and virtually
eliminate the possiblity of savings mobilization in the near

term. Support is needed in training for bankers and bark staff in
developing resources, determining strategies for lending those
resources locally in developmentally optimal ways, business credit
analysis, and how to best clean up existing loan portfolios (e.qg.,
foreclosurers, payment holidays, additional loans, restructuring
the businesses, etc.). The management training/assistance support
service should also focus on developing debt capacity or
credit-worthiness in SMEs. The magnituce of the need increases
the smaller the business since they are less likely to have bank
accounts and understand what a creait rating is, the large number
of them, and, because of their lower income levels, they are less

likely to have learned of the value of saving for investment or
ageferred consumption.

Organization

One of the more commonly mentioned areas of SME need was raw
materials, and within that area there were many complaints about
the quality of local raw materials, availability ci access to them
anag the rapidly rising costs. The specifics varied between
industries as indicated abcve. Another commonly mentioned need
was marketing; market information, product design assistance,

etc. One category of support service which would respond to these
needs is organizing SMEs to co more things collectively such as
purchasing raw materials, marketing their products, finding
information about suppliers and markets and technologies, etc.
However, there appears to be a great deal of distrust among
businesses in the Philippines and the potential dangers of
collaboration often seem to outweigh the potential benefits in the
minds of many SME owner/managers. Yet numerous small groups of
businesses in specific industries have formed associations,
chambers or informel groups. These groups in the urban areas of
the seven regions we visited tended to be the larger small and
medium sized enterprises while in the areas outside of the urban
centers grops of cottage level producer groups were more common.

Support services are needed to strengthen the development of
associations ana other farmal or informal groupings (co-ops,
purchasing clubs, savings and credit unions, etc.) of micro,
cottage, small and medium enterprises. The formation of most of
these groups will center aroura satsifying one or more of the
following needs; leverage, efficiency or information exchange. It
shoula be remembered that in ali cases the participants in these
groups should realize monetary benefits; otherwise, the element of
self-promote will be missing.
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Leverage pertains to the fact that indivioually SMIs have little
power or influence in the market place and with government policy
makers. They are not indiviaually able to affect product pricing
structures nor are they able to take advantages of economies of
scale in purchasing of raw materials and access to high volume
markets. A small business person has little ability to make
recommendations or give feeaback to the government about policies
that affect them, ultimately in the pocket book.

Efficiency pertains to the economies of scale that grouping of
SMIs for bulk purchasing of raw materials and bulk shipping (a
containerful) and marketing of products woula bring. This is more
important in some inaustries than in others. For example, in the
garment industry it was mentioned that savings of more than 25%
ang up to 5U% in the cost of raw materials could be achieved by
bulk purchasing of raw materials. Cost savings do not appear to
be as great in furniture and hanaicraft inoustries. This can be
cone informally or formally (e.g., a buyer's coop).

Commcn facilities are another option though aifferant types of
facilities would be appropriate for different industries. For
example, the furniture and other wooaworking industries have a
need in most regions for common kiln drying facilities for
upgraaing the quality of their products, and it appears that it
woula only be cost effective if many SMEs shared the services of a
single kiln drying facility. The same is true for small ceramics
producers, while for the garment industry a warehouse for storing
raw materials and finished products for larger orders would be
appropriate. [(See Table 1 for Regional Listing of Needs)]. All
of these activities would require support services in organizing
and in the feasibility analysis.

The third purpose for organizing SMEs into groups is for
information sharing. The SMED project covers this extensively in
1ts aiscussion of how associations and chambers will serve as
conduits for demand and supply of services. Associations and
chambers also need to collect information about SMEs, analyze it
and share it with the SMEs as well as with those who intend to
support them, the GOP and the service providers. They need to be
repositories of information about such things as standard product
sizes, cesigns, sources of raw materials (suppliers indexes),
lists of distributors or buyers, trends in the industry and other
cata or technical information or guices (e.g., Thomas' Registers)
that their membership require. This is supported by the
recommenoation of several entrepreneurs that industry associations
incluge businesses who supply and market their products as well as
related services, and is consistent with the SMED strategy of
strengthening chambers of commerce and industry, though at present
they serve mainly commerce. 1t is important to remember that most
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information available is not pertinent or in a form useful to
small businesses and a network for exchanging information between
groups is neeced in the longer term.

Integration

There has been a tendency on the part of international donors to
prefer credit for SME with assistance in completing application
requirements linked to it. These SMED projects have repeatedly
run into difficulties in SME repayments on loans. The package of
assistaiice SMEs received was not complete or adequate,
particularly in the assistance they received prior to the loan,
and that is one reason for the poor repayment record. Another
significant factor is that the borrowers tended to perceive the
loans as government money that dig not have to be repaia, even if
they dia pledge collateral on it. The banks woula be well advised
to take more personal responsibility for the loans both internally
in the bank ana in the eyes of the SME borrower. But most
importantly, management, technical ana financial services need to
be closely linkea together and readily accessible so that they are
made available as needed. The bankers neea to know from whom
their SME clients can obtain managerial, technical and
informational services (that the bark itself cannot provide) so
that as problems on loans reflect marketing, technical or other
problems in the business they are dealt with,

Support Service by Size of Business

For micro level businesses it is probable that most services will
be provided by one institution, a PVO. It is likely that over
time these PVOs will develop skills to handle cottage level
businesses as some of the micros expand to that level. Other
cottage industry groups need a higher level of technical and
management expertise, and it is probable that more than one
institution would be providing these support services. As one
moves up the scale in size to small and medium enterprises the
sophistication required of the personnel and services increases,
ana it is likely that institutional specialization will also
increase, e.g., banks for financial services, universities and
private consulting companies for management training/assistance,
specialized technical consultants, etc.

There are several implications for the needs of SMI in the rural
areas. The interviews of the contractors with SMI entrepreneurs
ana people in institutions confirmed as the SMED Project Paper,
indicated that SMEs need technical and management training and
assistance ana access to finance, both in the short and long
term. They also need more information about markets and new
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proaucts and technologies and ways to acquire raw material more
economically. One could say that among the population of SMEs in
Regions I, II, VI and XII, which were the focus of the
contractor's investigation as well as being the focus of the SMED
project, there is a need for many types of business assistance and
the system for providing it should be well integrated.

Research/Policy

There is great need for improvements in the policy environment in
the Philippines ano much of what is needeg is only indirectly
related to SMEs. The importance of agriculture in the economy in
the Philippines particularly in the SMED target regions should not
be overlooked. In the short term the industrial sector should
perhaps not be seen as the primary focus of development in regions
outsidge of Metro Manila. If there is not a more rational pricing
policy for examplel » and support for agriculture, then there is
little basis for SME development for the local market since
purchasing power in the rural regions is rooted in returns to
agricultural production and labor.

The 1982 reforms in GOP policies in the financial sector have
opened the way for more realistic financial intermediation.
Removing the ceiling on interest rates encouraged savings
mobilization. But the present GOP policies of the official
exchange rate of the Peso combined with the restrictions on
imports and soaking up liquidity is resulting in reduced
purchasing power, high inflation and increased economic
uncertainty, thus discouraging investments, both foreign and
domestic. The research on this has already been done; CRC
regularly publishes its finaings and projections. Without a set
of policy shifts that will reduce speculation, flight of capital
ang worsen domestic inflation, the Philippine economy will
continue to arift and the prospects ror growth in SMEs would be
limited more and more to those using local raw materials and
substituting for imports.

In general it cculd be said that a lot more is known than what
most people think is known about SMEs in the Philippines and still
a lot more needs to be known in order for educated decisions to be
made about what to do to accelerate the growth of SME at the
micro, cottage, small and medium levels. For example, an estimate
of manufacturing industries in the Philippines in 19827 indicated

/7 See OD/PE's paper on the Coconut Ingustry for an example of
the effects of GOP policy in that sector.
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that there where fewer mediur sized inaustries (538) than large
industries (588) with the bulk falling in the small, cottage and
micro categories (30,558 altogether) (See Anmex A). This is an
unusual distribution in comparison to other ASEAN countries. One
key question that needs to be answered is why more small
enterprises have not grown to medium size in the Philippines.
Areas to check into in this analysis are (1) GOP SME incentives
which are disincentives to growth (so that many small businesses
are established by one business person in order to continue
receiving benefits rather than developing one medium or larger,
and possibly more efficient business); (2) labor law; (3) covert
barriers (takeovers by larger companies, monopolies/oligopolies/
monopsonies/oligopsonies, harassment, both public sector and
private); (4) management limitations; (5) technical limitations
(technulogies, skills, processes) and (6) others such as limited
economies of scale, markets, naturally constrained supply of raw

materials. Studies of this phenomena should identify regional
variationsz/,

An area that needs further research is in industrial
prioritization. Current studies focus on @ determination based on
what exists. An assumption underlying this approach is that the
market is an open one and its forces are accurately reflected in
current businesses. For example, priority industries are
agetermined by weighing the number of businesses, number employed,
amount of investment and labor intensivity. There is nothing in
the analysis which looks at the current and future markets for
products, nor that relates the resource (material, human and
capital) base to trends in the market place both local and
worldwide and looks for areas of real potential growth in which
possibly Filipino industry is not at all or only marginally
invelvea at present. The majority of responses tn questions about
industries in the regions which had potential for significant
growth were the people's own line of business, but then perhaps
that is not surprising given to whom we were talking.

Another area in which several studies need to be dome is
infrastructure. These studies would be more general in nature in
that they woula not pertain only to SMEs, but rather would apply
to a given area in general. As needs expressed by SMEs they
include: u. availability and more importantly costs of power;
transportation facilities (ports, roads, an airports), equipment
(boats, trucks, aircraft) andg regulations (in particular
transhipping thru Manila); decentralization of government offices

1/ The sMeD Project Paper Annex G - "Details Concerning the
Research Component in the Project" refers to these and other
areas in which research might be done.
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(for necessary documentation approvals, etc.); better
telecommunication system; ana common facilities.,

The cost of power in the five AID priority regions is on average
(P1.50 - 1.76/kwh) 3-4 times the cost in Manila (P.50/kwh).
Significant price increases for electrical power have occurreg in
the years since the Rural Electric Co-ops were established. Many
people question whether the increased costs/rates are a result of
mismanagement or if some integration of the power system would be
possible to lower the average cost to users. Otherwise this
represents a comparative disaagvantage for rural industries even
though electrical costs are generally less than five percent of
their total costs.

There are a number of ports ang airports which coula serve for
international shipments much more than they presently do, but till
now there has been little cone to decentralize customs facilities
ana rationalize shipping ana airline scheaules to more efficiently
handle the flow of gooas from the southern and northern regions.

A study neegs to be gone on the capacity of the port facilities
and the flow of gooas thru those facilities to see if different
traffic patterns would be more efficient (lower cost) and thereby
make regional Philippine goods more competitive in various markets
in Asia ana elsewhere. Part of that study would look at how the
operations of the port facilities coulgd be improved for the safety
of the gooas, and for more efficient service. The present
requirement of transhipping most gooas through Manila both
increases costs and causes in some instances substantial delays in
delivery resulting in poor customer relations. Regional producers
are often unable to tell their customers when an ordered shipment
will arrive because they cannot track it through Manila to find
out which boat it is on. The situation with airfreight appears to
be similar and the focus of that study should be on traffic
patterns ana the potential for adaitional exports created by
airect airfreighting of perishable products to foreign markets.

In the area of telecommunications there was interest expressed by
SMEs in common telex facilities in certain provinces of Region 5
with high export potential. The feasibility of such facilities
should be studied. Also, there were complaints from SME outside
of the urban centers that because they hag to go through local
operators, they were loosing orders because of the time (often 3-4
hours per call) to call buyers and suppliers in Manila. A study
should look at viable communications options for scattered firms
outsice of regional urban centers comparing such alternatives as
telephone, telex, cable, micro- mogem and ragio patch links in
areas serving markets outsice their region ana with potential for
growth,
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Stuoies are needed of the feasibility/viability of certain common
facilities which SME in the regions are saying they need. These

facllities range from wood kiln dryers and common carpentry shops

for furniture ana wood carving to warehouses for raw materials
bulk purchased and storage of goods prior to shipment. These
stuaies shoula be on a case by case basis and actively involve the
potential users as well as objective outsiders.

Beyona this, the need for a SME Technology Research and
Development Center or System which could be private or public,
shculd be looked into. A consultant shoula be brought in to study
the viability for establishing such an institution, the approaches
that shoula be taken, ang the parties who should get involved.
Existing Technology research and development facilities might need
to be expanded and/or establishea probably in universities
together with private business efforts to commercialize developed
technologies should be supportea technically as needed. AID would
needed to have someone specialized in this area define the scope
of work necessary to study the feasibility of this possibility.

Lastly, a basic area for rationalization concerns economic data.
The National Cersus ana Statistics Office (NCS0) collects data
throughout the country, but then does not make it available to
NEDA regional planners except in aggregated form. Universities
and colleges are collecting data locally as are the regional SBAC
offices. But no one is pulling all this information together and
analyzing it to a useful degree. What is needed is a longer term
plan ana contracts for doing the above mentioned research and
other studies on provincial, regional and national and
international levels. The roles of different institutions should
be cefined jointly =nd plans coordinated accordingly.

Private Institutions Assisting SMEs

Introduction

Small and medium entrepreneurs are the concern not only of
govermment agencies but of private institutions as well. This is
a simple fact that SMEs themselves often forget. To some SMEs,
there is only "govermment assistance" when they look for outsice
assistance. In reality private hands are widely extended to
private SMEs,

There are'essentially six types of private institutions that
provige services to SMEs:

O business associations, inaustry groups and civic organizations;
O academic institutions, training and research centers,
0 finmancial institutions;
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0 foundations and private volunteer organizations;
0 private consultants and consulting firms;
0 private business firms.

While these institutions tend to be specialized in their delivery
of services, it is common for them to provide several services.
Thus, foundations and private volunteer organizations offer a
versatile range of management services to enterprises of varying
activities, though mostly to micro enterprises. While limited in
number, private consulting companies serve SMEs with auditing,
financial systems installation and management training. Financial
institutiorc ana academic institutions are relatively more
specializeo than the rest, but some of them have incorporated
extra services into their operations. In the case of certain
financial institutions, market referrals are available, while in
the case of some academic institutions, management and technical
consulting and credit has been provided.

These institutions also differ in whom they reach. PVOs have
tendea to work with micro and cottage level businesses in and
outside of urban centers in various region while financial
institutions have maintained a strategic presence in major towns
and have restricted lending to medium ang lareger small
businesses. Business associations outside of Manila tend to serve
the local elite. There are universities in various regions most
of which focus management education for large enterprise
applications, which is seldom relevant to their local economy .

In general, private institutions assisting SMEs at the regional
level have not developed strong ties within them and between
them. Therefore, service delivery has been splintered and
uncoordinated. For example, academic institutions maintain only
minimal linkages with business associations and financial
institutions where there could be more sustained efforts at
maintaining on-going coordination of support services to SMEs.
Even among acacemic or training institutions within a region,
these ties are not cultivated and are, therefore, largely
unproauctive,

Table V-1 below summarizes the services currently available to
SMEs through private institutions. "Primary Services" are those
which the institutions view as central to their assistance efforts
while "Secondary Services" are other services which they provide
to SMEs.
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Table V-1

INSTITUTIONAL SERVICES AVAILABLE TO SMEs

Business Associations

Academic/Training
Institutions

Financial Institutions

Foundations/PVOs

Private Consultants

Private Business

Primary Services

Representative/Lobbying

Management Training
Technical Training

Fimancial Assistance

Financial Assistance
Technical Training
Organizational Dev.

Management Consultancy
Auditing/Accounting

Supply Support
Marketing Support

Secondary Services

Technical Training
Seminars
Marketing Support
Information

Management Consultancy
Research

Technology

Micro Credit

Management Consultancy
Management Consultancy

Management Training

Management Training
Technical Training/
Consulting
Research

Technical Support
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Business Organizations

Four types of business organizations may be found all over the
country. They have varying potentials for servicing SMEs locally:

chambers of commerce and industry
industry associations
professional associations
civic/social groups

OO0 oO0OoO0

Memberships in these organizations do not vary widely, especially
in smaller cities and towns where multiple membership in such
organizations is common and socially almost compulsory. As is
characteristic of regional economies, membership in local chambers
tends to be predominantly commercial establishments like
wholesale/retail stores, restaurants, hotels, hospitals and the
like. In the bigger cities, the Chinese component in the local
chambers remain highly significant (up to 50%). Such chambers
exist side by side with exclusive Filipino-Chinese chambers of
commerce.

Local Chambers primarily provide business contacts across member
organizations ana individuals. Trade information comes via
letters and printed matter from the Philippine Chamber of Commerce
and Inaustry (PCCI), Ministry of Trade and Industry, or from cther
chambers and individuals in other reglons. Occasionally, export
contacts are made through the same channels. The involvement of
local Chambers in discussions on regional and national issues
affecting their business well-being depends on the dynamism of
leadership in these Chambers. Davao City, for example is known to
have a big and aggressive Chamber.

The PCCI, which has 70 affiliated Chambers, is‘working toward four
major activities for local Chambers: (1) serve as lobby groups on
local issues; (2) circuit membership in a national speakers'
bureau; (3) sponsorship of training prog}ams; and (4) involvement
in trade information and foreign trade missions. They have a
Committee on Small and Medaium Enterprise which tries to study
issues related to SMEs and promote activities in response.

On the whole, local chambers in regions covered by the study do
not appear to be adquately prepared to carry out such activities.
They lack full time staff, do not maintain permanent offices, and
perhaps lack sufficiently experienced ang active
"businessmen-volunteers" who are behind much of PCCI counterpart
activities.

lndustry associations operate on a smaller scale, have very strong
problem orientations, ana are therefore have the potential for
more specific impact. Provincial iIndustry associations are
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numerous. While they have affiliations with national industry
associations (like the Chamber of Hanaicraft Producers and the
Chamber of Furniture Manufacturers), they are rarely organized on
a regional basis. Local associations generally depend on a core
group of 5 to 15 members who are considered "generally active" and
committeg to their associations. Services provideo depend on
these core group's voluntary efforts quality and quantity varies
accordinly. On the whole, such associations have a wider range of
services and specific programs, but indiviaually they tend to
focus on one at a time. Among the more common services are:
marketing assistance, raw material procurement assistance,

manpower training programs, policy positioning, ana technology
sharing.

Over the last few years, industry associations have gaineg greater
importance. 1In a few cases members have sought out collective
action as a more coherent approach to problems as well as
opportunities. On one hand, problems have come by way of raw
material shortages (as in the case of wood products processors),
legislations (as in the case of higher taxes) ano higher input
prices. The Cebu Garment Business Association was able to get wB
funding for a common warehouse facility. On the other hand,
opportunities have come by way of KKK loanble funds which were
available to organizea groups, or from suaden export prospects (as

in a case of jarment producers in Naga City organizing to meet an
order).

These forces have conspired to make members of industry
associations more aware of the possible importance of common
facilities. This is certainly the case in Regions I, II ana V
where the neea for modest scale kiln driers is strongly
recognized. But like the chambers, they lack full-time staff, do
not maintain permanent offices ana lack the necessary experience
to organize more dynamically.

Professional Associations of CPAs, (PICﬁA), engineers, fashion
gesigners and financial executives (FINEX) are in some instances
Very dynamic. At least a couple (FINEX and PICPA) have
established member committees to look at what they can do for
SMEs. Services to date have focusea on informing the public about
SME issues ana publishing instructional guides for SME

management. Other activities are in the planning stages. Because
cf the breadth of their membership's experience they have great
potential for providing specializea services to SME in many parts
of the Philippines.

Civic/Social Groups like the Jaycees, Rotary, Lions and the
Kiwanis usually represent a cross-section of professional groups
within a city or major town. Like any social grouping, these
organizations provide contacts. Their regular meetings are also
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meant to provide vehicles for various experts to impart knowhow to
the members. On the whole, however, these organizations have been
short on SME relatea projects. Yet their wide memberships across
professional groups which make them igeal pipeline for reaching
out to professionals remains ungerutilized.

Academic, Training, and Research Institutions

There are also three major types of these institutions which may
be consicered:

O universities or colleges with diploma courses in business;

0 institutes of technology, schools of arts and trades, and
local state universities with trade orientations;

0 purely business and economic training ana research
institutions.

Local colleges and universities have been servicing SMEs on a
limitea scale thus far. Their interest in developing training
programs for SMEs is still gathering momentum.

The entry point for some universities is their "outreach program"
which usually consists of small training units for housewives in
communities aroung these institutions. Such programs would
typically include basic bookkeeping, handicraft skills,
dressmaking, and cooking demonstrations. These programs
eventually evolve into simple livelihood projects. Divine Worg
College (Laocag City) and Notre Dame Un’versity (Cotabato City) are
examples of this first stage in SME servicing.

»
Certain universities opt for modest tie-ups with other national
institutions in order to gain some footing in SME training
programs. Such tie-ups could be (1) with the University of Life
Home Stuay Program involving basic bookkeeping and skills training
in basic backyard industries; or (2) with the UP Institute for
Small Scale Industries (UPISSI) involving entrepreneurship
studies. Both tie-ups, for example, are being pursued by St.
Louils University (Baguio City). The first set-up is also followed
by Aguinas University (Legaspi City). Another tie-up that is
shaping up is that between NACIDA and Bicol University, involving
a handicrafts research ana skills training program.

Other universities plunge into SME training programs by organizing
Institutes of Small Business (ISBs). The Association of Catholic
Universities in the Philippines, for example, has been the conduit
for German and Belgian funding and assistance in the formation of
8 such institutes. These include those in the University of San
Carlos (Cebu City), St. Louis University (Baguio City), Angeles
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University Foundation (Angeles City), University of Santo Tomas
(Manila), Xavier University (Cagayan de Oro City), Ateneo de Davao
(Davao City), Divine Word University (Tacloban City) and Aquinas
University (Legaspi City). These 1S8s provide off-campus
seminars, workshops, consultancy and project feasibility study
services to SMEs. The quality of their services appears to vary
greatly.

In adoition, there are state universities which have been
organized out of various units offering so-called industrial arts
and trades, and agriculture or fisheries courses in certain parts
of the country. These universities have the technical staff and
expertise to run well-meaning programs for local manpower in such
areas as carpentry ang wooaworking, electronics, ana metal
working. Their inability to package such courses in orcer to
attract local enrollees is a problem that cannot be solved without
active support from SMEs which could simultaneously promote
employment within the same region. The program of Brother Bob
McGovern at Notre Dame College in General Santos is an example of
this type of support working.

The other category is composed of primarily Metro Manila based
institutions that have as their exclusive concern training in
business management and ecomomics. An institution which has SMEs
as its special focus is the UP1SSI. It offers short seminars on
management issues affecting SMEs, training of trainers and does
some research. On a higher level, the Asian Institute of
Management (AIM) presents similar management courses placed within
the framework of larger business organizations. A private
not-for-profit economics-oriented institution, the Center for
Rasearch and Communication (CRC) has started to experiment on an
integrated approach to teaching SME businessmen strategic planning
and management. Meanwhile, the Executive Development Academy, a
profit-oriented organization, continues to run short courses on
"how-to's" of entrepreneurship, but its quality of instruction
remains suspect among academicians.

These Manila-based institutions have limiteg regional training

programs. While UPISSI is moving cautiously into regional tie-ups
with private universities, the other institutions have yet to take
concrete steps in making their presence felt on the regional level,

In general, the business management courses that are available in
traditional universities and colleges, Schoois of Business in the
regions are characterizea by a lack of market orientation. Their
courses are also primarily presented in the context of big
business situations. They lack practical on-the-job training
content though presently there is an attempt to correct this by
requiring all students to work for one semester in a business as a
practicum. Their biggest inacequacy, however, is that they do not
promote technical skills ana management skills that are more

relevant to regional businesses.
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The Philippine Association of Colleges and Schools of Business
(PACSB) is just beginning to look into how the courses could
benefit from injections of new content and curriculum. They
recognize the need to promote respect for SMEs and
entrepreneurship. Their present preoccupation is budgetary;
declining enrollments are necessitating restructuring in many
universities and colleges. They mention the need for resources to
develop SME case studies. Cases that deal with how and why SMEs
start, develop ana/or die would make a significant contribution at
all levels of society for promoting successful SME development.
Their courses could also be enriched by more experience sharing
with actual entrepreneurs in the region. They coula also have
greater impact with the introduction of more entrepreneurial
courses that go not awell purely in "how-to's" but in the
cevelopment of special attitudes and skills which promote more
educated risk taking even within conditions of limited resources.

Financial Institutions

The financial institutions which are strategically situated close
to where SMEs are include:

private development banks
commercial banks

rural banks

finance companies

credit cooperatives.,

OO0oo0oo

Regional private development banks are meant to channel long term
finagcial resources to SMEs in the countryside. This function is
severely limited by their small nunber, their lack of loan
facilities, and their lack of aggressive policies and staff
members. Traditionally dependent on rediscounting facilities
through the Development Bark of the Philippines (DBP), these banks
have been crippled as of late by dried up funding and high
interest rates. Their limited lending activities have remained
concentratea on lower-risk areas such as agricultural, commercial
ang construction loans which are backed up by real estate
collaterals.

Local branches of commercial banks are often cited as the only
viable sources of financing by regional SMEs. while remaining
collateral-basea, such lending activities are also done with more
confidence on the part of local businessmen because of the more
stable image of commercial banks among small entrepreneurs. This
image may have been Gamaged lately by failures of some commercial
banks, but on the whole they retain the confidence of their
clients, especially those banks that have moved into universal
banking. They are especially favored by regionally based
exporters who must also cepend on these banks for their letters of
credit transactions. As can be expected, they tend to be more

active at the upper ena of the scale of small businesses.
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The experience of DBP, private commercial banks, as well as
private cdevelopment banks in administering IGLF loans has exposed
them to the SME market for financial services. This experience
does not appear to be very solid, however. These financial
institutions generally process a very limitea number of loans per
year and do not maintain an impressive local staff to adeguately
service their loans. Thus, in the case of regional operations of
the Private Development Corporation of the Philippines (PDCP) for
example, only 3 to 5 medium sized projects are funned annually.
The latest default experience (up to 50% on loans to SMEs) have
discouraged banks to consider further lending activities. Their
collateral orientation has only become sharper. There appears to
be little awareness of the dynamic role they could play in local
economic cevelopment as local deposit resources tend to be
funneled to Manila to support loan mace by head offices there.

Rural bankers may be more strategically situated than most other
bankers, however. Consicering their wide network (over 1000),
rural banks are located close to the market, could have close
contacts with their prospective clientele, and are small enough
for entrepreneurs to e at ease with them.

There are at least 30 rural banks wigely dispersed in each

region. They provice loans through Central Bank-administered
agricultural loan programs andg generally make 10% margins on such
loans in order to cover their overhead costs. These costs include
the services of up to Z proouction technicians in each bank, who
are generally agricultirists. They are assigned to go out and
solicit clientele, while helping out in actual project supervision
and collection efforts as well. They do not have any management
training ana often lack entrepreneurial insights to be able to
help out their clients meaningfully. As mechanisms for seeking
out ana linking with agricultural borrowers,” however, they
represent a possible option for delivering financial and
extra-financial assistance to SMEs; but only if the interest
margins are increased considerably.

While 8 rural banks are accredited CIGLF outlets, other rural
banks had been able to act as conduits for that and the IGLF
financing facilities designeg for cottage inaustries until those
facilities were temporarily suspended in 1983, Few rural bankers
have recognizea the importance of diversifying their loan
portfolios, except those who have recognized the importance of
dealing with small manufacturers in the rural areas in order to
support their agriculture loans. Their staffs need training,
their systems (all manual at present) neea upgrading, and their
management neea educating in general banking. We came across one
province in which a program is being activated to accomplish this
in fifteen rural banks (La Union-Region 1) ana the intention is to
exteno it to the other provinces in the region in the future.



- 26 -

"oother potential and interested institution with a nationwice
network is the credit cooperative system. Cooperatives in the
Philippines provide agricultural and consumer credit to their
members and have not really dealt with SMEs. Their strategic
presence in rural communities, as well as their experience in
Credit and non-credit assistance, present some bases for their
subsequent entry into SMg assistance. Some of them are actively
looking for ways to channel their resources into more pProduction
activities, e.g., SMEs,

may actually be utilized in home-based production activities,
These institutions have been unstable over the last few years,
however, owing to massive financial reversals. The rapid increase
in equipment ang vehicle prices over the last few months, together
with bad repayment performance among installment buyers have
seriously threateneg their activities.

Foungations and Private Volunteer Organizations

There are over 700 foundations and over 2,000 private volunteer

groups i the country, They cover various fields of assistance,
from livelihood to health services to research to cultural
development.

In 1582, from among the 73 members of the national Association of
Foundations, over P26.4 million was spent on livelihood

programs. This represented 8% of all members' program expenses,

A "Baseline Study" done by MIDP identified 102 PVOs assisting
micro enterprises. The biggest programs were concentrated in
Social Science (P82.5 million), Education (P78.2 million) ang
scientific Research (pPes.1 million - including small farm
technologies). Before program activities in SM technical
Tesearch are finalized, AID should look further into what is being

Outside of financial help, foundations have extended various
services to client entrepreneurs. These cover such areas as

skills training, basic business skills training, and marketing
referrals.

Enterprises Research and Development Foundation (SERDF). A number
of foundations are behind manpower skills training notably the
following: Tala Founaation, Meralco Foundation and Kalahan
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Educational Foundation. The Philippine Business for Social
Progress (PBSP) is an umbrella organization placing particular
emphasis on its Small Business Program covering community credit
projects, cooperative small economic assistance projects and micro
enterprise projects. They have developed what appears to be an

effective program for training PVOs to manage small credit fund
projects.

The Negros Economic Development Founoation may be cited as a
founcation proviaing support services to the Bacolod Chamber of
Commerce and 4 other business associations by acting as
secretariat to these organizations. This activity is apart from
its economic development projects covering crop farming and
livestock proauction.

The experience of PVOs in the field of assistance to micro
enterprises in the rural sector is wide. Apparently as a result
of the SMED regional meetings of PVOs, they are on their own
moving towards establishing regional PVO associations for
exchanging information, training and other activities. This would
strengthen them in their support of SMEs. PVOs demonstrate that
service institutions addressed to SMEs can be based locally or
regionally, operate nationally, and be as effective as
Manila-based organizations.

Private Consultants

Private consulting companies utilize two focal services as entry
points for proviaing extra services to SMEs: auditing and
training. In the case of individual professionals and groups, the
area of project feasibility study preparation is a major point of
emphasis especially when they have tie-ups with financing and
programs (e.g., KKK).

Among auditing firms in the country, Sycip, Gorres, Velayo (SGV),
Carlos J. Valdez, and JCunanan/Price Waterhouse are considered to
be majors in the field. They basically aiffer in terms of market
segmentation ano specialization, however. For example, while SGV
operates as a giant nationally and internationally, attracting the
biggest clientele, JCunanan/Price Waterhouse specializes in
servicing a clientele composed (60%) primarily of SMEs. Their
support services vary accoraing to that market segment
orientation. The latter, for example, maintains an
Entrepreneurial Services unit which is addressea tao the SME
market. SGV has 108 CPAs who specialize in SME and they have
developea at least one low-cost accounting assistance package for
a particular type of SME firm. (For P2,000/yeat small gas
stations can have their books done). These three major auditing
firms maintain regional offices. SGV has 10 while Carlos Valdez
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has 4 and JCunanan has only 2. Commonly, their regional staff
size is confinea to the range of 1-9 consisting of CPAs only. No
specilalized consultants are assigned regionally; they are called
to regions to go consultancies as need arises.

In the field of management services, perhaps the most technology
orientea is the private foundation EDF (Economic Development
Founcation). Its Beard of Trustees is composea of presidents of
companies includea in the country's top 1,000 firms. It focuses
its activities around management training programs, engineering,
technology research and project feasibility studies. Its staff
incluces accountants, economists, engineers ani lawyers, providing
@ gooa capacity base for its service gelivery to larger
companies. Inceed, its handicap may be its greater concentration
on bigger companies. Otherwise, its success suggests that a
similar approach may be viable for SMEs as well.

Private Business Firms

In practice, business firms extend services to their smaller
counterparts without realizing the "Big Brother" role playing that
they do. Trading companies, down to their regional distributors,
do not just sell equipment, raw materials and intermediate inputs;
they also provide technical advice in the use of these products.
Marketing firms do not just buy their goods from other firms; in
many instances they actually provide marketing support to their
suppliers. In other instances, proaucer firms provide on-the-job
training for workers who later apply their skills in small
subcontracting operatians. These producer firms often channel
supplies and designs and maintain quality control standards for
their subcontractors.

Among thase known to be providing more organized and more
committed assistance ta SMEs in the fields of actual business
start-ups, product cevelopment, skills training and murketing are
a meaium scale weaving operation in Region 1.

Another example of a small operator helping her associates is a
garments manufacturer in Region V (Ramir's) who solicits finishing
Jobs and passes on part of her loaa to other producers in the
region.

A small producer of paints and finishing materials in Isabela is
also helping out other woodworking shops by providing them cheaper
indigeneously based inputs as well as giving them advice on
finishing technology.

A rattan manufacturer in Cebu City farms out piecework to up to
200 cottage or micro subcontractors anc provides raw materials,
designs, some production techniques and quality control training
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and marketing. Manila-tased retailers and exporters getting their
supplies from sub-contractors in Dagupan ang Legaspi also pass on
new designs, quality control tips, and marketing contacts as well
to small cottage procucers in these areas. Rustan's is well know
to be involved in this type of activity.

In most cases, however, these types of service assistance to SMEs
remain informal ang unrecognized. There is sufficient scope,
given the large number of mirco, cottage ano small industries, for
expanding such relationships between big and small or between
similarly sized operations, within the same or different
industries.

Annex D contains more detailed institutional assessments of ten
organizations visitea by the contractor. These assessments are
meant to be exemplary of the types of institutions interviewed.

Notes from interviews with other institutions are available in a
Bulk File.

Response to Needs: Programs of the Government of the Philippines
and International Donor Agenices

For the past ten years or s0, the Philippines government has made
the promotion of SMEs an important policy objective. The ma jor
reasons for this policy are related to an increased rate of
employment creation, an improvement in living standards ana the
equitable distribution of wealth through the benefits of
industrialization, the development of regional areas, the
utilization of indigenous resources, and the development of an
efficient industrial structure. Little has actually reached rural
areas. The promotion of small industries, however, has been
implementea along with major industrial projects for large-scale
industry. These large-scale projects have in turn been the
beneficlaries of a larger amount of the government's funding
resources, 1/

As a result of the recent economic crisis, the current Philippine
Development Plan is being revised. Preliminary indications are
that a more balanced policy between agricultural and industrial
development will channel a higher percentage of resources to
agriculture and the establishment of industries in the countryside
producing products related to the expenditure patterns of domestic
households</. The government is therefore expected ta continue

1/ arturo G. Villanueva, "Govermment and Financial Institutions
Assistance to Philippine Inaustry", September 1983,

4/ Filologo Pante, Jr., "Towards a Balanced Agro-Ingustrial
Development", 1983,
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to pursue its program of inoustrial expansion for SMEs. This
program incluges technical assistance to SMls, finance capital at
concessional rates, the promotion of subcontracting ana other
marketing assistance, entrepreneurship training, technological
centers, and common facilities inaustrial parks for cottage, small
and medium inoustries to improve production ano consolidate
marketing. Technical and vocational education will also be

strengthened, but skills training will be gradually shifted to the
private sector.

Even though there are numerous technical agencies with the
potential to provice services for SMIs, the SBAC ana NACIDA
programs are the only ones with an active presence in the
regions. The technical institutes aoing proouct research, such
as, the Metals Industry Research and Develapment Center (MIRDC),
the Forest Prooucts Research and Industries Development Institute
(FPRDI), the Food and Nutrition Research Institute (FNRI), the
Philippine Invention Development Institute (PIDI), National
Science and Technical Ruthority (NSTA), Product Standards Agency
(PSA), Producitivity Development Center (PDC), and ‘he Design

Center of the Philippines (DCP), do not have an adequate regional
gelivery system.

The major sources of government-supplied credit to the SME sector
have been the Development Bank of the Philippines (DBP) and the
Industrial Guarantee Loan Fund (IGLF). Finance has also been
supplied at low rates through the KKK program, the Cottage
Industry Guarantee Loan Fund (CIGLF), Venture Capital Corporations
(VCCs), and the Philippine National Bank (PNB). For the past year

or so, the volume of funding for SMIs from these sources has been
consicerably reouceg.

The major focus of other donor SME programs (World Bank and ADB)
has been to providing finance to various Philippine government
lenaing programs. In addition, the Worla Bank has provided
support to BSMI in MTI for pilot projects related to SMIs and has
provided research grants to organizations, such as UPISSI. The
world bank also plans to participate in commercial loans through
new co-financing instruments. Funds have also been proviced for
training people in industrial subsectors which are related to
major SMI activities. A large urban development loan to the
Philippines includes some funds for livelihooo projects, common
facilities, and industrial estates, such as the one planned for
Davao City which caters to SMis.

The Asian Development Bank (ADB) has also made loans available for
SBACs ana to the Development Bank of the Philippines ana other
financial institutions. ADE is also presently providing technical
assistance to institutions to provide loans for the development of
industrial estates for SMIs. VYet its primary activity in support
of SMIs has been through loans to develop finance institutions

that support them.
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While ADB sees its capabilities better related to playing a major
role in the agricultural sector and a supportive role in the
industrial sector,l’/ a plan of assistance to help evolve a

better institutional framework for the development of
export-oriented SMIs is being ceveloped. Research on SMIs has
been undertaken in the Pnilippines in recent years. ADB is now in
the process of ceveloping a more comprehensive program in regard
to SMIs. which may incluce support for the training of potential
entrepreneurs and the development of better quality control
proceaures. An ADB study team will be arriving June 7 for several
weeks to look into capital markets and financial policies for all
levels of business USAID staff should use this report as soon as
it is available.

The United Nations Industrial Development Organization (UNIDO) has
also been active with SMIs. Their Technical Services Delivery
System project has worked to deliver technical services from
technical institutes through SBAC and NACIDA to recipient SMIs.
UNIDO has also organized workshops, developed technical materials
and conducted research on the problems of specific industries.
While focusing on proviaing assistance to government agencies,
local associations are sometimes utilized to contact members to
ensure attencance at workshops ang seminars.

The International Labor Organization (ILO) also has projects
affecting SMIs in the Philippines. A recent visit by members of
ILG should result in a mission report on ways to promote the
development of small enterprises. An important cancern is in
regaro to lowering the early attrition rate of small enterprises
sO that viable enterprises which can utilize their potential for
growth can be identifiec sooner. The ILO is presently working
with various employer and worker organizations throughout the
Philippines and is providing trainings through ‘them. Many of
these organizations are linked to SMIs.

The Japan International Cooperation Rgency also is concerned with
small industry cevelopment and has a program to train teachers and
technicians in new techniques which are applicable to cottage and
light industries. The program is centered in Manila, but hopes to
disseminate information to rural areas. The program is being
developed with NACIDA as the lead Philippine agency.

1/ psian Development Bank, "ADB's Operational Program 1984-86",
August 1983.
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While most donor agencies concentrate on improving the
capabilities of the public sector to provice training and
assistance to SMIs, the USAID SMED project together with the
Marketing ana Tectinology Access Project (MTAP) {s directly aimed
at involving both the public and private sectors at the local
level. Few establishea mocels for assisting relatively small
businesses on a cost effective basis have been developed to use as
a guide. Yet specific programs with definite, clear objectives

are needea to help overcome the current obstacles facing these
businesses.

Praposed Program Strategy for Private Sector Support Services for

SME Development (PSSS)

Introduction

The following cesign is based on the premise given by USAID/Manila
staff that the SMED project was going to hanale the demand side of
the SMED system equation ana that a project was needea that would
handle the support services side, providing assistance and support
to private institutions who will provice the services to SMEs.

From our analysis of the needs of SMEs ana from our contacts and
discussions with various private and governmental institutions
alreaay proviging or interested in providing services to SMEs, it
is apparent that there is need and room for substantial
cevelopment and expansion of services that are available to SMEs
in the rural areas of the Philippines. As was discussed in a
previous sections of this report the range of necessary services
is wice and includes financial, technical, management and
marketing. These categories in turn can be broken down further
into information, training and assistance and organization.

The SMED Project is in the process of setting up the network or
system for igentifying ana channeling services needed by SMEs in
the abave mentionedg regions. This PSSS project proposes to
compliment these effarts by developing and expanding services that
have been identified in SMED as necessary. The strategy
recommenced herein would be a three phased program of support to
primarily private sector institutions in their efforts to provide
appropriate services to SMEs in rural areas on a timely and cost
effective basis. The principal institutions in an integrated
network of services would be the private universities, private
consulting companies, associations, PVOs and private banks.

Institutions

At present there are many more or less isolated private activities
that are intendec to assist SMEs in these regions. They range
from university level business and engineering courses and
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university or college sponsoreo seminars for SMEs to specialized
assistance in management, technical and credit sourcing areas.
They are provided by private for-profit as well as not-for-profit
organizations. Most of them are in experimental stages of
cevelopment and are limiteo by lack of funds and experienced
personnel to upgrace ana expand what they are doing. In most
cases at least minimal fees are charged, ana in a few cases
charges cover the bulk or all of the costs of the services. I1n
some instances the skill resources of private manufacturing
companies have been tappec on a cost sharing basis. Ano finally
there seems to be emerging an increased awareness on the part of
previously intransigent tracitionalists (i.e., a few enlightened
bankers and larger business people) of the importance of SME to
the stability ana cevelopment of the country as well as to their
own interests. Support is neeoed to improve existing services and
expano them to reach a greater number of SMEs.

One alternative would be to set up private institutians in each of
the target regions that would serve as one-stop service centers.
These centers woulo have a core team of specialists in management
training ana assistance, industrial engineering, marketing and
organizational development. Since the problems/questions/needs of
SMEs can be expectea to vary greatly between different sizes and
types of business it is expectea that there would have to be
technicians "on-call" who woulo be capable of responding to
specific SME needs. These centers would be the private sector
counterpart to SBAC. They could draw on the technical resources
of several GOP ministries programs and serve as the in-region
offices for people coming from outside the region. They would
also be continuously collecting information about local SME needs
in orcer to adjust their own services and tap into other sources
of assistance.

This alternmative has all the advantages and drawbacks of the GOP
regional centers approach mentionea below. (See Pg. 65-67)

The approach that we feel would be most dynamic and reliable would
' be an integratea service delivery system. Let SBAC regional
centers continue to serve as regional service coordinators for the
mament, ana as regional CCIs or associations develop, shift some
of the SBAC functions of linking to Manila and GOP agencies to
them. In any given locale there woula be several private
instTtutions that would provide specific services and refer or
arrange for the provision of other services. There would be some
overlap between the services, but no duplication. For example, a
university, a bank ana a PVO in ore locale coula all be providing
some management training/assistance. The bank's service might
focus more on financial management of small and medium industries
while the university's focuses on overall management of micro to
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small inaustries and the PVO deals with micro and cottage traders
and proaucers management needs. Probably one of these
organizations will act in a more catalytic role in the early
stages ana this might be perceived as a "lead organization".
However, the intention is not for this role of "leader" to be
perpetuateg nor expandeo upon, but rather downplayed and dispersed
among the other local service agencies.

It is important that the type of institution to play this pivotal
role in a locale not be prescribeo by the project. It became
apparent from our iield visits that in different places different
types of organizations appeared to be appropriate for this role of
catalyzer. For example, in one place the Chamber of Commerce and
Industry appearea most ready and well positioned to advocate for
change, in another in the same region the local university
appeared to be serving the most in that position, while in yet
another a rural banker was taking that responsibility. Nor should
the project presume that the process would be lead by only one
organization in a locale. On the contrary, that is to be
minimized.

The criteria that the project would use for identifying such
catalyzers woula include:

0 They perceive need for private sector support in SME
aevelopment (versus always looking to government)

0 They are considering/implementing changes in their own
services to better responug to SME needs in their area.

0 They are actively pursuing ways to involve other local
organizations or resources in supporting SME development.

0 They have begun considering ways that additional services to
SMEs can be self-sustaining, or in other words they are assuming
that such services do not have to be heavily subsidized, or if
they do, that there is a way to do it locally.

0 They are open to learning from others' experiences in similar
activities instead of wanting to figure it out from doing it
themselves.

Because at any given time any SME's needs could be technical,
managerial, financial or informational the institutions involved
in any locale woula need to be the closest universities or
colleges, any technical training schools, commercial and/or rural
barks ana credit unions, and ingustry associations and chambers of
commerce ana inaustry. In acoition, local or regional
accounting/consulting firms, PV0s ano cooperatives would be
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included along with any key industries (the "big brothers"

ment ioned in Section V of this report) who are active in assisting
smaller businesses. Each institution would establish active links
with regional organizations as well as Manila-based and
international agencies. These would include such organizations as
university/college associations or networks, retired executive
service corps (both Filipino and IESC), technical research
institutes, national industry and professional assc:iations and
PCCI, trading companies ana "key" industries, GOP agencies, and
bankers associations, etc..

The Strategy

It is assumed that the SMED project might accomplish some of what
1s agescribea hereunder. But rather than conjecture what that will
be, the following will outline the entire process and the
conditions necessary before the system can be expanced to
effectively and sustainably reach and serve the dispersed target
population of SMEs. The process covers three phases over the next
eight years. AID's involvement would phase out at the end of six
years or Dec. 31, 1990. The entire process evolves from the
results of the first phase and will be influenced by the
conditions in the economy which can be expectea to change
significantly in either direction over the next few years,
depending on policy decisions of the GOP.

Phase I

Phase 1 is a period of intense experimentation with the
methodologies of assisting small businesses in technical,
management, financial and informational areas., It will also focus
on testing different institutional mechanisms for delivering
services and ways of integrating services in the field. The
purpose of this first phase is to identify effective methods of
technical, management, financial, and information assistance and
effective organizational structures in the private sector for
specific and integrated services. This phase would take about two
years and woula prepare the ground for the next phase. The
temptation to go for the numbers should be resisted by all means
auring this stage as experience in similar USAID SME projects has
shown that the acministrative issues of larger operations tend to
take precedence over effectiveness issues. Therefore, the pilot
projects should be limited in number, though diverse, and in size
in order to gain the most results. These projects should be
started as soon as possible under SMED or under another funding
facility in orcer to be synchronized with the other SMED
activities. It {s important to have this phase in the project
vecause although many organizations are trying to assist SME it
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appears that above the micro level no one has arrived at a
consistently effective method and any methoags brough in through TA
woula have to be adapted to the Philippine context. Further
aevelopment of services will occur throughout the project,

The table on the following page summarizes the methodologies that
could be improvea/developea during Phase I. Not all of these
methodologies will be testea in Phase I. For example, management
training/assistance provided through an Institute for Small
Business focusing on cottage ana small industries, business
skills, seminars ana management consulting could be the one in
that area supportea in Phase 1.

PSSS would use a pre-established evaluation system to determine
when effective methodologies have been arrivea at. The criteria
for determining the completion of Phase 1 for any particular
service methoa shoula include:l/

O that there are consistent poritive changes in business
performance or management practices (production, income,
employment, demonstrated problem solving, etc.)

0 that demana for service is rising ana/or better defined by
users

0 that there is use and/or development of other local, regional,
national, and international resources. AID and project evaluators
shoula bear in mind the effects of the overall economic situation
and policy environment in their expectations of business
performance. For example, in conditions of very low, no or
negative macro-ecanomic growth, that an SME is still in business

while others have failed might indicate successful assistance to
it.

Phase I1

Once the experimentation has progressed to the point of having
some effective methodologies, then the expansion of the system can
begin. This would be Phase II and wculd entail expanding the
outreach of programs which have effective methodologies by
expanding their staff

1/ see susan Golamark's, "Evaluation Plan for the SMED Project"
for more details on impact and institutional criteria.
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Potential Methodologies to be Testeo in Phase I of PSSS

Support Service/
Methodology

Management Training/
Assistance - Management
Training Consortium

Technical Training/
Assistance - Technical
and Service Centers

Organization - Core

Group Training, Regional

Business Conferences,
Commone Facilities,
Buyer/Supplier Inaexes

Finance - Banker Train-
ing - SME credit schemes

Infrastructure
Infrastructure Research
and Regional Comm,
Centers

Research/Policy - New
Resources, New Indus-
tries, Policy

Integration of Services-

SME Service Institu-
tions Conferences

Institutions

ISBs

PV0Os

Banks

Co-op Training Centers
Associations/Chambers
Consulting Companies
"Big Brother" Companies

State Universities

PV0s

Voc. Ed. Schools
Consulting Companies
Professional Assoc.
Philippine Executive
Service Corp.

"Big Brother" Companies

PV0s

Co-op Training Centers
PCCI or Nat'l. Assoc.
Local Assoc.

IsBs

Provincial Association of
Rural Bankers

Provincial Association of
Bankers

Co-op Training Center
PvUs

Sub-sector to be Served

SBAC
Consulting Companies
Universities and ISBs

Local/Regional/Nat'1/Assoc.

SMED Research Component

PV0s, Associations, ISBs,
Banks, GOP, Universities,

etc.

micro, cottage, small
enterprise levels
micro, cottage
cottage, small, medium
micro, cottage, small
small, medium

cottage

cottage, small

cottage, small, medium

small
medium

micro, cottage,
cottage, small,
small, medium

cottage, small,
cottage, small,

medium
medium

cottage, small

micro, cottage
micro, cottage,
cottage, small,
cottage, small,
micro, cottage,

small
medium
medium
small

cottage, small
cottage, small, medium

micro, cottage
micro, cottage

micro-medium
micro-meaium
micro-medium
micro-medium

micro-medium

micro-cottage, cottage-
small, small-medium
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and the area they cover and transferring the methodologies to other
assistance agencies, mostly within existing networks and in a few cases
outsige of them. The focus of experimentation in this phase is on
improving delivery efficiencies of financial, technical, management and
information services; in other words, are there ways to streamline the
celivery of services without reducing their effectiveness. Areas that
woula be considered for achieving this would include: the selection of
clients; more accurate identification of nNeeds as perceived by the
benificiary to avoid providing services in which (s)he is not
interested'and'therefore, will not take full aavantage of; optimal
number of field staff to aaministrative staff or minimization of
overhead; provision of training to groups versus inaividuals (though
retaining individual follow-up appears to be necessary); use of
non-staff volunteers for providing services ot aaministering activities
as MCSI does with barangay community leaders; sharing office facilities,
with other programs to reduce overhead; ana others. Integration among
service providers should be more pronounced during this phase as more
and more institutions become involved e.g., banks, universities, PVOs,
etc.

Phase II will begin with the identification of 10-30 (depending on
whether expansion occurs within Phase 1 institutions or through other
private sector institutions) institutions through which services will
be provided to SMEs. A preliminary identification of these
institutions will have been done prior to the implementation of Phase 1
ana a final determination shoulo be made during the last six months of
Phase 1. The criteria for selecting these institutions should be the
same as for the Phase 1 institutions (see Annex G page 2 for details).

The purpose of this phase is to expand the SME service delivery system
to reach a more significant portion of the SMEs in the targetted
regions. A second purpose of this phase is to reduce the cost: €.g.,
per participant; per peso lent; per course; per information unit; as
well as program costs per job sustained, upgraded or created; per peso
increase in sales, profits, investment; per increment in family welfare
(shift in use of income from consumption to house improvements,
education, health rare, etc); per improvement in business management ;
etc. It woula take four years for the service system to be established
in five or more places in each of the five regions of the SMED

project. We feel that it is necessary to spread services to this
extent in order to tap the potential for production, employment and
income generation in rural areas. Building the system on already
existing private institutions enhances the feasibility of the service
system. A probable side-effect of this expansion would be that it
would also extend to other regions through national networks, though
without direct support from AID.
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Phase II1

Gnly once the project has arrived at some degree of effectiveness and
efficiency shoula the focus then shift to cost covering, sustainability
and aiversification of services. This project is intended to
permanently involve the private sector in provicing services to SMEs in
at least the five SMED project regions. Past experience has not shown
many examples of SME programs that are able to cover all of their costs
from service revenues, fees and interest, and there are many arguments
in favor of partial subsidies for certain kinds of services (R&D,
technical and management training/assistance to name a few)
particularly since larger businesses often enjoy such subsigies. It
will be necessary to investigate ways of covering costs of efficient,
effective services. Service providers should be thinking of costs, but
they should not be forced into being preoccupied with it until they are
efficient. That is what the third phase of this project should work
out. It would cover a three year period starting in the third year of
Phase II. The purpose is to develop a stable funding base for the SME
private sector service system. Only at that point is it realistic to

start adding more specialized or new services to the system as demand
dictates.

The private sector in the Philippines has already demonstrated their
philanthropic interest through the formation of numerous non-profit
foundations, most of which serve related interests, such as their
employees. Another sort of interest has been demonstrated in the
formation of Philippine Business for Social Progress (PBSP). That
interest is a more pragmatic one which combines sr.ial objectives with
a sound business approach tn assisting poor people involved .in small
economic activities, mostly micro and cottage level. Members of PBSP
make regular contributions to support its activities. Herein is an
example of a private sector subsidy to SMI development at the lower end
of the scale. However, the bulk of the costs of on-going services
should be coverea by fees ana interest ana other charges.
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Proposed Schedule of Project Phases

1986 1987 1988 1989 1990

T

L J

1-

The starting date of Phase 1 presumes that same of the methodologies
identification and development can be started under SMED. We feel that
it is important to develop the services in concert with the SMED
activities. There is demand for services. (Talk with the loan
officials at OBP and other banks who are experiencing loan defaults of
35% to 80% in their IGLF portfolios!!) It will take time to test out
ways to respond to existing demand. Appropriate response to needs will
create gemand by itself.

If these Phase 1 activities cannot be.initiated under SMED, then we
recommend that some other funding mechanism be used to initiate this,
applied research. Phase 1 could serve in part to do the research
required to arrive at a PP which would cover part of Phase 1 and Phases
II ano I1I.
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Support Services Needed and Responses

Seven general categories of SME su

poort services needs have been

highlighted. Current institutional capabilities in servicing
those needs have been evaluated.
strategies in addressing these needs have been considered. The
following specific activities will be implementea as part of the
PSSS strategy. Phase 1 would involve developing or refining and
testing the methodologies for each of these activities before

extenaing them to and throu

Phase 11.

Alternative institutional

gh a larger number of institutions in

Categories of SME Support Needed

LIST OF PROGRAM RESPONSES TO GENERAL NEEDS

Responses: Activities to Meet Needs

1.

Organization

Management Training

Technical Training
Financial Assistance

Infrastructure

Research/Policy

Integration of Services

Core Group Trainings for Asso-
ciations

Regional Business Conference
for SMEs

Buyers' and Suppliers' Indexes

Management Training Consortium
Rural Entrepreneurship Outreach
Program .

Technical and Service Centers
Bankers' Training

Regional SMI Communication
Centers

Regional SMI Infrastructure
Research

New Resources for SMEs
(Research)

New Industries (Promotions)
Policy

SM1 Service lnstitutions

Conferences
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The responses outlined in the above table show that a wide range
of activities could be done to shore up certain weak areas and
fill up gaps in the service delivery system around SMEs.

The basic intentions, considerations, and magnitude of the
suggested program responses follow.

Core Group Training Sessions

In strengthening industry associations among SMIs, the most
crucial element is the reinforcement of core groups of members who
share a common commitment to the agvancement of these
associations. In many ways, the businessmen in any core group
actually serve as "volunteers" who input their time and personal
resources in order to serve a common good. Where the associations
will go, and how such groupings shall attain their objectives,
depend to a great extent on the basic orientation of the members
belonging to that core group.

It is important that core group members be oriented toward the
real roles their associations shoula play within SMED, in the
gevelopment of SMEs in the country, and in economic development as
a whole. Their leacership qualities should also be enrichea by
courses specially aesigned to improve group management and
personal value formation. The content of these courses/sessions

should be the planning and implementation of SME service
activities.

These training sessions will be conducted within the context of

the Management Training Consortium explained elsewhere in this
report.

Sessions should be held 3-6 times for each assdciation during the
first year depending on the need with possible follow-up sessions
for two subsequent years. Phase 1 of PSSS would test the Core
Group Training Model selected at in the pre-project assessments.
The effectiveness of this model would be evaluated at the end of
18-20 months in the same manner described by Sue Goldmark in her
Evaluation and Monitoring Design and adjustments and broader
dissemination made according to the results.

Phase II would consist of the extension of this activity to a
larger number of interested groups.

First sessions for the initial year should target 5 associations;
another 5 on the second year. Follow-up sessions would therefore
be 12 during the second year, 17 on the third year, after which an
evaluation of the entire process shoula be made.
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Estimated Costs: Phase 1-$150,000; Phase I1-$150,000.
Consultancy services are estimated at $150,000 of the total
$340,000.

Regional SME Business Conferences

Regional annual business conferences should be held to serve as an
informal monitoring mechanism to determine how the regional
service delivery system for SMEs is working. Beyond this, the
conferences woula serve as opportunities for associations to
exercise their policy lobby and interaction mechanisms. These
would also provide feeaback on the cegree of integration ameng
service institutions in the system.

Regional SME business conferences hela once a year as a series
culminating in a national businessmen's conference shold also
serve as a project icentification exercise because it would review
business prospects in the regions and determine just what business
small entrepreneurs should go into.

These conferences should be managed by the PCCI Secretariat, with
top to bottom support from existing associations.

Three such regional conferences may be held during the first year,
and five by the second and third year with a national conference
in the second year.

Fees should be charged ail participants. Seed money may be
provided by PSSS at a rate of @50,000 per regional conference and
€100,000 for the national conference. Proceeds of all conferences
go to sponsoring organizations. Estimated Costs: Phase I -
$12,500; Phase I1 - $50,000.

Buyers' and Suppliers' Indexes

A nationwide listing by province and by proauct group must be made
of all small to big businesses in the Philippines. Such indexes
shoulo be upcatea every year. This is an activity which could be
tested in one or more local industry associations or chambers in
Phase I berore support is provided on a wider hasis in Phase 1I.

Phase I research work is estimated to cost $15,000. Printing and
marketing could cost another $15,000. Fhase 11 is expected to
cost $300,000. Most of these Phase II costs could/should be
cavered by companies listed in the indexes.

Management Training Consortium

There are two options that are open to developing local management
training programs for SMEs in various regions. One approach is to
support a specific institution (as a university) or a group of

institutions belonging to one association (like a Association of
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Catholic Universities). The other approach is to support a
consortium of complementary institutions (including a university,
a small ana mecium enterprise institute ana an industry
association).

The first approach is a simplified one. It reduces dealings to a
minimum. There is also greater probability for inner program
coherence. On the other hand, a more democratic approach where
more parties are brought into play woula entail more negotiations,
and this coulo invite imbalances to set in.

The first approach, by its very nature, is limiting, however. It
confines capability ana quality to the range of the selected
institutional conauit. It is also critical in terms of reaction
from excludea institutions, making the selection process rather
touchy. On the other hand, the other approach would be richer
because it woula integrate the best elements of various
approaches. It would increase flexibility because weaknesses of
one party could easily be offset by other parties involved. It
coula buila upon available pooled strengths.

On the whole, a consortium approach would have more attractions.
It would require the marriage of the following elements:

0 a local university that can provide the facilities, the staff
ana the faculty;

0 UPISSI with its tested programs;
0 CRC with its integratea approach and "ex-ex" materials;

0 local industry associations with member enterprises that are
willing to provide practical aspects of training;

0 PBSP with its own training programs for micro entrepreneurs.,
0 local banks willing to lend to SMEs.

In the implementation of management training programs for SMEs
using the consortium approach, Phase 1 of PSSS is a a piloting
stage in which "lead" institutions are support to upgrade/develop
specific services. They would, at the same time develop their
local network of SME support services with other institutions.
This coula take two years, involving the setting up of a model
operaticn in 2 selected regions. FRegion VI (Iloilo) may be
selectea on the basis of the presence of hospitable elements
necessary to the program's success: it has 3 universities to
choose from (one of them a UP unit), it has many industry
associa:ions to select from, it has a wide base of local
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entrepreneurs, ana it has a more diversified economy giving wider
room for "ex-ex" sessions. The other suggestea base is Region I
(Baguio) with St. Louis University as the local university,
Evaluation anc reagjustments are mage after each of the first two
years. All 5 regions shoula have some services by the third year,

The consortium shoulg strive for a mix of out-of-town speakers and
local faculty staff at the outset, but local capability should be
enlargea pProgressively. Initially AID support woula focus on one
local institution (the " leag" organization referreag to above) but
support coula be extenceg to other institutions as they come
on-line. A large part of the consortium's work would be in the
planning ana materials preparation.

Estimated costs: Phase I - $350,000; Phase II - $150,000. Actual
operating costs for a full scale program would be $25,000

annually. Outsige consultant's fees are estimated to reach $0.5
million.

Rural Entrepreneurship Outreach Program

for them to just provide support in areas of management where
their advice is sougnt. They are also meant to learn a lot from
the rural SME entrepreneurs, and to document their learning
experiences. This activity would support the long term
integration of services ang also will expose more people to rural
business dgevelopment opportunities.

Teams of three (a banker who has undergone some training with the
Management Consortium, a volunteer entrepreneur, and a business
stugent) are éncouragec to spena a month at least in the rural
areas. They conrdinate with local sponsoring industry
associations (2 or 3) or with a local SME service institutions.
They are committed to spend some time with various enterprises (3
a week) belonging to those associations, discussing problems and
solutions, aspirations, technology options, etc. Another version
of this is the Philippine Executive Service Corps idea bei-j
developed by the PCCI-CSME.

Teams are given preliminary briefings by a group within the
Management Training Consortium. This program could be managed by
PCCL or UP-ISSI ang it would be developed on a limited scale
auring Phase I and then expanding during Phase II.

Funding is provided for volunteer selections, training ana 70% of
actual on-site expenses. Applicart volunteers raise 30% of
funaing required for their fiela assignments. Estimated Costs:
Phase I - $75,000; Phase II - $500, 000,
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Regional Technical and Service Centers

Another approach which is important in answering local SME needs
involves the setting up of new institutions where these are
viable. One such institution coulo be a Woodworking and Furniture
Center in Isabela (Region III). Isabela is recommended because it
remains a gooa raw material supplier, it already has a number of
medium sized woodworking facilities that can grow bigger, and its
furniture-basea activities are highly gominant in its economy.
Another major reason why Isabela is an ideal location is that it
has a state university which has woodworking experts. They can
form the core management and training group in the institution.

It may also tap wooawork training experts from the neighboring
Lagayan State University. The province also has an active and
large woodworking association. The association members are very
important because they woula be providing the facilities for
on-the-job training. They will also be specifying the future
skill requirements for their various operations.

There coula be at least five essential cocmponents of that project:

a kiln arier

an advanced carpentry shop

a furniture design module

a carver's institute

an upholstery and finishing center

OO0OO0O0O0

The kiln arier operation could be treated as the profit center
which should be able to support all its training activities to a
significant extent.

This activity may be developed in three stages.. Phase I would
focus on a common facility such as a kiln drier, which would be
set up during the first year. Development of such facilities
would draw upon the experience of the WB's Pilot Prajects program
in SBAC. Once the common facility was in stable operation then a
carpentry shop, carver's institute and/or upholstery and finishing
center could be developed progressively ar together during the
second and third years. By the third year, a design module should
be set up, putting together experts in international furniture
history and design under one roof.

The priject could be replicated in Mindanao or in other
industries, Estimatea Costs: Phase I - $350,000; Phase 1I -
$750,000. Foreign consultants' fees are estimated to reach
$200,000.
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Bankers' Training

1n the area of finance the activity which AID should support is
Banker's Training. In the first phase of the project AID support
woula be in developing and testing the testing process. It would
entail working with someone like the Manager of the Rural Bank of
Naguilian in designiny, conducting ana evaluating the
effectiveness of the series of seminars, workshops, conferences
and staff traning to be conoucted in te province of La Union.
Other activities wnich the association of rural bankers could
implement incluce quarterly Community Lectures for SMEs which
woula focus on relevant economic and legal issues, SME Business
Clinics on technical ang management subjects, a monthly or
quarterly newsletter for bankers ang business persons on economic
trenags and inoicators and opportunities.

Phase 11 would then be taking those of the above mentioned
activities ana transferring them through, say, the Rural Bankers
Association to other interested bankers in other provinces and
other regions. At the recent annual meeting of Rural Bankers some
interest was expressed in implementing these ideas.

Many of these activities could and should be undertaken in
conjunction with other private sector support service institutions
(University - 1SBs, associations, commercial banks, PVOs,
professiona associations, etc) or GOP agencies (DCP, POC, UP-ISSI,
etc.). This collaboration is part of the integration process. It
will serve to expose the rural bankers to other SME service
providers and expose them to rural barmkers. It will be important
to emphasize this mutual familiarization at all levels from top
management to clerical, and particularly at the level of personnel
who have direct contact with SMEs e.g., the loan officers,
management consultants and trairers, etc. )

Estimated Costs - Phase 1-$50,000; Phase II-$150,000.

Regional SMc Communication Centers

Regional secretarial and communication centers serving SMIs should
be set up. These are meant to be self-liquidating. These should
be managed bv a professional group, perhaps a PVO like NEDF.
Included in a standard regional facility would be Telex Machines,
a computzr, and 2 or 3 secretaries plus other standard office
machines. Services should be made available to other institutions
like schools and large private businesses at standard cast plus
rates. Estimated Costs: Phase I - $30,000; Phase II - $220,000.
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Regional SME Infrastructure Research

As mentioned in the chapter on SME needs ang support requirea more
in-gepth stuaies of regional infrastructure should be conducted.
Some of this shoula be done prior to the project to determine if
it is feasible to promcte rural SMED. Such studies should pay
particular attention to proouction ang marketing-related
facilities as trucking, shipping, packing ang communication
facilities. An on-going research function that will serve rural
SMEs will be established to periodically do such analyses as of
the most ecoromical transport modes open to SMEs in various
regions, or alternative sources of power, etc. Foreign and local
consultants will be involved in the research.

Research in New Raw Materials for SMIs

For some regions, the growth of SMEs is severely limited by the
inavailability of raw materials. Given particular resource
endowments, given market and product cycles, as well as transport
economics vis-a-vis product source and final markets, research
needs to be done on what resources should be developed in order to
usher in new SMts in a region.

Even in regions where raw materials are abundant, the prospect of
depletion may be real, Thus, replanting or resource regeneration
would be the practical strategy. Such materials as rattan,
bamboo, buri, ana others have to be studied so that actual supply
magnituaes can be determined and industrial development strategies
selected. Again, an on-going research mechanism will be
established regionally and coordinated nationally. 1In Phase I a
model will be developed ana tested in a regional or local chamber
of commerce and industry in a university in cne or two regions.
In Phase 1I such units woula be establisheag in all five regions.
Estimated Costs: Phase I - $150,000; Phase I1 - $400,000.

Promotions of New Industries

Studies of specific projects with cifferent sizes (micro to
medium) should be developed for various regions. Specific upward
and cownwarg ranges of profitability must be given. These would
be applied feasibility studies showing the real rungs on the
technological and scale ladder for efficient SMEs in particular
industries.

A whole nu- body of newly identified projects must be promoted on
a commercial scale (via seminars, TV, radio, video) in the rural
areas, in orcer to keep entrepreneurs on their toes and to attract
more people into the SME field.

These projects may be promoted within associations themselves,
like new prooucts from the same raw material like wood, in order

to bring down unreasonable copying of product ideas and realign
inefficient competitors.
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Such promoticns will also result frem the selection of new
resources or raw materials resulting from related research work.

Intra-Instituticnal Conferences

Seminars, workshops, conferences involving service institutions

working with SMEs will be organized in order to formalize the
integration objective.

These shoula be done on regional and national levels, with
information and conclusions coming out of deliberations being
disseminated to SMEs. Speakers from SME international service
institutions shoula be actively involvea ana attempts to define
standards of service and understand the dynamics of micro,
cottage, small and mecium enterprise.

Smaller get-togethers in provincial settings should be organized
between universities, among associations, within banking

communities, and between different types of institutions during
Phase 1 to cetermine how best these activities can be organized.

The experience of MIDP/MIDC and SBAC in such SME activities will
be orawn upon. :
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FINANCIAL IMPLICATIONS OF SUGGESTED PROGRAMS

Suggested Program

Core Group Training for
Associations

Regional Business Conferences
for SMIs

buyers' ana Suppliers' Inocexes
Management Training Consortium

Rural Entrepreneurship Outreach
Program

Woodworking and Furniture Center
Bankers' Training Program

Regional SMI Caommunications
Centers

Regional SMI Infrastructure
Research

Research on New Resources
for Mls

Promotions of New Industries
Intra-SMI1 Service Institutions
Conferences
TOTAL COST OF PRUGRAMS

TOTAL PHASE I & II

Funding
Duration

3 years
3 years

3 years
5 years

5 years

1 year
5 years

1 year
1 year
1 year

3 years

5 years

Foreiyn Exchange Rate Assumed: €20=%1

Estimated Cost
Phase 1 Phase 11

($000) (000)

150 million $190 million

12 50
30 300
350 1,500
75 500
350 750
50 150
30 220
200 200
150 400
100 700
23 100
@l,500 $5,060

$6,580
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Recommended Institutions for Phase 1 of PSSS

University of San Carlos - IS8 - Cebu City - because it already has nine
years of experience; is partially self-financing from fees for services;
it reaches out beyond city ana province ana region (claims to get to VI
ana XI11); have experiencea core staff that could be expanded or built
upon; are pat of ACUP-1SB netowrk; have links to resources of university
and have had at least many contacts with other SME service providers;
focus woula be on management ana technical training/assistance.
Interested in evaluation.

Naguilian Rural Bank - San Fernanco and Naguilian, La Union - because
manager 1s emerging leacer in provincial Rural Bankers Association anag is
transforming the functioning of her bank and well otheis; one of the
largest (5th) rural banks; has problems/opportunities common to many
other rural banks; has existing financial base; § years experience in
lending to SMEs. (Training woulc be provideo unger SMED).

Cotabato Chamber of Commerce and Industry - Cotabato - Region 12 -
because it has a dynamic leader who has demonstrated ability to catalyze
activities that get something done.

NOGRLUDECO (Regions I & I1) or VICTG (Regions VI, VII, VIII) - part of
national network; are regional coop consortium themselves; more than ten
years training experience in arganizing ano management; have experienced
core staff; have built in feedback mechnism for services (clients and
members); significant potential for creating mechanism for rural SME
savings and credit in mobilization as well as training services; do some
marketing assistance.
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Alternmative Strategies

An alternstive to the phase strategy approach woula be a single phase
program in which all the implementing agencies are identified prior to
the project ana support is given to all of them to develop
simultaneously in all the regions. For this approach it would be
preferable to use the network of universities and colleges which re
spread out in many centers of the target regions. The focus would be
to establish Institutes of Small Business (ISB) in as many as five
schools in each region. Each ISB would serve as a Service Center (sC)
for provicing managerial, technical, informational and organizationa
development assistance to individual ang groups of businesses. They
would have a core staff of ten to twenty small business management
trainers and consultants, technical advisors and an information system
speclalist. These core staff would be supported by specialists from
the Schools of Business ana engineering ana others as well as
specialists from private business needeg to response to particular
neeas of SMEs. The 1SB would be part of a national network and would
contract other specialize services which they could not obtain locally
through this network. Their function would incluge:

1. Seminars/workshops/Courses - these would cover general and specific
management ana technical topics relevant to groups of SMEs,

2. Consultancy/Advisory Services - to individual businesses or groups
of businesses working together on a common task in management ,
marketing ano production areas.

3. Information/kesearch - about matters relevant to local SMEs such as
the impact of GOP policies, efficacy of particular technologies, trends
in SME cevelopment, the regional and national economy, local, national
ana international markets, etc.

4, Trace Markets/Fairs - local production promotion, expose foreign
and national buyers to local products, 1link buyers and sellers, provide
feedback to local producers cn the saleability of their products in
other markets.

5. Sponsor Business Conferences - to bring together a mix of commerce,
service and industry to oiscuss issues relevant to all of them done
provincially, regionally and nationally.

The ISBs would forge close working relationships with local and
regional industry associations ang CCIs in order to obtain external
feedback on ano agditional information for planning their services.
They would also establish close links with local and regional banks in
order to ensure that financial services are available ang accessible to
SMEs.

To set up this support service system will require a considerable
amount of outsice technical assistance and support for services for

five years.



- 53 .

An advantage of the single phase approach is that it would establish
the service infrastructure more quickly. It coula possibly be a more
efficient use of T.A. resources by working from the beginning with a
larger number of service provicers. And finally it coula get private
sector services out into more regions sooner than the phased approach
woulo.

But this approach has two assumptions. First, it assumes that
effective methoaologies for providing the support services needed have
been identified, ano second, it assumes that the neecs are fairly
homogenous between regions (otherwise the efficiency woula be lost).
There is gooo reason to question both of these assumptions. From the
contractor's interviews it does not appear that methodologies proven
effective at each of the levels (micro, cottage, small and medium) in
the regions have been identified, and any Filipino will tell you that
working with an Ilongo is very different than working with an Ifugeo.
The aisadvantage is that AID would be risking spenaing considerable
resources before it is assured that it will arrive at the projected
outputs.

Another disadvantage of the one phase approach is that it tends to
result in a mixed focus in the development of effectiveness, efficiency
and sustainability which, as was mentioned before, tends to negatively
impact on the meaium ana long term viability of the program. And
finally, it is not certain that there are a sufficient number of
interested and capable universities to reach all the target areas.

Other Alternative Strategies

For the past year the major source of support for SMI credit has been
cut off completeiy. The flow of funos from IGLF and CIGLF
rediscounting at the Central Bank (CB) dwindlea to a trickle and at the
same time CB was increasing deposit reserve requirements which
constricted the commercial and other banks use of their own funds. The
resulting "credit crunch" together with rising rates of inflation is
reducing SMIs ability to produce at previous levels because of
insufficient resources for purchasing raw materials and other working
capital needs. One strategy which AID could consider would be to
inject a large amount of funds, say $20 million, into the credit system
specifically targeted on those rural SMIs who have a market for their
products but whose proauction and sales are constrained by lack of
working capital. This strategy would result in the maintenance and
possible expansion of jobs in these rural industries in a fairly short
period of time and would contribute to the economic recovery of the
country in that the majority of these SMIs are using local raw
materials, are serving the local market in competition with imports or
are exporting and thus generating much needec foreign exchanges. By
restricting the use of this credit to rural areas, USAID could effect a
shift in the tracitionmal flow of loan funds to SMIs and larger
businesses in Metro Manila, and thus reinforce or compliment its other
projects (SMED ana LRM).
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On the other hand, this credit oriented strategy has several
disadvantages. First, it is not likely the GCP would be interested in
such a program since it is, with pressure from the IMF and other
foreign lenders, trying to slow down the economy, and thereby inflation
and improve the balance of trade; the creait program would contraaict
the GOP current policy. Second, it is apparert from the experience of
the DBP, PNB, commercial banks and other participants in the IGLF and
CIGLF programs that the system is naot equipped at this time to be an
effective conduit of creait funds to SMIs. The bankers lack the
interest and skills neeged to know their client's businesses at the SMI
level. There is a general lack of skills in analyzing crecits based on
the business rather than the collateral. So there is a need to
reorient ana reeaucate bankers which many of them are not reaay fer.
Third, it appears that part of the reason so many of these businesses
‘are needing acdaitional working capital is that they have not managed
what they have well enough to generate additonal funds internally.
(Which does not mean they are not profitable, but rather that they do
not realize where their money is going, to their family, social
activities ano other non-business or non-productive uses). So there is
a need for other kinds of assistance and training both before and while
they have credit. And finally, any USAID credit program would have to
go thru the CB. Given the past experience of GOP SMI credit support,
it is unlikely that SMIs would see this program as any different than
the previous ones, meaning that because of the government involvement
it is not as important for them to pay it back or use it for what it
was intended, a generally less responsible posture or attitude about it.

hnother strategy would be to focus on the GOP proviging more and a
wiger variety of services to meet SMI needs. USAID already has
initiated a policy research dialogue with the GOP. The GOP already has
many of the legal mechanisms and bureaucratic infrastructure to provide
many services to SMI in the targetea regions. BSMI of the Ministry of
Trage and Industry has several activities including management training
and assistance, feasibility studies, marketing assistance and
regional/local industry studies. There are the PCC, DCP, NMYC, GETB,

NSTA and many others set up to assist different aspects of industrial
development.

At present few of these services are reaching SMIs in the targeted
regions. This is in part due to the limitea resources allocated to
them and the natural efficiencies of working in the Metro Manila,
Central and Southern Luzon area as most technicians in these agencies
are based in Manila. The GOP has stated that one of their priorities
1s the cevelopment of SMI in rural areas. USAID could provide support
for cecentralizing these services, for regional centers which would
perhaps combine the technical resaurces of several ministries'
programs, a king of one-stop service center. This would facilitate the
cooraination of services and would be efficient for both the service
provioers (reduceo travel getting to the region from Manila, more
direct exposure to others' skills ang programs, etc.) ana the
recipients (not having to go from place to place, even outside the

region to talk with someone who has the background, knowledge and
experience to assist them).
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however, it is unlikely that given the present government retrenching
that they are going to agree to what would necessarily be a significant
increase in personnel and costs which would be necessary for this
decentralization. Secong, this decentralization woulo only be a
relative one. Ore could not expect the government to set up more than
one of these centers in each region, meaning twelve, because of the
costs and the unproven demand for the wide range of services that would
be needed, say, in any given province. So either the small business
person or the service proviger would in the majority of instances have
to travel in some cases for many hours in order to be in contact.
Certain technicians would never be in their offices because their work
would teno to be at the SMIs place of business. The point is that the
decentralized system would be an improvement over the current one, but
it would not be pervasive enough to do what is needeo everywhere it is
needed.

And lastly, the GOP has not been known to be able to retain highly
qualified persons primarily because salaries are not competitive with
the private sector. It is important that service providers be current
on the latest development in their fields. The GOP has tended to be
very active in staff development, providing training and education to
people at various levels. However, it is questionable if this is

enough in this rapidly changing economic, techological and social
environment.



ANNEX A

Number and Percent Distribution of SME Subsectors*

by Fmployment Size

1982 Estimates

Number of Employees
Number of Enterprises

% Share

5-19 21,421
20 - 49 8,006
50 - 59 1,131
Ave 141 (meaium) 568

31,126

From UPISSI, SMI in the Philippines: An Overview, 1983

68.8%

25.7
3.5

.0

N

100.0%

* This aoes not incluoce micro enterprise which have less than five

employees.



SAMPLING OF ENTERPRISES BY REGION, BY INDUZTRY, BY SIZE

ANNEX B

Region/Industry

Region I

Furniture
Garments
Handicrafts
Others

Region 11

Furniture
Garments
Handicrafts
Others

Region ¥V

Furniture
Garments
Handicrafts
Others

Region YI

Furniture
Garments
Handicrafts
Others

Region XI
Furniture
Garments
Handicrafts
Others

TOTAL

Furniture
Garments
Handicrafts
Others

Nt

Size of Enterprise

Cottage Small
2 ]
- 1
] -
- 1
7 2
4 1
- 1
3 -
] 5
- 4
1 1
3 3
2 -

1 3
- 1
- 1
14 4
8 6
1 2
4 1
1 4




ANNEX C
PKIVATE SECTOR INSTITUTIONS ASSISTING SHEs
Regfon | - 1locos

Type of T T T RAnge OV P vICes7RTUIVITIFY T
Institution ! Name of Institutfons | Location | Financial | Managerial | lechnical | Marketing [ Others | Notes

1 i 1 T I 1 T T

Busfness Associa- | | | 1 | { | l

tion/civic groups | | ! [ | | | |
| Chamber of Furniture T Bagulo [ I ) T T ¥epresen- | 12 members; no budget;
| Industries of Benguet | [ | | U ! tation | no statf; 3 years old
| KssocTation of Weavers | Bagulo T I T Tralalng | Design T Raw RaterTall Hembers are producers
| { | ! | in Weavingl Assistarce| Purchasing | affiltated with ATO
1 i i 1 ! | | | Handicrafts
| " TFugro Wood Carvers T Bagulo I I T TralnTng T Design T RuTK Purcha-1 1,500 mewbers, focus 1s
| Assocfation | | i | 1n Qualityl Assistancel sing | on developing common
| { | | | Control | | 3epresen- | facv’lities;n?o years old
i ! i | i | | tation |
|"TTocos Association of | Dagupan 1 [ I I T Pepresen- 1 10 members, effectively
| Garment Producers | | | i I | tatton | operating for only one
| [ | | | ] | | year
| "ReTgor HandTcraft [ Bangar T T I T [TByTk Furcha-T
| Association | | | | i | sing |
I ! i ! I l | Profuction |
| I 1 | ! i | Facilities |
|"Federation of Rural T San Fernando T I I T 1 InTo SHaring| Some members are organi-
| Banker's Assoclation of | | | | ! | Represen- | :ing training programs
| Region I | 1 | ! | | tation | for staff of member
i | | [ | | [ | banks
|"Women's Assoclatifon of | Baralao TRTcro Loans] | ] T Group Forma-| 50 members; gives micro
| Vendors | | | | | ! tion | loans to members
| T T T T T i :

KcadesTc/Tralning | 1 | | | 1 I T

Institutions | ! | | { | ! |
T 5t. Louls Unfversity - [ Bagulo [ Community | Ranagement | Skills I T Tonsultancy | Assisted by UPISST and
| EISSI | | Credit | Courses | Training | ] | Belgian government;
| | 1 I | in Handi | i | 9 years in operation
! [ [ | | crafts ] ] |




I Ufvine Word UolTege I Lacayg 1 T Wanagement | Sk11Ts i | T Runs a non-Tormal educa-
l | | Courses | Training | i } tion center in community
| | 1 | | in Handi- | | | has business courses
| | ] | | crafts | ] ! with practicum MASICAP
1 | | 1 ) | | | involvement
|"Rorthern Luzon Coopera- | Trinidad 1 Coop T Hanagement | Jechnical @ Info Coop ; Loop forma- | 9 years in operation
| ttve Education and | ! Lending | Seminars | Assistance! Inter- I tion ]
: Deveiopment Center | 1 ! | i Trading | Info Sharing|
| | 1 T T T T
Flnanc Tal T | | T T 1 1 T
Institution | | 1 | [ ] | |
T Rural Bank of WaguiTTan | San Fernando | Deposits’ | | T T T 17 years; dynamic
] | | Loans ] | ! | | management
: POCP [ Dagupan T TGUF Loans! I T T |
| | | T ] [ T
Foundations/ | [ 1 R | I T T
PYDs | | | I | [ | i
T Tristo RegTs Center T Baguio T Wicro T Wanagement | T [ Growp Forma-; Workimg with St. Couls
| | ! Loans | Seminars | | | tion | Univ. - EISS] on Commu-
i I ] | ] | Social Dev. | nity Credit Project
|"HarbTn Foundstion T Dagupan T Helerrals | ] i T Mrdical [Micro enterprise
| | ! | | I | Assfstance | assistance
| ) | [ | | | Social Dev. |
| T T T I 1 T T
Private 1 | i | ] T T T
Consul tants | | 1 | | | | |
) | 1 T 1 ] T ]
Private T I i T T T T T
Enterprises | | | } | | 1 |
[ Warda's Handwoven Arts I?oguro T ] On-The-JobTl AcLs as | Supply of 1
| | i Training | interme- | raw wate- |
I | | | | | diary | rials |
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PRIVATE SECTOR INSTITUTIONS ASSISTING SMEs
Region 11- Cagayan

Tyoe of Range oY serviles/Activities

I T 1 i
Institution | MName of Institutions | Location ) Financial | Managerial | Technical | Marketing | Others | Notes
| I T 1 T T T I
Business Associa- | ! | | ! I ! !
tion/civic groups | | | | | ! ! |
T Rueva tciJa Cottzge T Bayosbong T [ Ranagement | Technology: Relerrals | RHaw Material| Kewly Torwmed
| Industries Producers' | | | Seainars | Sharing | | Sourcing !
I Association | | | | ! 1 |
| TsabeTa Wood Producers™ | Isabela T | T Semlnars T T Raw Rater{al]
I Association 1 i ! | i | Sourcing 1
|"Tabuk Chamber of T Tabuk [ T I T Tnfo T Contacts T
| Commerce and Industry | | I | [ | |
] I I [ ] T i T
Acadenic/Training | I i 1 | { 1 T
Institutions | [ 1 ] | ] | 1
[ Tagayan State t Tuguegaro I I | Wood- l T [ Good woodworking stalT
| University | | | | working | } {
! | ] | | Technologyl | 1
I"TsabeVa State Universityl ITagan I T [ Handi- T I T
| I | | ! crafts I I i
| | i [ | Techiology! i i
175t Touls TolTege T Tuguegarao | [ Management | T ] I
i | | | Courses | i I !
7St Paul Unfversity T tuguegarao T T Management | T T Research T
| | | | Courses i ! | Consultancy |
|"TsabeTa College [ ITagan [ Nanagement 1 [ Tntrecrencur] Has outreach program
| Development Center | | Courses i i ship Lourses|
| St. Ferdinand College | Ilagan I | Management | I | i Has 2 years non-degree
| i | | Courses | i | | small-scale management
I ] | | | i | course
1 T il T T H T
Financial | I I | i I [
Instiwtion | | | | ! ! I [
T Cavayan Rural Bank T TTagan T XgT-loans | T T T T UnTy one project
l | | Commerciall | | | | appraisal
| ! | Laans | [ [ | |
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T Cajayan RAUTOX Producers] Tuguegarao | Loop Teminars | Into Dis- | Raw Material] Y0 meobers,; since 1980

neur on wooden furniture

| design and|
for export

| quality |

T I

| and Marketing Coope- I | Loans | | { semination| Sourcing |

| T T ] T T T T

FoundatTons/ T T I I T T T 1

PYOs | [ I [ | | | !

1 I i I | T T ]

Private T T I 1 1] i | T

Consultants ] | i | | | | !

I 1 T i | 1 : i

Private I ] I ) 1} ! T T

Enterprises | | ! | ! { i |
:m; T Bagabag T T [ XdvTce on | . ConsuTtancy T Xcts™as Tead entrepre-

| | | | |

I | | | | [




PRIVATE SECTOR INSTITUTIONS ASSISTING SHEs
Region V - Bicol

- 5.

Center

Type of ] 1 1 Hange of Yervices/Ac tivitles T
Institution { Mame of lnstitutfons | Location | Flranclal 1 Managerial | Yechnical 7 Rarketing 1 Qthers 1 Wotes
T 1 | ] I 1 ; T
Business Associa- | | i i | | ! |
tion/civic groups | | | | I | ! !
[ KTbay Chamber of Lom- [ Tegaspl ! 1 I [ TInfo 7 Contacts T WNo office; no staff
| merce and Industry | | [ | | i |
| TonTederation of | Darags | | T Yralning 1 Info T Yepresen- |
| Pnilippine Exporters ! | | | Prograess | i tation |
1 ¥TcoT Woodworker's | Kabua 1 [ T Yraining | info T Wepresen- |
| Association | | | | Programs | | tatfon !
| BicoT Garment Manufac- | Kaga T T T raining | Relerrals | T
| turers Association | | | | ! | |
| Tamarines Worte Woodwork] Daet I | T Training | [ Tommon Faci~] 7 Core members organi-
| Owners®' Association ! { | | Seminars | | Tittes | zing a carpentry center
| | | ] | | | Raw Materiall
| ! | | | | | Sourcing 1
|~S&rsogon Kssociation [ Sorsogon i T T Seminars | T Raw Hateriali
{ of Wood Industries | | | | | | Sourcing i
|"Camarines Sur T WJe T T T TFaTnIng | I T
| Furniture Association | i j | | ! !
|"TutTery Industry T Tabaco I I T ] T Haw Materiall
| Association | | [ ] I | Sourcing |
{"KTbay Chasber of T Tegaspl ] ] [ Training | Info/ [ I
{ Furniture Manufacturers | | 1 | | Contacts | i
| ] T 1 T T | I
Kcademic/Training | 1 T 1 1 | T [
Institutions [ 1 i 1 ! } |
T Xquinas Unfversity T Tegaspi | T ¥anagement [ ULTFe i T Wesearch/ 1
| | | Courses | Program | i Consultancy |
|"BTcol University | Daraga I [ Randi- I T Handicrafts |
| | | crafts | | Rescarch i
| | ] | | |

I
]
i




Ranir™s

Lontacts

T Solicits orders and
| sub—contracts

T XTbay School T Tegaspl | | T Sk11Ts I | |
| Arts and Trades | [ L | Training | | !
| TamarTnes Sur School [ Kaga | T T 11T T 1 T
| of Arts and Trades | { | Training | | |
[ University ol Nueva T Naga T T Hanagement | T I Research T WKSICA? Tnvolvement
| Caceres ! | | Courses I 1 ] |
| T | { T I I |
FinancTal | I I 1 T T | 1
Institytions | 1 | ! 1 ! ! |
T Raga Reglonal T Raga [ Commerclall T T i [ Ho Tong term
| Development Bank ! | Agri-loansl | | | | facilities
{7 POCP [ Tegaspl T TGLF T T Y T T
T T 1 ! T I T 1
Foundations/ T T i T T T { T
PVOs | I ! ! ] ! i |
T CINGAP PEAJKADATASA T Tédaspl T ®Cro 1 { SXTIT1S 1 I Soctal T 56 centers nationwlde
| | | Loans | | Training 1 | Development | with income generating
! | | | | | | | projects
[ T I T T | T |
Private I T | 1 1 T 1 T
Consul tants [ | | ] | | ! |
T I I I I I T T
Private I I | T I T T 1§
Enterprises ] | | | | ] [ [
T Wood Industry [ Sorcogon I 1 I T T KiTn Drier 1| 70T SBAC; JUT associa-
: Development Enterprise | | | | | | Facility | tion owned kiln arier
| | I | ] T
} ] | | | [ 1




PRIVATE SECTOR INSTITUTIONS ASSISTING SMEs

7 -

Regfon Y1 - Western Y{sayas

Type of T T 1 Fange oF Services/Kctivities I
Institution | _Name of Institutions | Location | FinancTal T Manager1al T Technical | Harketing | Others | Notes
I | T I I T T T
Business Associa- | i 1 [ | ! I
tion/civic groups | | I 1 | [ i i
I Regros Occvdental T BaceTod T l T Training | T Tontacls T TZ members; just
| Furniture Manufacturers'| | | | | | | forming
| Assoctation I | | I | |
| tal Traft] T ITolTo ] T T Quality 1T T T 15 members, beling
| | I | | Standards;| 1 | formed
! ] [ I | Training | | !
I"FiT{pTno Chinese Chamber| Iloilo T T T I i Info/ | 70 meabers
; of Commerce of lloilo | | | | | | Lobbying |
| 1 1 ] T T 1
K ademTc/Training | T T | T T 1 I
Institutions | | 1 | | | | |
[ Central PRI Tippine T ITolTo T T Management | T T T
| University | | | Courses | | [ !
| T T i 1 T 1 1
FinanciaTl I i { I | T T T
Institution | | [ ] | I i i
T PICP [ TTolTo T TGF Toans] T T " FeasTbility |
i | | | | | | Studies |
Foundations/ ! T T T T T 1 T
PV0s | { | | | | | |
[ Wegros Economic T BacoTod I T T Research | IF'facretarTat T Relped form Tocal
| Development Foundation | | | I | ! for Associa-| chamber and & other
| | I 1 | | ! tions | associations
| T I T T 1 i I
Private T ] ] T T T t !
Consultants | | ! i { ! ! |
T J = T T T | T
Private | T ] ] I I T |
Enterprises ] | 1 | 1 | i 1
[ MPC Trading T Motlo | Sells for | One year in operation
| | | 2 pro- |
| | | 1 | | ducers ] |
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PRIVATE SECTOR INSTITUTIONS ASSISTING SMEs
Region XII - Southwestern Mindanao

| Manila |

Type of I | 1 Fange of Services/Kctivities T
Institution | MName of Institutions | Location 1 Financial | Managerial | lechnical [ Marketing i Others ! Notes

I i I 13 I T { 1

Business Associa- | | | I i | { |

tion/civic groups | | ! ] | | | !
| Uotabato Lity Thamber [ Cotabato I T Sewminars T T t infa/Dis- {
| of Commerce and Industryl l | I | | semination; |
| I I ] i ! | Lobbying ]
|"KssocTatron of Wood- T Cotabato ] | T T ; LobbyTng T 75 members; still
| «orking and Rattanmakingl | [ ) [ 1 | organizing
|"Cotabato Technical Shop 1 ] | 1 T T Toomon 57 mombers, an active
|_Operations Assocration | Cotabato | ) | ! | Facilities | organization
{"Xhoe and Leathercraft | Cotabato T T T Tralning | 1 [ ¢ members; Just
| Manufacturers’ Asso- i 1 | | Seminars | | | organized
| cfation | | | | [ i I
1 T 1 ! 1 T T T

Kcadewic/Tratning [ T 1 i T 1 T |

Institutions } [ | | | ! ! !
T Notre Uame University | Cotabato i T Kanagewment [ 1 ! T Has computer facilities
I | f | Courses | | | |
| I 1§ | ] T i I

Financial T T T | I I T ]

Institwtion | | | 1 | | | |
I Rural BERK OF Lowabals | Colabdlo T XgrY-To¥RST ] T I T Z3 years In opération
| | | Coomerciall | I ] I
| | | Loans | | ) ! }
T i | I T T I T

Foundations/ T [ T ] T T T T

PY0s I | i 1 i | i |
T T i | T ] 1 |

Private i { ] ] T 1 T 1

Consultants | | | | | | ! |
T 1 ] 1 i ] i T

Private T | i I I ] T {

Enterprises | 1 | [ ] ! 1 !
T Notre Dame Uratts T 1 T [ Trains [ Rarketing T Operated by diocese
| | i | | Morkers | am in 1 : for 15 years; 20 workers
l | | | 1
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PRIVATE SECTOR INSTITUTIONS ASSISTING s
Major Service Center - Metro Manila and Metro Cebu

Type of | | I Range of Services/Activiiies |
Institution | Name of Institutions | location | FTnancTal T"Kanagerial T Technical | Markcting | Others | Notes
| i i f
Business Assocfa- | I [ [ ] i I
tion/civic groups | ! | ] i | ! |
T PhiTippine Chamber of | Retro Ranila | T T Speaker's | Info T Jesearch I
| Commerce and Industry , , | l Bureau | | Policy |
1 | | | Discussions |
| | | | | | | Business- |
| { | | | I | men‘s Confe-|
| | | | | | | rence |
I"Thamber of Furniture T Retro WaniTa | T T Yraining 1| T Policy ]
| Industries of the | ] | | Semimars | | Dialogue |
| Philippines | j | | 1 ! !
|"Garments Business T ¥etro RaniTa | T T Tralning | T Policy [ F500,000 annual budget ;
| Association of the I | I | Seminars | | Dialogues | 250 members
| Prilippines ] | { | | Info !
|"Chamber © AYTE | 1 " Tr8Tning | REY&ralg:l Pollicy T
| Industries of the | | | Seminars | Info | Dialogues |
| Philippines ) I | | | ‘
{"FTnancial Executives [ Wetro Kanila T T Training 1 [ PoTicy I
| Institute of the ] | | Seminars | | Updates l
| Philippines | | l [ | |
I Rural Bankers™ [ Betro ManiTa [ Tralning | Training | T T DlaloguesT 1,033 members
| Associatinn | | Seminars | Seminars | ]
|"PRiTTppi~e Institute of | Metro Kanila T T Tralning | T Professionall 35,000 members out of
Certified Publfc | | | Seminars | | Standards | 55,000 CPAs in the
[ | | |
I | I T
I i I 1
[ 1 | |
1
|
|
|

e e o e e e e e e

|
| Accountant | country
I

Kcademic/Tralning ; |
Institutions | [ |

T KsTan Institute of T Retro Manila I_Fninfng Hanagement

| Management | Courses Consultancy

| Center for Research [ Metro Manita [ Training [ | Reglonal

| and Communication | | Courses | | Besearch |

| | | | | Corporate |

| | } | | Planning |
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Apex Loans]
IGLF Loans|
GF SME 1

|"Retropolitan Bank and
} Trust Company

I"ANSTOR CapTtal and

Apex Loansi
Investment Corporation | |

T Txecutive Development | Metro Manila | I T “How-T0 | { I
| Acazemy ] | J | Semfnars | ! !
| Bn"versTty of San Larlos] Retro Cebu | T Fanagement | T 7 Consultancy |
i Ins2rtute of Small | | | Tratning | 1 I I
| Bustness i ! i | | | ]
I"ToTTege of San Jose | Metro Cebu T ] T T T i
Reccletos 1 | i ! ! | |
W3YTonal Ksscciation of | Wetro Manila/| T Short T T ] TS5 training centers
| Training Centers for | Metro Cebu | | Courses J | ! | nationwide
|"ATeneo de Kanila T Retro ManiTa | T Ranagement | T T T
| University | | | Courses [ | | |
I"De Ca SaTle infversity | Retrg Hanila | [ Fanagement | T T T
| | 1 | Courses | | ] |
|"Don Bosco Technical T Wetro HaniTa | T T Technical | T H
|_Schools | ! | | Training | ; [
| I | i T 1 {
FinanciaT T T 1 I I T T
Institution | { ! | 1 | |
T Private Development T Retro Ranila | IGLF/Kpex | T H T V39 milTion Toans to
| Corporation of the I | Loans | i I | SMEs 1n 1982
| Philippine | | | | 1 [
I"PTSC Development Bank T T TGLF/Rpex | ] 1 T
| 1 | Loans 1 | | i
|"KsTatrust Development | T GFSHE [ I T T
| Bank { | Loans | | | |
|"Ventures Tn Industry T T Venture | T “ReTerrals | Project T
| and Buiness Enterprises,| | Capital | | | Promotions |
| Inc. | ] | i ! Management |
| | ] | ! | Consultancy |
I T I [ I
i | | | ]
| | | | |
| I T T T
| i ] !
T ] T
T T T
[ | |
| T I
| | |

B s D Lt s [CRpUSS [EIREpI NI NESQES ISR MRy

“Manita Banking Corp. T Apex Toans] i
|"Hanpnil Investment and | TGLF 7Rpex | |
|_Financing Corporation 1| GF SME | !
|"PTanters Development T TGUF7GFSRE] T
| Bank | Loans | |
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|"KTYied Bank, Far kast 1
Bank; Pacific Bank, Bank|
of America, China Bank, |
Producers Bank, Bank of |
the Philippine Islands, |
Insular Bank of Asia and|

1 ] T 1 [
| | | | | |
] | | | | |
! ! | | [ |
| | | | ! { |
I | | l | | |
| America, Rizal Commer- | Metro Manila | IGLF Loans] | { | t
| cial Banking Corp., Landl i I | { { I
| Bank, Union Bank, Repub-| | | [ i | |
! 1ic Planters Bank, Pru- | | | | I | |
| dential Bank, Quezon | | | | 1 I |
| City Development Bank | | ! | ! | ]
|"Thina Bank, Equitable T T 1 I T I 1
| Bank, Far East Bank, IBAA! I | | | | i
| Inter Bank, MBTC, PBCom | Metro Manila | VCCs ] | | | |
| Philtrust, Philbsnking | | | | ! | |
| Praducers, Prudential | | 1 | 1 i |
|_RCBC, RPB | i | | i I I
|"TEKX/Premlere Dev. Bank,| | { | ] T 1
| Allied Bank, Prudential | Metro Manfla | GFSE | | | I |
| Bank | ] | | | | |
| 1 | T | | | lJ
Foundations/ T [ { | ] T ] 1
PY0s ] 1 | | | | | |
T PRiTippTne Business T Wetro Manila | Tending tol Tralning | T I [
| for Social Progress | ] PvOs | of PYOs | i | |
I"KssTs Uevelopment T Wetro ManiTa | | i | T Research T Promotion of coco-based
| Foundation | | | | | | | appropriate technology
] | | | | | i rojects
| ®eralco Foundation T Wetro Panvia | T T Training | T Work KLET= | Hanpower skills develop-
l | : } : : | tudes | ment inlcuding technician
|

| Seminars | scholarships

i




N

J

-12 -

PIIVITE 1 1 T i i | T T

Consul tants ] [ | ] [ | I |
T Sycip. Gorres § Velayo | Wetro Kanila | T T T T Managewent |
i | | | [ | | Consultancy |
I"TarTos J. Valdes T Retro RaniTa | T T T T Minagement |
| I | | | I | Consultancy |
|~Joaquin Cunanar/Price | Retro Manila | —1 Training | T T Management |
| | | | Semipars | ] | Consultancy |
I"EconomTc Develcpment [ Wetro Maniia | [ Training | Training | T Ranagement |
| Foundation ! Seminars Seminars | | Consultancy |

3 ‘ 1
Private 1
Enterprises |




ADCENOUM TO ANNEX C
Institutions in Iloilo City
(Looperatives and Credit Unions are Not Included)

Associations

Producers - Ten different associations were igentified. They
included two metalcraft associations, one food processors' association,
and two furniture associations.

Retailers - Ten associations were found.

Local Organizations - Six were found. They included the Rotary,
Kiwanis, Lions, ana Jaycees crganizations.

Bankers - Three separate associations are operating.

Total number of associations identifiea - 29.

Chambers of Commerce

Five The chambers are presently operating.

Schools and Universities with Commerce or Vocational Programs

Central Philippine University

University of the Philippines in the Visayas
University of San Augustine

University of Iloilo

Western Institute of Technology

Western Visayas College of Science & Technology

Filipino Private Consulting Firms

SGV
Asian Appraisal

Numerous private accounting firms
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Banks, Finance, ana Insurance Institution

Over 50 banks are currently operating (not counting multiple
branches of the same bank).

Over 20 finance companies.

Over 70 insurance companies.

Marketing Firms

Eight importer-exporters (e.g. Ker & Co., Jardine Davies).

Government Agencies Related to SMEs

SBAC
NAC1DA
NEDA
NCSO
80T
PSA
NFA

NSTA

The purpose of this is to demonstrate the magnitude of the number of
organizations in existance that are or potential that could provide

support services to SMEs.



ANNEX D
INSTITUTIONAL ASSESSMENTS OF PRIVATE SECTOR SERVICE PROGRAMS

Approach Used

Due to limited time and personnel only a preliminary institutional
assessment of specific private sector SME support services. One to two
hours were spent interviewing SME program staff or management in 34
institutions in Regions I, 11, V, VI and XII. Several service providers
were interviewed in Cebu City (Region VII) and Davao City (Region XII)
because those locations actually serve or have the potential to serve
SMEs in the SMED target regions.

The focus of the interviews was on soliciting information about the
institution (# of staff, annual budgget, services provided, years in
operation, and sources of funding), the services (which, to whom, how
long, how many served, etc.) ana these strategies (why they are doing,
what they are and they know if they are doing it). The interveiws were
open discussions which attempted to draw out information that would
enable the contractors to assess both the capacity of the institution and
their capabilities in responaing to SME needs. In some instances
feecback on specific services was provideo by users; this was the only
means for confirming the effectiveness of the services. The contractor
relied on prior experience with SME service delivery in evaluating the
available information.

Examples of the interview guides are attached.
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lnstitutional Profile - Chamber of Furniture Industries of the Philippines

CFIP was organized in 1966. It is a nationwide organization of furniture
manufacturers with 11 chapters. It has 400 members presently. Of these,
60% are in wood furniture, 25% are in rattan furniture, and 15% are in
other types of furniture. CFIP members account for more than 90% of all
Philippine furniture exports.

The Chamber keeps a permanent office with 4 staff members and operates on
an annual budget of P175,000. Its memters in Metro Manila pay a monthly
fee of P100 while those in the provinces pay P10 monthly.

The Chamber's roles are described by the following: (1) as market
referral system between local suppliers ana foreign buyers; (2) as
lobbyist with the government on national problems affecting the inoustry;
(3) as a repsentative of local manufacturers in international industry
associations; (4) as promoter of international exhibits ana conferences;
and (5) as provider of training ana technical support to its members.

As a Chamber, it also serves as an internal contact point among its
members. It conducts seminars on technical areas of expertise in
furniture manufacturing. It also facilitates dealings with GOP agencies,
with other Chambers ana with other industries.

The Chamber has not been very active at the regional level. It should
reverse its orientation, from being too centered in Metro Manila
activities to being regionally service oriented. At the regional level,
it should give regular programs in design, market trends in the local and
export markets, finishing technology, etc. One area which it could
concentrate on is materials productivity. Given the great amount of
wastage in the furniture business, it should organize a program to reduce
raw material wastage. It should constantly upgrade local (provincial)
expertise in such areas as upholstery and varnishing through seminars,
workshops, "big brother" training, etc.
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Institutional Profile - Camarines Norte Woodwork Owner's Association

The association was formed in 198C. Its present membership is 24, but
only 7 of these are active members. A fee of P10 per month is charged
per member. It has no permanent office or staff.

Leadership in the association is provided by a 60ish retired public
school teacher. The association effectively serves as a forum for
sharing problems among core members. The present problem is primarily in
availability of raw materials. There is a ban on logging, especially of
the narra species, ano the available raw material supply is primarily
smuggled. This is keeping wood prices artifically high. Thus, the
association is petititioning the Bureau of Forest Development for an
assocliation permit to log.

The other problem in the province is the lack of kiln drying facilities.
This woula make locally manufactured furniture anag furniture parts mare
competitive in Metro Manila, and possible export prospects could be
explored. In response to this problem, the association has prepared a
feasibility study (through SBAC) on the viability of puting up common
facilities for the core members - a kiln drier and basic carpentry
equipment worth over Pz million.

Another problem facing the provincial association is the low level of
skills in furniture finishing, joinery, and cesign. In answer to these

needs, the association has sponsored (with SBAC) specific seminars
addressed to these needs.

The association is an example of a problem-oriented approach through
productive teamwork within an Industry where each business would
otherwise be each other's predator.

The association's carpentry and kiln drier project should be looked

into. The association should also try to expand its core of committed
members or group the rest into a separate committee and let them address
specific projects on their own. The association sivould meet with other
such assoclations in the region and explore regional projects. Thnay lack
contact with other woodworking associations and should correct this.
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Institutional Profile - Joaquin Cunanan/Price Waterhouse

The local accounting firm of Joaquin Cunaman & Co. starteg operations 60
years ago. It tied up with the US/UK firm of Price waterhouse in 1546.
They remain incepencent entities. Phaterhouse merely provice technical
support and exchanges technical knowhow with the local company. All
consultancies of Pwuterhouse in Southeast Asia ang in the Philippines
also avail of JCunanan services.

Jlunanan & Co. employs 3G0 staff members. It is estimated to be earning
only about a fourth of the industry leader's (SGV's) total billings. It
1s considerea as big as Carlos Valoez, although Xunanan may have more
clients numerically speaking.

This is so because JCunanan specializes more in SMEs. wWhile about
15% of top 1,000 corporations form part of its clientele, slightly over
60% its total clients are SMEs. Although it would want to gain more SMEs
as clients, it has an image problem because SMEs think it is a big
accounting firm and SMEs generally refuse to deal with "big" auditing
firms; they would seem to be very expensive.

The company offers various services outside of auditing. It offers Tax
Advisory Services, Management Consulting (Financial Systems, EDP,
Organizational Counseling, Human Resources Development), and
Entrepreneurial Services (Project Feasibility Preparation, etc.).
Through its Professional Education Program, it has also conducted
Business Consultancy Courses for the National Training Center for
Cooperatives.

It has tied up with the American Chamber of Commerce on the
computerization of compensation survey of American companies in the
Philippines.

Because it is held unethical among auditing circles to be openly
soliciting clientele, the company's seminars provide an avenue for
marketing its other services. It believes that it is pretty strong in
maintaining existing clients, ana in adding new clients at a rate of 15%
annually.

Junanan is an example of a private consultancy company which has grown
with SMEs as a client base. Its experiences in this field could be more
widely shared.

The ccmpany's acquaintance with SMEs should make it a good agent for
developing programs on financial systems and financial management
acdressed to SMEs. The international experience of Price waterhouse in
this regard must also be inputed. It should design a separate
orientation seminar adaressed exclusively to individual CPAs who are
based in the province in order to upgrace their skills and expand their
consultancy services to SMEs in the regions. This program could be run
together with PICPA.
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Institutional Profile - Negros Economic Development Foundation

NEDF was established in 1570 as a private, non-profit, non-stock service
organization. It receives contributions from corporations and
inaividuals in the province of Negros Occidental.

NEDF has assistea in the formation of the Bacoloc Chamber of Commerce and
four other associations. It presently acts as a Secretariat to these
organizations.

Its major activities are centered around projects which would help the
province diversify out of the sugar industry. It is involved in the
financing and operation of mushroom culture, bamboo farming, ipil-ipil
farming, goat raising, jackbeans proauction projects.

It maintains a demonstration farm and leases 60 hectares of farm land in
behalf of 700 relocated squatter families.

It is involveo in giving management training seminars and in the conduct
of project stuales and surveys.,

NEOF is an innovative foungation. 1Its support activities to business

organizations are novel. It approaches regional economic cevelopment as
an agent of new farm technologies.

The foundation has the capability to serve as a regional agent for
developing industry associations and business groups. It should also be

helpful in developing research and farm-based experimental projects for
SMEs in the region.
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Institutional Profile - Philippine Business for Social Progress

PBSP was registered in 1971. It was formea by 120 private corporations
who put up a fung to finance community development projects. Funds

proviced to the foundation are tax-exempt. It has 37 staff members in
Manila.

FBSP operates a Small Business Program that is addressed to intermediary

groups like cooperatives, social development institutions and community
building project proponents.

The main service provided by PBSP in this regard is to help strengthen
local small creait institutions with a package of credit, technical
training and management training assistance.

The program assists financially in the form of (1) financial advance
which may be revolving (where collected amortizations are continuously
relent) or non-revolving (where advances are extended for proponents with
small businesses), and (2) grants for training requirements of recipient
institutions. Loans are made only (1) to projects with sponsoring
organizations with a capability for planning; (2) to beneficiaries from a
community wnich is interested in getting involved in the project planning
and implementation; (3) to economic activities in either manufacturing,
trading, or services.

PBSP is an example of an umbrella volunteer organization that constantly

upgrades assistance programs to SMEs by providing support services to
sponsoring organizations and client communities.

PBSP appears to be managed by a professional team, and therefore its role
in strengthening PVOs and operating through them is well conceived. It
has the capability to train other organizations in the area of management
of programs, an expertise that should be passed aon to industry
associations and business gcoups.
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Institutional Profile - Naga Regional Development Barnk (Naga)

The bank was establishea 4 years ago with an initial asset base of
P4 million. In 1984, it has a total assets worth P12 million and has 15
employees.

The bank's traditional sources of funas have been DBP rediscounting
facilities ana its deposit base.

The bank's loan portfolio has been primarily structured along the
following lines: 35% going to housing loans ana commercial construction
loans; 35% to production loans for coconut, palay and fishing industries;
20% loans to trucking companies; 10% to other types of loans. All such
loans have full real estate coverage. IGLF has never been considered as
a possible service.

The bank's staff includes one project evaluation specialist (CPA), one
civil engineer, anu one agriculturist. The bank's President is a
mechanical engineer and an MBA graduate. He belongs to a family of
entrepreneurs, the family having been involved in the production of light
agricultural implements in the 1970s, as well as in fishing and farming.

The bank does not lend long term money. The longest term that it offers
is 5 years. It has no access presently to cheap long term funds.
Current interest rates are at 25%.

The bank is an example of a regionally based development bank which is
mandatea by its nature to be lending long term funds to rural industries
but has opted to stay within safer and more profitable lending lines in
the business. 1t has the capability to evaluate local industrial
projects but has emphasized its bottom line over its entrepreneurial and
societal role as a development agent. This may be consigered a practical
and understanozble approach given the absence of cheap long term funds
for lenaging to SMEs in the countryside, the high cost of alternative
sources of funaing, higher overhead costs, and uncertain business
conaitions in the next five years.

Much like other development banks of its size, NRDB should move into
project identification, project promotions, and project development
functions. This strategy would involve its pinpointing of viable SMI
projects in its area of operation, then looking for investors and funding
institutions, and overseeing the initial implementation of the project.
It should not wait for projects and project ideas to be brought to its
attention by prospective borrowers. It could instead perform that
entrepreneurial function.
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Institutional Profile - St. Louis University (Baguio)

The University's Extension of Institute for Small Scale Inaustries
(EISSI) has an annual buoget of P150,000 financed primarily out of
donations from private foundations ana fees from its training courses and
consultancy services. It has 4 full-time staff members and draws its
faculty from the Colleges of Commerce and Engineering.

EISSI's activities addressed to SMEs include the following: 3-day
courses on entrepreneurship, industry-wide dialogues; anag short studies

of operational problems of SMEs some of which are published as case
stuaies.

The Institute is presently developing an entire curriculum on
entrepreneurship for students who wish to have a business degree and who
want to set up their own business. An integral part of that course would
be the actual setting up and operation of small businesses by individuals
or groups of students.

Since July 1983, the Institute has conducted 3 courses in conjunction
with the University of Life Home Study Program: Basic Bookkeeping,
Salesmanship and Financing a Small Business. These are non-formal
non-degree courses using modular learning approaches for self study
supplemented by clinics and learning sessions for 8 Saturdays (3 hours
per session). The UL provides scholarships to participants in such
courses.

The Institute also administers a P75,000 loan fund from PBSP. It has
provided credit to 70 micro entrepreneurs in vending and weaving
activities in 7 barangays of Baguio. The Institute provides project
identification, orientation and skills training assistance to loan
recipients. )

The EISSI is an important pilot institution which can be duplicated in
several institutions. It has to strengthen its case writing and small
business consultancy programs, however. It should provide a mechanism
that would monitor its graduates, continually working out problems with
them, and documenting their unique experiences so that these may be
sharea with other entrepreneurs. It shoula prepare a five-year plan of
its programs instead of doing ad-hoc seminars and training tie-ups.
Those programs should tap resource persons from other regions, including
Metro Manila, and should address entrepreneurs throughout Region I.

Consigering the university's good image in the entire region, it should
take the leadership in organizing a private sector initiated SME program
in all provinces. Given the uneven resource distribution in the region,
where Pangasinan/La Union have relatively more endowments than the Ilocos
provinces, there shoula be special programs for the latter provinces.
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Institutional Profile - Center for Research and Communication

CRC was establishea in 1967 to serve as a vehicle for interaction between
government and private enterprises and professionals. 1t has three major
units: Institute of Ingustrial Economics, Business Economics School, and
Corporate Planning Services Division.

Within its Business Economics School is a training program called "Total
Management of the Small Fimm". 1t aims to put together all key functions
of the SME into a purposeful whole, without losing the entrepreneurial
spirit. A core element of the program is experience exchange ("ex-ex")
among real-life entrepreneurs. Some faculty members of this program are
lecturers at UPISSI.

The key concept behind the program is to improve the entrepreneurs'
ability to think strategically or long term, and for them to cross the

so-called Bermuda triangle existing between small to medium to large
businesses.

CRC also keeps a regional development unit. It issues regular economic
forecasts on the Philippine econciny over the short, medium and long
term. It trains both government planners and private corporate
planners. It is an example of a working private sector inst.cution with
active private support and worldwide respect. It seives primarily as an
alternative source of economic data ano policy analyses, ana in
recognized as a "think tank" by the foreign press.

CRC's contacts with universities in the provinces is also wide. It used
to run a traning program for teachers of economics at the college level.
This program produceag a gaod number of MTI-MASICAP Program participats.

CRC's expertise in regional economic development and- in area planning as
a whole could be usea to provide a gooa base for regional
entrepreneurship programs. It influence on some private businessmen
coula be tappea in order to bring more support from big business in terms
of subcontracting and marketing arrangements for SMEs. It can also field
big entrepreneurs who cJuld act as advisers and resource persons. Its
large role in keeping the Makati Business Club going could also be used
to strengthen local business clubs and associations.
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Institutional Profile - Naguilian Rural Bank (La Union)

The bank, which has branches in Naguilian and San Fernando, La Union, has
been operating for 17 years. It is the fifth largest rural bank in the
entire country.

The bank is managed by the owner's daughter, who has solid banking
experience (12 years with Citibank). It has 18 credit staff.

An outlet of CIGLF for 2 years, the bank is presently not lending to SMEs
because of the temporary suspension of the Loan Fund.

As with other rural banks, a majority of the loans are agricultural
courtesy of the Central Bank Special Time Deposits for Agricultural Loans
ana CB-1BRD Rural Credit.

Rural Banks were mostly founded by professionals - doctors, dentists,
lawyers, etc. - in the 1960s. They lacked banking experience but
survivea because the 1970s was a perioc of "easy" banking when
competition was light, financing sources were many, and industry
supervision was luose. Today, the situation is completely reversed, and
rural bankers have to professionalize their ranks.

The bank is an example of a regionally based financial institution which
is trying to be innovative given very difficult constraints. It is
retraining its staff on credit analysis, strategic planning, and risk
analysis. It is looking at restructuring its business, rather than
merely rescheduling the overdue loans.

imy,
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Institutional Profile - Narda's Handwoven Arts

In nine years, Naraa's business has grown from a small handweaving shop
to a medium-sized operation. It employs 200 employses full-time and
keeps 200 subcontractors. Monthly sales average at P250,000 to ¥300,000.

Narda's started as a beneficiary of the hotel boom in Metro Manila in the
mid 1970s. Hotels helped set down quality standards and develop designs.

Through SBAC assistance, product development assistance was given through
the services of a foreign handweaving expert. Similarly, export leads
were given.

Narda's has actively encouraged employees to set up their own operations
in their own homes. New employees are trained to maintain consistently
high production standards. Subcontractors, who are all former employees,
are provided with raw materials and designs.

Narda's has acted as a lead entrepreneur setting up designs and
standards, organizing a satellite of small sub-producters, and
proauctively translating service assistance from (1) a GOP institution
and (2) from private buyers into inputs to a successful operation.
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Institutional Profile -~ UP Institute of Small Scale Industries - SERDEF

The UPISSI was founded in 1969. 1t is considered an innovator, an

initiator of several programs that have been institutionalized by other
GOP agencies.

It is involved in Training/Assistance Programs (Entrepreneurship,
Management, and Extension Service Delivery), Research (Policy,
Technological, Training Oriented), as well as in Special Programs
(Consultancy, Information Dissemination, Conferences, Industry Dialogues).

Among those that the Institute has trained, the following breakdown is
recognizea: 2&% are entrepreneurs; 15% are employers of private firms;
13% are cevelopment officers; and 14% are government employees.

Employing a staff of 90, the Institute obtains support from GOP (P2.4
million in 1982) ana some fees for its programs. In addition, the Small
Enterprise Research and Development Foungation is a non profit NGO for
channelling private monies for research into ISSI. It is affiliated with
Ministry of Trade and Inoustry, RIM Science in Delft, Netherlands, and
Technonet Asia in Singapore. It also draws upon the technical resources
of the UP-Schools of Business and Engineering.

It has run an Appreciation Course for Entrepreneurs in various parts of
the country under the sponsorship of the Philippine Jaycees, a program
which has had no follow through, however, since grant funding expired.

It is presently involved in developing an Extension - ISSI at St. Louis
University in Baguio. The Institute is also involved in designing
entrepreneurship courses for high school stugents, and working for the
integration of these courses into the curriculum.

UP-ISSI is an example of an effective training ano research center which
is exclusively devoted to SMEs. While it is grimarily a GOP unit, it is
rarely seen as one, and private involvement is a central component of its
various activities. They see their role as innovators, discovering new
techniques and training extensions in other institutions to use them.



Enterprise Interview Guide

Profile Date
Name of Organization: Location:
Person Interviewed: Position:
Product Lines:
Number of Employees: Years Tn Uperation Average Monthly Saves
Number of Subcontractors —  Sales this Year: Highar Lower By how muc
Major Markets: Local Regfons) ationa) Export
Primary Productfon MeRod: RI%Ad T TRIThine Mixed
Primary Source of Michinery/Equipment: Local Imported
Source of Raw Materials: fegfon _ Other Weglons Inported
Re'eds/Prablems/Preoccupations Jtons trATnEs to Growth
Key to Businessperson: o hpparent to Interviewer:

Suggestions for private sector tervices that would enable them to expind eeplayment:

How would cost of services be covered: Foog Dues Interest Other

Specity

Services Known/Used

Institution Specific Services Accessibility Adequacy of Services Used

Financial

Technical

Manageoent

Other
(Purchasing,
Storage,
ets.)

Fconomic tnvironment

Impact of recent “economic crisis® on business:

Inpact of recent "economic crisis® on regionsl econamy:

What type{s) of business in this local/region have the greatest potential for growth:

Why:

Infrastructure

What infrastructure constrain business growth in this region and how:




Institution/Program Interview Guide

Profile Date
Name of Organization/Program Location:
Address: “Phone:
Other Offices:
Person Interviewed: Position:
Type of Organization: Private; for profit not for profit Public Ministr

—————

Years of Operation: No. of Employees Annual Budget
Sources of Financing:

Perceived needs/problems/constraints of SMEs:
Snall:

Medium:

services Provided:

Years Business/Persons Served
Offered Available to Whom Number (Last Year] Typel(s] of Business

Principal

Secondary

How are costs of services ccvered:

How do they determine services they will provide: Surveys Demand
Other Sources GO+ Plan

To what degree are they able to meet needs of SMI: Greatly Moderately Poorly

Why? (Resources, skills, methods, other)

What are major problems they have encountered in delivering services:




What would alleviate these problems:

Do they evaluate their services? How?

What other services are needed for SMI growth:

Who does/could provide these services in this region, particularly in the private sector:

What GOP policy changes would contributz to SMI growth? How?

Impact of recent “"economic crisis" on SMIs in the region:

Impact of recent "economic crisis"™ on the regional economy:

Infrastructure cons:raints to SMI expansion/improvements:

{power, water, communications, roads, ports, transport, storage, etc.)

What business in this local/region have greatest potential for growth:

Why:




ANNEX E
Inventory of GOP ana Other Donor Programs Assisting SMI

Government of the Philippines Technical Assistance

Small Business Assistance Centers/Medium and Small Industries
Coorainated Action Program

National Cottage Industries Development Authority

National Economic and Development Authority

National Census and Statistics Office

Bureau of Domestic Trade

Philippine Standards Agency

Bureau of Foreign Trade

Bureau of Small and Medium Industries

Metals Industry Research and Development Center

Forest Research Institute

Forest Products Research and Industries Development Commission
Cottage Industries Technology Center

Philippine Human Resources Development Center Project

Food Technology Research Department

Food ana Nutrition Research Institute

Nevelopment Adademy of the Philippines

Design Center of the Philippines

University of the Philippines Institute of Small Scale Industries
National Food Authority

Philippine Port Authority

Bureau of Technical and Vocational Education

Productivity and Development Center



Technology Research Center

NDC-NACIDA Raw Materials Corporation

Center for International Trade Exporters and Missions
National Manpower and Youth Center

Textile Research Center

National Science ana Technology Authority

Philippine Invention Development Institute

Materials Science Research Institute

Philippine Council for Agriculture ana Resources Research and Development
Garment and Textile Export Boara

Confederation of Philippine Exporters

fppropriate Technology Center - UP, Los Banos

Bureau of Forest Development

Bicol River Basin Development Authority

Cooperative Union of the Philippines

Bureau of Cocperative Development

Cottage Industry Development Enterprise

Financial Assistance

Kilusang Kabuhayan at Kaunlaran (KKK)
Venture Capital Corporation (VCC)

Cottage Industry Guarantee Loan Fund (CIGLF)
Inoustrial Guarantee Loan Fund (IGLF)
Development Bank of the Philippines

Central Bark

Philippine Export and Foreign Loan Guarantee Corporation

Urban Livelihooa Financing Program



Philippine National Bank

Land Bank of the Philippines

Guarantee Fund for Small ana Medium Enterprises
Small and Medium Inaustry Lending Department, DBP
worla Bank

Small ang Medium Industries Development Projects
Educational Training

Urban Development Projects

Research on SMls

Asian Development Bank

Industrial Estate/Export Processing Zone

Export Credit Facilities

Industrial Subsector Study

Philippine Investment Systems Organizations (PISO)
Private Development Corporation of the Philippines loan

United Nations Industrial Development Organization (UNIDO)

Technical Services Delivery System
Workshops, Seminars, technical a.sistance
Research on specific inaustries

International Laboure Organisation (ILO)

Developing a Mission Report on Small Enterprise Development
Working with Employer ang Worker Assocations

Working with Small Contractors

Technical Assistance

Japan International Cooperation Agency (JICA)

Technical Assistance for Cottage and Light Industries
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ANNEX F
Documents Reviewed

"USAID Project Paper ana Annexes, Small ana Medium Enterprise
Development", August 1983,

"Rural Enterprise Development", P1D, USAID, August 1982.

"Long Term Strategies for Small and Medium Enterprises: Field Trip
Report", Yacob Fisseha, USAID, October 1983.

"Small and Meaium Enterprise Development (SMED) Institutional
Development ana Participation", Yacob Fisseha, USAID, May 1983.

"f Report nn Marketing Constraints for Provincial Small and Medium
Enterprise in the Philippines with Some Suggestions for Further
Research", Wilson B. Brown, USAID, December 19&2.

"Market and Technology Access, Project Addendum, Philippines, Field
Trial Component", ITI Lta, March 1564.

FINGUIDE - Entrepreneurs Guide to Small and Medium Industry
Financing Programs, UPISSI ana P1DI, 1583.

Small ang Medium Industries in the Philippiines: An Overview,
UP1ISSI, 1983,

Cooperation Through Education: A Private Sector Experience in the
Philippines, NATCCO, 1980,

"Industrial Development Strategy and Policies in the Philippineé",
vol. 1, 2z, 3, worla Bank, October 1979.

"A Proposed Research Agenda for Small and Medium Enterprise
Development (SMED) Project", Robert A. Hackenberg, USAID, June 1983.

"Small Enteprises and Development Policy in the Philippines: A Case
Study", D. Angerson and F. Khambata, World Bank, July 1981.

"Government and Financial Institutions Assistance to Philippine
Industry", Arturo G. Villanueva, 0D/PE, USAID, September 1983.

"Small ana Meaium Enterprise Development Project Training", Yacob
Fisseha, Lewis Thorton, USAID, Feb.-March 1983.

"An Exercise in Philippine Priorit’zation", Gil R. Dy-Liacco, ob/PE,
USAID, August 1983.
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24,
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28.
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"PVO Baseline Results", MIOP, April 1984,
"SMED Project Financial Services", Alex Rozental, May 1983.

"Backgrouna for the Diagnostic Procedure (New Services)", harvey
wallender, May 1963,

"Lines of Inquiry for a FY 1987-$1 CDSS", USAID, February 1984.

Others Have Mace It... So Can You|: The FINEX Handbook for Small

ana Meaium Scale Businesses, M.C. Guerrero, A.1. Novales, A.B.

Lhavez, 1984.

"Stuogy on the Framework for the Integrated Cooperative Finance
Program", USAID/Manila ORAD, 1584.

"Other Donor Assistance to the Philiopires", N.Wijesooriya, USAID,
January 1982,

"Rural Banking System in the Philippines 1981 Annual Report",
Central Bank of the Philippines, 1982.

"The Philippines, Aspects of the Financial Sector", Joint IMF/wB
Mission, October 1979.

"Suggestions on Financial Activities in the SMED Project", Dale W.
Agams, 0SU, December 1982.

"Small-and-Medium Enterprise Development Project - Comments and
Recommenocations of Glenn G, Browne", USAID, 1983,

Sharing in Development: A Program of Employment Equity and Growth

in the Philippines, International Labour Organization, 1974.

"The Philippines: Selected Issues for the 1983-87 Plan Period",
wWorla Bank, 1582,

"Small and Medium Scale Manufacturing Establishments in Asean
Countries: Perspectives and Policy 1ssues", Ulrich Hiemenz and
Mathias Bruch, Asian Development Bank, 1983.

"An Overview of the Small and Medium Industry of the Philippine",
Henry S. Warren, Worla Bark, 1978.

"The Philippine Economy: Recenc Events", USAID, April 1984.
"The Philippine Economy: Economic Forecasts for 1983 and 1984",

J.M. Dowling, Evelyn Go, and C.N. Castillo, Asian Development Bank,
June 1983,
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"Five-Year Philippine Development Plan, 1963-1587", Goals,
Strategies, and Policies and Technical Amnex, National Economic and
Development Authority, Republic of the Philippines, May 198z.

"The Transition to an Inoustrial Economy in Monsoon Asia", Harry T.
Oshima, 1964,

"lndustrial Growth and Employment in Developing Asian Countries:
Issues ana Perspectives for the Coming Decaae", Ulrich Hiemenz,
Asian Development Bank, March 1982.

"The Philippines: Aspects of the Financial Sector", IMF/World Bank
October 1979.

’
"Sector Sources of Philippine Postwar Economic Growth: The Overall
Record in Comparative Perspective", Journal of Philippine
Development, Vol. X, No. 1, Harry T. Oshima, 1983,

"Asian Development Bank's Operational Program 1984-1986", Asian
Development Bank, August 1583,

"Philippines: Agricultural Credit Sector Review", World Bank, May
1983,

"Other Donor Assistance to the Philippines", Nimalka Wijesooriya,
USAID, January 198z,

"Growth and Employment in Rural lhailana", World Bank, April 1983,
"Rural Industrialization Programs ana Problems: The Philippine
Experience", Eduardo M. Taylor, United Nationas Centre for Regional
Development, October 1983.

"Rural Banking System in the Philippines: 1982 Annual Report",
Central Bank of the Philippines.

Self-help Organizations in the Third world: Six Case Studies,
Friedrich Ebert Stiftung, 1582,

"An Evaluation Plan for the Small and Medium Enterprise Development
Project", Susan Goldamark, May 1984.

"Micro-enterprise Development in the Urban Informal Sector: Case
Studies from Brazil ana the Philippines", Marshall Bear, Henry
Juckellen, and Michael Tiller, A.T. International, 1982,

"Towaras a Palanced Agro-Industrial Development", Filologo Pante,
Jr., NEDA, 1983,

"Promoting Small Scale Industries: The Role of the Asian
Development Bank", Asian Development Bank, Jun 1977.



ANNEX G
ADDITICNAL ANALYSIS

Unlike for many projects, detailed information about the sector, the
target population, their needs and support services required to meet them
is alreagy available from stuaies done for the SMED project. This should
reduce consicerably the time necessary between the preparation of the PID
and the PP,

What will be left to be done after the PID is completed to complete
project development to the PP level is a review _of GOP_SME progrgms, the
icentification of the particular institutions_ whao_will initiate the
projecty~e~mere detfalléa investigation of the feasibility of the proposed
activities anc identifying ana negotiation the GOP channelina mechanism
for projecf resources.

Review of GOP Programs

Another study that neeas to be done prior to final development of the PP
is of the GOP programs for assisting SMEs. As Annex E incicates there
are many GOP programs/institutions providing assistance to SMEs, and as
indicated in Chapter V of this report, very few of their services reach
SMES in the targetted regions. It is important that AID hire a
consultant to look at two aspects of these GOP services to SMEs; (1) the
extent to which they are reaching SMEs in the targetted regions, and (2)
the effectivenss of their services when they do reach SMEs.

There exists the possibility that certain of these GOP or other donor
programs have arrived at effective methodologies for responding to
specific or general needs of SMEs. AID would not want to "reinvent the
wheel" in Phase I of PSSS if it already exist here. Also, AID would want
to confirm where geographically the gaps are in SME service delivery and
that there is not a more viable alternative to the strategy recommended
herein.

The study is in fact the same as one recommended by Sue Golgmark as part
of the SMED Institutional develcpment Operatianal Planning Studies,
Review of Other SME Development Activitiesl/

Institutional Identification

The PID coula be written within the month of June, approved in July and
work begun on the institution identification shortly thereafter.
However, there will be an independent evaluation done starting in August

1/ "Arn Evaluation Plan for SMED Project", Susan Goldmark, May 1984,
see pg. 10~11 for details of Scope of Work.
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1984 of the seven catholicuniversity Institutes of Small Business which
have been in operation for from 4 to 9 years. It is being done by a
German, Dr. Liem, and is expected to be completea by Oct. 1984. 1t would
be worthwhile to wait until that study is at least started before
proceeding with the institutional identification for the PSSS project.
That in fact would give the SMED project time to initiate several of its
activities which would provide aaditional information relevant to the
PSSS project development. However, AID shoula contact Dr. Liem and
discuss with him the parameters of his study in order to determine how to
collaberate on getting information needed to assess the effectiveness of
methodologies presently being employea by ISBs.

Also the SMED project will be conoucting baseline studies and operational
_planning stuaies over the next few months. Much of the information
gathered and the analysis done will serve in the identification and more
detailea analysis of institutions which could be support service
implementors. Therefore, there should be close coordination between the
SMED activities and any studies undertaken to bring the PSSS project to
the PP level.

The Terms of Reference for completing the institutional identification
should include the following:

1. Review private sector institutions with potential and interest to be
SME service providers and recommend to AID 5-8 institutions to implement
Phase 1 of PSSS project. The mix of institutions, if appropriate, should
incluge: 1-Z universities or colleges; 1-2 banks (commercial and/or
rural); 1 cooperative consortium training center; and possibly 1-2
associations (industry, or professional) or chambers (CCIs).

The criteria used to select these institutions should include: .
A. Experience - they have minimum two years working with SMEs.

B. Network - they are active in regional or national grouping of
similar institutions.

C. Responsible leadership - dedicated, thorough.

D. Leacers and/or staff are taking economic factors into
consicmration - viability of local inaustry, supplies, markets.

The next three criteria pertain to the geographic area in which the
institution is working.

E. That there are other potential participants in service delivery
system in that area.
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F. That there is short and long term potential for SME growth -
economic base, physical and social infrastructure (e.g., parts of Region
XII might not be realistic because of peace and order difficulties).

G. Majority of service needs can be responded to locally.

2. After AID has approvea identified institutions the consultant will
work with those institutions in developing project description and
implementation plan for the Phase I methodology development. This
project analysis will include a feasibility analysis of methodologies to
be used by institutions which woula include but not be limited to factors
such as:

extent of cemand for services

availability of human and financial resources
institutional capability

infrastructure needs

appropriateness of methods to local market for services
political

channel of resources to other private sector service providers

O0OO0OO0O0OO0O0O

3. One section o the report should present project goal/purpose and
objectives and project description according to PP format requirements.
This should include how project will interface with SMED project. Based
on the conclusions drawn from completing #1-3 above, input needs
including but not limited to:

technical assistance - with scopes of work
financial - FX/LC, AID/other

commodities

counterpart contribution

o ow

4. Select anc recommend 25-30 potential Phase II participants justifying
their participation using the same criteria as in #2,

To do this institutional identification AID will need a consultant(s)
with extensive background in SME service delivery systems, institutional
evaluation and project planning assistance. It is recommended that AID
hire one consultant for a period of twelve weeks to do this work. an
optiomwould be £o Bring in two consultants for eight weeks. However,
the longer period of time is , ceferable in that it will provide a more
realistic envisonment for the consultant to work with the implementing
agencies on developing their strategies and plans, including the
definition of hypotheses to be tested. It would also accelerate the
start up of the project as the institutions would have already received
some TA in aavance through the consultant's work with them. This
approach has been usea in other AID Missions.

< 1

~.
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Institutional Constraints to Implementation

Another question that will have to be answered prior to the preparation

of the PP is how USAID can work with the Private Sector in the
Philippines. Some of this will undoubtedly be answered by the SMED
project, as the relationship between PCCI, MTI and the general contract
evolves. Mission personnel will need to negotiate with the GOP for the
most streamlined pass through mechanism. Because of the inter-relatedness
of the SMED and PSSS Projects it might make the most sense to have the
PSSS coordinateo together with SMED in the MTI. The contractor has no
basis for evaluating the efficacy of this approach, and defers to the
Mission's experience in this matter.

Constraints to SEE Growth

Gne key question that needs to be answered is why more small enterprises
Fave not grown to medium size in the Philippines. Areas to check into in
this analysis are (1) GOP SME incentives which are disincentives to
growth (so that many small businesses are established by one business
person in order to continue receiving benefits rather than developing one
meoium or larger, and possibly more efficient business); (2) labor law;
(3) covert barriers (takeovers by larger companies,
monopolies/oligopolies/monopsonies/oligopsonies, harassment, both public
sector and private); (4) management limitations; (5) technical
limitations (technologies, skills, processes) and (6) others such as
limitea economies of scale, markets, naturally constrained supply of raw
materials. Stuaies of this phenomena should identify regional
variationsl/. This study could be done as part of SMED or the PSSS
projects and would probably require a team months to go. UP-ISSI
together with an outside consultant could be considered for doing this
since they already have significant amount of data and experience with
SMEs.

Industrial Prioritization. The SMED project has chosen to focus on the
garments, furniture and handicraft industries and it has been suggested
that PSSS have the same focus. Current studies focus on a determination
based on what exists. An assumption underlying this approach is that the
market is an open one and its forces are accurately reflected in current
businesses. For example, priority industries are detemmined by weighing
the numter of businesses, number employed, amount of investment and labor
intensivity. A study is needed which looks at the current and future
markets for products, that relates the resource (material, human and
capital) base to trends in the market place both local and worldwide and

pY4 The SMED Project Paper Annex G - "Details Concerning the

Research Component in the Project" refers to these and other
areas in which research might be done.
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looks for areas of real potential growth in which, possibly, Filipino
industry is not at all or only marginally involvec at present. Again,
this study is of a longer term nature and should be dore regionally as
well as at the national level. A consultant specialized in industrial
development with extensive internmational experience in small and medium
industrial development should be brought in to assist in this study.
However, AID might want to review the subsector focus before finalizing
the PSSS Prc iect Paper.

Infrastructure. Several studies in this area would be more general in
nature 1n that they would not pertain only to SMEs, but rather would
apply to a given geographical area in general. As needs expressed by
SMEs they incluce: the availability ang more importantly costs of power ;
transportation facilities (ports, roacs, an airports), equipment (boats,
trucks, aircraft) and regulations (in particular transhipping thru
Manila); decentralization of government of fices (for necessary
oocumentation approvals, etc.); better telecommunication system; and
common facilities. All of the following studgies will focus on
determining if adequate infrastructure exists to Justify AID's investment
in SMEs, and if it does not, recommena possible strategies for
eliminating that inadequacy.

The cost of power in the five AID priority regions is on average (P1.50 -
1.76/kwh) 3-4 times the cost in Manila (P.50/kwh). Significant price
increases for electrical power have occurred in the years since the Rural
Electric Co-ops were established. The question of whether the increased
costs/rates are a result of mismanagement or if some integration of the
power system would be possible to lower the average cost to users should
be investigated. Otherwise this represents a comparative disadvantage
for rural industries even though electrical costs are gencrally less than
five percent of their total costs. :

There are a number of ports and airports which could serve for
international shipments much more than they presently do, but till now
there has been little done to decentralize customs facilities ano
rationalize shipping and airline schedules to more efficiently handle the
flow of goods from the southern and northern regions. A study needs to
te done on the capacity of the port facilities and. the. flow of goods thru
those fattltities to-see if different traffic patterns would be more
efficient (lower cost) and thereby make regional Philippire goods more
com.etitive in various markets in Asia and elsewhere. Part of that study
woula look at how the operations of the port facilities could be improved
for the safety of the goods, and for more efficient service. The present
requirement of transhipping most goods through Manila both increases
costs ana causes in some instances substantial delays in delivery
resulting in poor customer relations. Regional producers are often
unable to tell their customers when an ordered shipment will arrive
because they cannot track it through Manila to find out which boat it is
on. The situation with airfreight appears to be similar and the focus of
that study should be on traffic patterns ana the potential for additional

exports created by direct airfreighting of perishable products to foreign
markets.
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In the area of telecommunications there was interest expressed by SMEs in
common telex facilities in certain provinces of Region 5 with high export
potential. The feasibility of such facilities should bte studied. Also,
there were complaints from SME outside of the urban centers that because
they had to go through local operators, they were loosing orders because
of the time (often 3-4 hours per call) to call buyers and suppliers in
Manila. A stuoy should look at viatble communications options for
scatterea firms outside of regional urban centers comparing such
alternatives as telephore, telex, cable, micro- modem and radio patch
links 17 areas serving markets outside their region and with potential
for growth. This would provide the basis for the Regional SME
Communication Centers.

Common Facilities and Technical Research and Development

Studies are needed of the feasibility/viability of certain common
facilities which SME in the regions are saying they need. For Phase I of
PSSS a stuay in needed for the Technical Service Center to be tested
which appears will be a facility with wood kiln dryers and common
carpentry shops for furniture and wood carving and possibly warehouses
for raw materials bulk purchased and storage of goods prior to shipment.
These studies should be on a case by case basis and actively involve the
potential users as well as objective outsicers. A consultant specialized
in the wood working industry should be hired for 4-6 weeks to do this.

Beyond this, the need for a SME Technology Research and Development
Center or System which could be private or public, which could be private
or public, should be looked into. A consuliant should be brought in to
stuagy the viability for establishing such an institution, the approaches
that should be taken, and the narties who should get involved. Existing
Technology research and development facilities might need to be expanded
and/or establishea probably in universities together with private
business efforts to commercialize developed technologies should be
supported technically as neeoec. AID woula needed to have someone
speclalized in this area define the scope of work necessary to study the
feasibility of this possibility.



ANNEX H

The following is a specific example of an approach to dealing with the
marketing needs of SMEs.

Marketing

There are series of questions that can be asked of SMIs to determine
where they stana on the marketing of their products. Several of the more
successful (showing 30-100% growth in sales over last year or two) SMIs
that we talked with indicatea that there is a maturing growth process
relatea to product development and marketing. Too many cottage and small
producers (hanaicrafts, weavers, furniture, garments, etc.) think they
should and could be exporting their products, if they merely had the
contacts "over there" (in the U.S. or Europe). First they neea to be
able to compete in the national market before they snould even attempt
exporting. This means that they can sell their products locally ang in
Manila at prices which are competitive with other producers and/or
imports. That means also that they can produce with consistent quality
and in sufficient quantity to meet an order on a timely basis. More than
oné producer mentiored that the major hotels had done more than anyone
else to upgrade the quality of Philippine products because not only had
they bought them but also they worked with producers in selecting
designs, testing materials for durability and insisting on quality
workmanship ana firishing, cetails that had generally been overlooked by
Philippine producers or unappreciated for their importance in the market
place. For handicrafts, weavers, or furniture one would ask: if they
have ever sola to one of the large hotels or department stores (directly
or indirectly); what their largest single order was and how long it took
them to meet it (produce the number called for); what feedback their
client gave them on their products/performance (rejects, observations
about materials, quality and/or designs and colors, additional orders);
do they have regular orders from particular clients (x per month or every
quarter); what changes in their products have they made in the last year

(color, shape, size, new line, material, price, production technique,
etc.).

Once they have demonstrated a market awareness, either by responding to
the instructions of a company to which they are a subcontractor or by
direct response to the buyers, and that they have the capability to
respona to a sizable order with a product of consistent and adequate
quality, then they are in a position to seek entry in the export market.
This is when they need the contacts, the referrals by PITC, GETA, CITEM,
MAP (SBAC) and the PCCI and chambers and associlations thru which buyers
are going to look for producers or suppliers of goods for export.

One fact of which we were reminded by several export producers is that
Philippine proaucers are generally going to be at least a half if not a
whole step behind the professional buyers who distribute products to
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several and sometimes many customers. One example used was the puka
shell necklaces. Just as the Philippine producers were figuring out the
seasonality of the foreign (US and Europe) market, smart buyers started
coming in the off-season to buy the surplus production at cheaper prices
to hold for the following year peak season. The buyers, because of their
direct contacts with the market (both with the Cltimate seller and the
ultimate buyer - the public), have the addea aavantage of being able to
recognize trends and test out new ideas, designs and products.

Generally, only the medium scale and larger scale producers enjoy the
luxury of being able to afford to travel and know their foreign markets
and to possibly go beyond the buyers who come to the Philippines and deal
directly with the ultimate sellers (department or a chain of specialty
stores, etc.). The impact of one visit on the mind of the producer,
seeing what is available to customers in foreign markets and talking with
stores about what sells and when, can be immense. And it can be
overwhelming; so it should not happen until the producers have been
through a similar eye opening process here in the Philippines.

This education process can happen in a number of ways. Telling the
prodgucers what they should be doing is one way, alleviate a not very
effective one, at least at the level of small and cottage inoustry. Some
people have recommended video tapes or movies, but these are obsolete.
Something associations or other central organizations could do would be
to on a regular basis collect catalogues, from mail order houses as well
as department and specialty stores in different countries. They are good
for a start, for use in a seminar on product design and/or marketing as
illustration of points being made. However, one of the common
characteristics of small producers is their marked tendency to imitate
what they perceive to be "successful" (saleable) products of others. So
the danger in handling out catalogues to them is that they will with
insufficient information about the construction of the article for
wearability, etc., they will make something that pretty much looks like
the picture, at least from the angle it was taken. Ard they will expect
to be able to sell it. After all, look at the price there in the
catalogue; they can make it for even less than half the cost! Dollar
signs start dancing in front of their eyes thinking of the money they
will be making. They might Fave forgotten the comment in the workshop
about how they will only get paid and eighth or a tenth or less of the
final sales price of their production in the foreign market. And then
there is the fact to remember that what is in the catalogues is what has
already been produced and is selling now. By the time they get around to
progucing it in any kinag of volume, the market could change, cepending on
the product, in more than one way.

All this is not to discourage collecting and using relevant catalogues,
but rather to be conscious o7 the limits of their usefulness and

dangetrs. Again, this a role that the industry associations on a regional
ang local level can play.
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In addition, the associations, or pre-association groups can think of
organizing two types of activities that would relate to marketing., The
first one is exposing producers to a larger market than they are at
present. That means that for micro or cottage producers, they go to the
provincial or regional capital to see products being sold there, to
observe the designs, workmanship, finishing, materials and talk with the
sellers about the prices they pay for such products and the kinds of
orders they place. Obviously there would need to be several sessions
with the producers giscussing with them these aspects of their own
products in orcer to prepare them for these visits to retailers and/or
wholesalers. It woulo be best if the retailers/wholesalers were also
briefed on these visits and their collaboration sought. This coula be
aone by talking with them directly or by going through the local Chamber
of Commerce. In the event that the association encounters difficulty in
finaing retailers who will Cooperate, then the activity becomes a game in
which the producers are challenged to go individually or in small groups
of 2-3 anao fing out whatever they can, however they can from
retailers/wholesalers ana/or people in the street about that market for
their praducts. A checklist shoulo be provided to orient them. They
might even make a contest out of it. In any event, afterwards the
organizer shoulao make a point of going over with them their findings and
the implications for their businesses. Follow-up should then be provided
as needed to assist those interestea in developing plans of action,
finding needed TA, and implementing changes.

For producers familiar with the regional market the obvious next step
would be to Manila and stores like Rustan's and Shoemert, or the large
hotels ana wholesale houses. Again, the groundwork for these visits
could be laid by the national association offices or the Manila branches
or Chambers of Commerce. On a very selective basis the associations
might want to send producers to foreign markets.

Another educational or consciousness raising activity that associations
coula organize related to marketing is visits of smaller producers to
larger producers and vice versa larger producers visiting smaller ones to
advise them in plant. There are larger producers who would be willing to
take smaller producers on a Quick tour of their plants in order to expose
the smaller producer ta the reality of standardizea products and
production, a wider range of finishing ana designs, materials being used
and the rational organization of the production process in order to
maximize (or at least optimize) productivity. As with the previous
activity, one or more sessions with the small proaucers to prepare them
for the visits ang a debriefing afterwards to go over what was observed
and learnea will enhance their usefulness as well as promote the
association.

The point of any of these types of visits is more to raise the questions
then to provide reagdy answers, to encourage the producers to question who
they are selling to, what they are selling and what else they might do to
be able to make ana sell more, if that's what they are inclined to do,
and to realize that they can go out and find out what they need ta know

to answer those questions for themselves.
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