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An e x p l i c i t  object ive of the  Smal l  Enterprise Approaches t o  Employment (SEAE) 
Projec t  was t o  ra in ta in  the applied research capacity es tabl ished at Michigan 
S t a t e  University (MSU) under it'l e a r l i e r  cocperative agreement. The SEAE 
cooperative agreement cal led f o r  research and consu!,tancies in  designing, 
monitcring and evaluating projects  aimed a t  the &velop,ent-, 9f s ~ l l  
en te rp r i s e s ,  spec ia l  s t u d i e s ,  publication of a state-of-the-art paper and 
information dissemination. This f i n a l  evaluation reviewed MSU s tud ie s  and 
interviewed A.I .D.  s t a f f  both i n  S&T/RD/EED and i n  t h e  missions and t h e  MSU 
pa r t i c ipan t s .  The major findings included: 

- 

o Mml performed impressively under the  cooperative agreement, producing a - 
s i g n i f i c a n t  amount of high ca l ibe r  and useful infclrmation. The project  

- was well mnaged w i t h m t  any s ign i f ican t  problr;, d. A s  a r e su l t ,  the 
developnent c m u n i t y  has more information on the role  of small 
en te rp r i s e s  i n  developing countr ies  and how t o  best a s s i s t  them. 

o The papers tha t  were produced made a very strong case fo r  t h e  irrportance 
of small  industry i n  developing countr ies  and the d e s i r a b i l i t y  of 
encouraging it .  I n  addit ion,  the developnent of subsector ana lys i s  a s  a 
very usefu l  way of producing information for p o l i k k e r s  and prcqram 
designers was an inpor tan t  and unexpected contribution. 

o MSU did not organize the dissemination workshops as  planned, the 
consequence of vhich is that  no c r i t i c a l  forum has been devoted to any of 
the  main s t r e a m  of MSU research. 

Several  recanma\dations were m d e  f o r  spec i f ic  research and ac t ion  t o  f o l l m  
on t o  the  MSU e f f o r t .  A key lesson learned is the d i f f i c u l t y  f o r  a university 
i t s e l f  t o  put  i n to  pract ice  the ideas t h a t  i t  developd in i ts  research. This 
task perhaps remains bet ter  placed in A.I.D. 

I 
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A.I.D. EVALUATION SUMMARY PART I I  

P u r p e  of Activity 

The Small Enterprise approaches t o  Employment (SEAE) p ro jec t  was designed t o  
improve A . I . D . ' s  a b i l i t y  t o  understand and a s s i s t  the  developnent of sml l  
enterpr ises .  An e x p l i 5 t  objective of the SEAE agreement was t o  maintain the 
applied research capacl ty  established a t  Michigan S t a t e  University (MSU) under 
the  Off-Farm Empl~yme~t  Project  . 
The agreement w i t h  MSXJ ca l led  for four groups of a c t i v i t i e s :  

o Research and consultancy a t  the request of A . I . D .  missions i n  designing, 
monitoring and evaluat ing projects aimed a t  t h e  developnent of small 
enterpr ises  . 

o Special s tud ies  on t h e  development of low-cost screening c r i t e r i a  i n  loan 
program, t h e  working cap i ta l  needs of small en te rpr i ses ,  subcontracting, 
home-based small en te r  pr i ses  and subsec tor  analysis .  

o Overview of smll  en te rpr i se  research and t h e  publ icat ion of a paper 
de ta i l ing  state-of -the-art research findings. 

o Information dissemination through workshop and the publication of papers. 

Purpose of Evaluation and Methodology Used 

This  firzil evaluation examined four questions re la ted  to the fu l f i l lment  of 
p ro jec t  goals: 

o How have the a c t i v i t i e s  contributed t o  the knowledge, palicies and 
projects  of the  count r ies  in which MSU h3s worked? : 

o HOW has t h e  research contributed t o  t h e  understanding of the  ro l e  of small 
business i n  developnent? 

o How has t h e  a c t i v i t y  contributed t o  the a b i l i t y  to design policy and 
projects re la ted  t o  small enterprises? 

. 
o How well has t h e  p r o j e c t  and project dissemination has been ~nanaged? 

The findings .,bf t h i s  evaluation are  based on a l i t e r a t u r e  review and a s e r i e s  
of intervieds.  Ei jhteen papers were r e v i s e d ,  including those financed by the 
SEAE agreement, sane financed by the Off-Farm Employment Project ,  SEAE 
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project documents and other academic work. Interviews were conducted w i t h  
staff members in S&T/RD/EED and in  missions that provided add-ons, members of 
the M73 team, and other academics. No attempt was made i n  the evaluation t o  
assess the technical quality of the research methodologies, which have been 
judged t o  be adequate to  superior by academics i n  the field. 

Findinqs and Conclusions 

MSU performed impressively under the cooperative agreement. A significant 
m u n t  of reseerch was produced; i t  was of high caliber; it provided progress 
on important issues; and for the most part it was responsive to the needs of 
A.I .D.  A s  2 result  of the project, A.I.D., the academic community, other 
donors and developing countries have more information on the role of small 
enterprises i n  developing countries and on how to best assist them. ~t is 
information that probably would not have been developed without A. I .D .  
financing for M S U ' s  e f fo r t  over a sustained period of time. 

In-Country ~ p p l i e d  Research and Consultancy. The work i n  this  area helped t o  
refine t h e  thinking of the MSU team on the role of s m l l  business and 
policy/project design. I t  increased the knowledge base of the countries in 
whid.1 the work was done - Wngladesh, Indonesia, Peru, Zarrbia, and Egypt. the 
research was able to  add on one more country to  the  effort than was originally 
planned for i n  the workplan. 

State-of-the-Art-Paper. Th i s  paper was the most important output of the 
cooperative agreement. I t  makes a very strong case for the irrportance of 
~ i a l l  industry in development and the desirabil i ty of encouraging it. The 
paper was widely distributed and has made a mjor  irrpact oq the thinking a b u t  
small enterprises within the development canmunity. 

S u b s ~ ~ t o r  ~ n a l y s i s .  The subsector approacb to  analysis of srrrall enterprises, 
one of the special studies, merged a s  an important and unexpected 
contribution t o  the f ield.  Subsector analysis focuses on the vertical 
production and mrketing structures fo r  a single product or group of closely 
related products. D u e  to  the wide diversity among different types of s m l l  
busjneases, subsector analysis has proven t o  be an important method of gaining 
accurate information about certain types of f i r m  and planning solutions t o  
their problems that go beyond the now standard program of credit and 
technical assistance. The assistance approad that can be developed from 
subsector analysis is aimed a t  providing the missing ingredient t o  inwt 
supply, production techniques and market access that more traditional 
broad-based programs cannot provide. 

w i a 1  Studies. The special studies on credit program and subcontracting were 
important W a u s e  they consolidated lessons from in-country research and made 
s i ~ g e s t i o n s  mten t i&rdevan t  t o  A.1 ,D. The gr-eatesk shortcaning i n  t k f i -  - 

--- 

- 
area has been the lack of follow-up by both MSU and A.I.D. on the ideas put 
forth i n  the special studies. 

Dissmination and Program Management. MSU did not organize the dissemination 
workshops called for  i n  t h e  swpe of work, the consequence of which was that 
no c r i t i c a l  forum has explici t ly been devoted t o  any-of the amin streams of 
MSU research. MSU has participated in other conferences and the results of 
the research have been disseminated widely in the form of working papers and 
a r t i c les  in  academic journals. 

* 



This  pro jec t  was well-managed. No s ign i f ican t  management problems were 
reported.  A substantial  body of knowledge was produced within the  o r ig ina l  
p ro j ec t  budget of $1.2 million. 

Pr  irlcipal R e m e n d a  tions 

The following recanmendations a r e  fo r  fu tu re  research and action.  

o A . I . D .  should encourage NSU and o thers  t o  explore the question of the  
e f f ic iency  of small enterprises.   his could be done through a paper of 
broad c i rcu la t ion  and/or a t  a workshop a t  whi& those on opposing s ides  of 
the issue can exchange ideas. 

o A . I .D .  should pranote the application of subsector analysis  t o  pro jec t  and I 
I 

pol icy design. 

Lessons Learned 

A theme underlying th i s  cooperative agreement was t h e  a b i l i t y  of a university 
t o  produce' research relevant t o  po l i c i e s  i n  developing countries and t o  
produce possible  A.1  .D. project designs. MSU succeeded in  producing relevant 
research but only i n  one case did a s p e c i f i c  project  resul t .  This experience 
showed tha t  univers i t ies  c?n excel a t  informing project  and pol icy design, and 
i n  a r t i c u l a t i n g  pranising new approaches. However, A.1  .D,, m u s t  look 
elsewhere, including w i t h i n  i t s e l f ,  t o  put t h e  ideas in to  pract ice .  
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Xich gan ~ : a  t6 University (MSU) performed inpressively uncier a cooperative 
agreement wi th  A.1.D. frorr', 1982 t o  1967 as part of the Small mterpr i se  
Apxoaches to  EZployment Project (SUE, 931-1090). A s i g n i f i c a t  m u n t  of 
r e s~a rch  was produced; it was of high cal ibre;  it provi3ed progress on 
i r p r t a n t  issues; and for  the most par t ,  it was responsive t o  the needs of 
A.I.D. As a resul t  of t h i s  project, A.I.D., the academic comunity, other 
donors and developing countries have more information on the role of smll 
enterprises i n  developing countries, and on how best t o  a s s i s t  them. It  is 
information tha t  probably would not have been developed without A.1.D 
f i n a n c i n ~  for W1s ef for t  over a sustained period of time. 

PSLts written proddcts unaer th i s  agreemnt consisted of papers on in-country 
research ac t i v i t i e s  of varying s ize  and scope, a major overview paper 
s m a r i z i n c  the curren: knowledge abol;t smll enterprise ( t h e  state-of-the-tr: 
pamr ) ,  mi P se r ies  of special-studies on topics that cut across countries 
an; are intenaec t o  be particularly relevant to  ac t iv i t i es  in  support of smll 
e n t e p r  ises. This evaluation addresses four needs that  coincide- roughly w i t h  
the rain components of MSUts work under S B Z .  Tney are: 1) H w  have the 
ac t i v i t i e s  contribute0 t o  the knowledge, policies and projects of the 
couxr ies  in which PSU worked? 2 )  HOK has the research con t r i~u ted  t o  the 
generd understanding of the role of small business i n  development? 3 )  How 
has tne acr iv i ty  con t r i~u t ed  t o  the general aS i l i ty  t o  design policy and 
projec:~ to  ass i s t  small enterprises? and 4 )  How well was t h e  project managed? 
Tne l a s t  section enphasizes dissemination and follow-up. 

This  f i r s t  section outlines findings and recommendatians which are  described 
i n  greater de ta i l  i n  the main text  of the report. For background on the 
project and e description of the evaluation plan, see Part I. 

.I 
- :n-COUntty Apgdied Researcn and Consult.anc?y 

:he in-ccilntry work varied i n  scope from one mn:h consultancies fo r  a single 
YS'd s taff  member (Philip?ines, Bangladesh) to  major studies involving several 

- professionais and teams of interviewers ( E g y p t ,  Zambia). It was generally 
l ess  extensive than WJ's in-country work had been under the predecessor 
ac t iv i ty ,  the 1977-1982 Off-Farm Employment Project (931-1191). Most of the 

- f i e ld  work was of re la t ively  short duration and modest scale. Nevertheless, 
the work did generate important resul ts ,  It refined the thinking of the MSU 
team on the role of small business and policy/project design, as was l a t e r  
reflected in  the special studies and state-of-the-art paper. This was 
part icularly t rue  in  the countries where research on subcontracting and 

-- 
1 s~sectorsw8s-~rformed~It-trf~win~eats~kmie~rwj;tfii;n- Zhe-coumrrer-------- 

C - -  

themselves. Contributions ranged f ran basic inf o m f i m  about t h e  smll 
enterprise sector ( Z m i a )  to guidance on policies and projects (Bangladesh, 
Indmesia, Peru ) . ?he organizations t ha t  benefitted included local  research 
organizations, government agencies and A. 1. D. missions. 



In  several cases the research influenzed policy debate, although the outcanes 
a d  influences are diff icul t  to  trace. However, only i n  one country, 
Irdonesia, did the work lead directly into a pmject ,  the Central Java 
Enterprise Development Project. Lack of specific follow-up resulted not fmr; 
any f d l i n g  on the part of MSU but rather fran polit ical  and econanic events 
i n  tbe countries ard fran the particular context in which each A. 1.D. mission 
caunissioned tk research. That said, it is also the case that MSU performed 
best khen i t s  task was research, including policy-relevant research, rather 
than alvising on project design. ?he Indonesia wrk was the exception. In 
Central Java t k  project i t s e l f  m s  MSU's contribution, a d  i ts  design ias 
integrally tied to  subsector analysis, a primary area of MSU's resear& d e r  
t h e  agreement. 'Ihe in-country wrk i s  discussed, cuuntry, in Part II. 

State of i L h  A r t  Paper 

The state-of-the-art paper was the most valuable aspect of the cooperative 
agreement (Liedhoh ard Mead, 1985. Complete references may be found i n  
Appendix B, Bibliography). It sumarFzed and drew lessons from PSLT's research 
urder both the Of f-Farm bp lcymnt  Project and W. W i t h o u t  the paper, the 
extensive data collection, research methodology and firdings that came fran 
t h i s  resear& would have been in an important sense unfinished, ?he 
state-of-&-art paper makes a very strong case for tbe importance of small 
i d u s t r y  i n  d e v e l o p n t ,  and the desirabil i ty of enzouraging it, It speaks 
authoritatively, becked extensive a d  convincing data. It makes this case 
t o  a wide audience, both i n  the academic carmunity and in A,I.D. he paper i s  
a major contr iht ion t o  i t s  f ie ld ,  and for A.I.D., it represents a low 
marginal cost payoff from an earlier inveswnt .  Detailed discussion of the 
paper's contr iht ions as -11 as several questions it  leaves open are p r d d e d  
in Part 111. 

Special S t d i e s  

One of rhe mast important, and also largely mnt i c ipa ted  contribtltions of 
th i s  cooperative agreement was the developl~lent and articulation of the 
subsector approach to  analysis of small enterprises, which was written up in 
OF% of the special studies. h i s  approach was derived fraP the collective 
experience of in-country research u d e r  both t l -~ Off-Farm a d  SEAE projects. 
Subsector analysis can be an inportant retrearch methodology and a method of 
identifvlna policy and project interventions. MSU applied the appmch t o  
small enterprise research in several cuuntries, and in one csse it was applied 
t o  a project, t b  Irdorresian Central Java Enterprise De~lopment Project. 
Much remains t o  be done t o  explore what potential subsector analysis holds for 
policy a d  pmject -- design.- - - -- - -- - - -- --7 - -- - -- - -- - - - -- - - - ----- 

Special studies on credit programs d on rmbcontracthg tare -11 done. They 
=re important i n  that they cmsolidated lessons fKxn in-country research, and - 

because they made suggestions potentially relevant for A. I .D. In both cases, 
as i n  the subsector approach, MSU s h d  its strength i n  the developnent and 
art iculation of ideas, but WIS mt th appropriate organbat ion t o  carry thezr 
into practice. Perhaps tbe greatest shortcaning of the work u d e r  t h i s  



cooprative agreement has been the lack of follow-up by both Pi; and k . l . 1 3 .  on 
I 

the ideas put forth i n  the special studies. 

SQecial Stuay on Home-Based Enterprises 

YSJ d i d  a separate s tudy of home-based enterprises under t h i s  agreement. It 
produced a large amount of data, interesting and useful findings, and severkl 
academic ar t ic les  (see Appendix B ) .  The studies appear t o  have increased 
knowledge about t h e  interconnection between businesses and housing in  A.I.D. 
a m n g  other donors, i n  aca6emic circles, 2nd i n  developing countries. 
However, specific follow-up has been disappointing. In the two countries 
where research was performed, Peru and Sri Lanka, mjor  political and economic 
events altered plans. W i t h i n  A.I.D. lack of follow-up resulted i n  part frm, 
the special studs's lack of articulation of the imlications of the results 
for p h i q  an2 projects, and f ror  t h e  fact  that n& of the wri t ings  were 
directed towards scholarly journals rather than k.i.D. audiences. 

DisseTination of Results an2 Project Management - 
T h i s  project was well-managed. No significant mana9ement problems were 
reported by MSJ or A.I .D.  staff members. I t  produced a substantial body of 
knwledge w i t h i n  i ts original bgdget, requiring 15 total  of $1.2 million 
(lip-pendlx Dl. PSJ and k.1 .D. disseminated the rtsearch results wic-?ly, i n  the 
form of working papers ap?ropriate for A.I.D. and other donors, anc ar t ic les  
i n  acaae5 c jo~rnals .  ?':xk#srs of the ,MU tean have actively prese..--.ea their 
fineings through conferences, workshops, and lectures, both lnside A.I.D. anC 
t o  ocner donors and academics. 

However, PSr' d i d  not oraanize the dissemination workshops called for i n  the 
original scope of work, This was an important shortcoming. Its consequence 
is that no cr i t ica l  forum has been explicitly devoted t o  any of the three rmin 
streams of the MSU research: the sector4icie surveys and the efficiency 
question ; t h e  subsector methodology; or home-Wed enterprises. Lac)< of such 
a forum has probmly impeded not only the spread of the ideas but also their 
further developmx. The main re#)mn&cions t h i s  evaluation maices relace t o  
the need for A.I.D. to  pursue more explicit means of following up WJ's 
findings. 

Th i s  is not to say that the findings and lessons MSU produced have come t o  a 
stop. Rather, they continue t o  be applied through the work of the menbers of 
the MSJ team. The project trained several highly canpetent and motivated 
professionals from WU and developing countries, whose work in the field w i l l  
continue t o  apply and further develop the methodologies and findings the 
agreement produced. me challenge is for A.I.D. to  bring more of the 
f O ~ u p l n t o t h e  agency an6 to  other donors, X K m e ~ e r s  ofEmtean are 
largely outside A. I .D . and widely disbursed. 



hISL' and 3ro i ec t -Re levant Research 

A them underlying this cooperative agreement w s  the abi l i ty  of a uniwrsi ty  
t o  produce research relevant t o  policies i n  develop4hg countries and t o  
possible A.I.D. pmject designs. MSU succeeded p d u c h g  relevant =search. 
Nevertheless, only i n  Central Java did a specific project result .  Moreover, 
the suggestions presented in the special studies haw r a t  been trled t o  e 
great degxlee. This experience should provide an impo r ta t  lesson t o  A.I.D.: 
universities cm excel a t  informiq project a d  policy design, arr3 i n  
articulating prclnishg approaches ; however, A.I.D. must look e l s h r e ,  
including within i t s e l f ,  t o  put the ideas into practice. 

Reconmendations for  Further Research and Action 

'he following recommersdations are those the evaluator believes A. I . D e  should 
ptrsue. Tney, and several research suggestions made by project participants 
at ?W axe described a t  greater length i n  Part V. 

Because of the controversy that remains on ths  issue, A.I.D. should encourage 
MSU aid others t o  explore the question of t h  e f f i c i e x y  of small enterprises 
further. A t  t h i s  point additional basic researap is not called for. Rather, 
the differences an3 similarities betteen tJhat: has came to  be seen as two 
opposing camps, the "pro" small enterprise group (Ma, l ed  by Carl Liedholm) 
a d  the "ant it' group (World Bsnk sponsoxd researbrs , led by I, M . D . 
Li t t le )  should be ex&nede Questions that need resolution are: 1)  What are 
t h  areas in which both sides agree? 2) What are the areas of difference? 
a d  3) H m  do differences Fn methodology, and particularly i n  data collection 
lead to d i f f e ~ n t  findings? It i s  mt primslrily for  academic d i e n c e s  that 
these questions reed further attention, 'taut for the policy-makFng audiences i n  
A.I.D., other donor insti tutions and in developing countries. Specific 
actions cauld include: 

o A paper fo r  broad circulation that  is devoted t o  t h e  questions, by 
M S i l  or by a third party of high acadanic standing. 

o A workshop a t  M c h  participants fraD both sides of the debate wuld 
exchaxe ideas, before a selected karp of d e n i c s  and develqmmt 
pm£essionals . 

?he strongest recamm3atbn this evaluation makes is that A. I.D. pmarote the 
application of subsector ~ n a l y s i s  t o  pmjec t arrd policy design. Subsector 
analvsis remesents a ~ roduc t  that has none thrc~& the R&D dmse . d now 

u k d -  . . ~ ~ ~ t e ~ e ~ ~ ~ w & ~ 1 ~ a s - - - - - - - -  
research ~~ethodolcgy, fa i r ly  easy t o  describe d &y t o  be dimemirrated 
broadly. Its potential sell ing points am that it is a quick way to  dbgmse 
important constraints t o  sznall businesses , a d  can lead to  incadiate 
identification of policy charges meded in specific sectors. As the basis for 
project design, subsector analysis is very promising, ktt &s further 
developmnt . Diff h l t i e s  i n  designing subsector-based projects include 
eyity concerns a d  concerns about f Ming appropriate implementation 

. --- 
I ' , - 

1 



aechanims. A.Z.D. ,  led by S&T/RD/W, should prorwte subsector analysis 
along two tracks, Firs t ,  i t  should begin h d i a t e  dissemination of the 
mthcd as a means of analysis in a broad range of i t s  seminars, conferences 
and mrkshops. ?he approach should begin appearing regularly on agendas, 
Second, it should explore ard test  project designs, beginning by irwestigating 
the issues associated with the Central Java project and any o t h r  similar 
projects, and also by holding -11 group discussiohs betieen those i n  A, I .D. 
who are i n t emted  i n  the approach and those fran MSL' who developed it, 

Further suggestions are given in Part V. 



Michigan State University has completed wrk under a cooperative a g r e m n t  140. 
Dan-1090-A-00-2087-00) w i t h  Ao1.D. as part of the Small Enterprise Approaches 
t o  Eaployment Pmject (931-1090) . he agreement, whose f ine l  expenditures 
totaled $1.2 million, W e d  research d rp-lated act iVrties c a n i d  out by 
Michigan S t  .e Uniwrsi: y ' 6  (SU1s) Department of Agricultural Ecomnics 
betwen 1982 and 1987. It was maraged f o r  A.I.D. by the EQ1oynrent a d  
Enterprise Developcent Division, Off ice of Rural and Ins t i tu t ional  
Dew lapment , Bureau fo r  Science a d  TectrnOlogy (ST/RD/ED) . 
The O f  f-Farm Ehplayment Project 

'Ihe 1982 cooperative agreement extenjed the work begun under a previous 
agreement which was part of the 1977 t o  1982 Off-Farm Bplqymnt  Project 
(931-1191). Under that project,  MSU performed detailed studies of the role of 

- small i d u s t r y  i n  s e w r a l  countries. It applied a basic research methodology, 
- 

varying it t o  s u i t  the needs of each c r z t r y ,  the local A.1.D. mission, and 
budget and p e r s o m l  resources. The methodology consisted f i r s t  of a Phase I ,  
in which teams of ernnnerators counted ard classffied a l l  -11 i d u s t r i e s  in 
selected rural a m s  and small t a n s .  Tne data were then extrapolated t o  
produce estimates of th? number and =.:ure of small industr ies in t k  rura l  
areas of the countries as a whole. Pkase 11, which was more time-consunirg 
a d  costly, involved twice-weekly visi:s t o  a small sample of enterprises t o  
collect  data on t h e i r  inputs and o u t p ~ s  f o r  assessing the production and 
prof i t a b i l i t y  of hs inesses .  MSU p r ~ . ~ c e d  Phase I and Phase I1 studies,  or  
variations , in Sierra Leone (prior t o  tlx agreement) , m i l a n d ,  Jamaica, 
Bangladesh, Hoduxas , Haiti (abbreviated) and Egypt (completed during seconr! 
agreement) . 
Concunently , in 1979 Drs . Eqirara Chuta and Carl Liedholm produced a paper 
en t i t l ed  'Rural Non-Farm Baployment: A R e v i e w  of the State of the Art . ' '  he 
authors ~ v i e m d  the l i t e ra tu re  a d  recounted resul ts  of th MSU research 

A 
avsilable at the t h ,  less  than halfway thrargh the f i r s t  agreement. 'Ihe 

- authors ' major h s i s  was that the importance of small enterprise in the 
@ c o d e s  of develqing countries had been underestimated, both i n  terms of 
size a d  of er'f iciency. 

- The Small Enterprise Appmches t o  Employment (SEAE) Project 

The SEAE Project,  bgcar i n  1978, is a multi-faceted attempt to impruve 
A.I.D.'s ab i l i t y  to uderstand and assist th!? &velaparent of small 
e ~ * r 4 9 e 4 7 - - P R , j e e & ~ ~ e * ~ - p a I - -  ------- 

evaluations of credit  and technical assistance projects f o r  small enterprise, 
msearch on employment i n  shelter-related  enterprise^ , and design and f i e ld  
test ing of -w methods of ass is t ing very anall enterprises (PISCES). ?he 
objectives of the SZZ project,  and its strong research and development focus, 
made it  an appropriate Mlbreila urrler which t o  continue ?lSU's work. 

An expl ic i t  objective of the rev SEAE= a g r e m n t  was t o  maintain the ap?lied 



rescerch capacity established a t  MSU under the f i r s t  agreement, I n  s m  cases 
work begun under "the f i r s t  agreemint was completed under the secod. Almost 
a l l  the senior and mid-level researchers e r e  the same, including project 
co-director Liedholm, he bas5.c topic of inquiry, the contribution of small 
enterprises t o  the econamies of developing countries, remained unchanged. In 
the x w  agreemmt with MSU, the earl ier  SEAE-funded work on housing a d  
qloyment was also carried fornard under the direction of co-director, Dr .  V. 
Paul Strassmarm. The home-based enterprise portion of the secod a p e r e n t  i s  
treated separately in  t l d s  report, as one of the special studies. 

- While it i s  accurate to view the MSU efforts d e r  the tm separate projects 
as a continuous strean of research, there =re important differences in 
o b j e c t i ~ s  and tasks. he scope of work for  the secod agreement (th SEAE 
a g e a n t ,  see Appendix A) reflected an assessment of b t h  the a c c a q l i s b n t s  
and the shortcanings ~f the f i r s t ,  and t h s  set the course of the research 
s t rem in a sanewhat different direction, In  brief, t h e  second scope of mrk 
emphasized resear& methodologies that were less costly a d  time-consumhg 
than the f i r s t ,  E 3 attempted to  make the research mre directly useful i n  
project ard policy design. Equally important, the secord agreement attempted 
t o  ~~zdniize the payoff £ran the investments made during the f i r s t  . MSU was to  
s~mmrize the lessons learned in ::he earl ier  work in a form that wuld be 
accessible to a broad range of practitiomrs. 

Specifically, the  agreemnt called for four groups of activit ies under th 
SEAE Pro j ec t . 
1. Research and consultancy a t  tk request of particular A. I. D . missions. 
This was t o  continue the i n d i W a l  country studies Ma performed under the 
first agreement , with a greater focus on pmject-relevance. Tne scope of w r k  
stated thr goal as "to assist Missions and LDC Govemnts  in designing, 
mnitoring d evaluating projects aimed at the develapment of small 
enterprises. Fcnx studies were contemplated, each t o  be supported by mission 
add-ons Oxry-ins). In fact,  Km! worked in five countries: mt, Zndomsia, 
tile Mlippines ,  Zambia and Bangladesh (under core S E X  funding). 

2 .  Special studies. MSLr agreed to prepare four papers on crosscutt 
issues. (See Appendix B for a fu l l  list of project-related document3 These 
studies e r e  to  draw upon t h  field work MSU had already done, ad fraP that 
experience to  glean lessons for project design. he agreement specified the 
topics at & -set : 

a .  Development of low-cost screening criteria for use by financial 
- -irrsti;turbns t.r--hm gmgrms- for- snetl--enterprtses. - -  - - 

- 

b. *Working capital d s  of small enterprise. MSU merged tb f i r s t  two 
topics into om paper, "Small Scale Enterprise Credit Schezws: 
Administrative Costs a d  thE. Role of bventory Norms ," by Liedholm. 



Subcontracting . MSU produced ttre paper "Subcontracting Systems a d  
Assistance Programs: O p p r t u n i t h s  for  Intervention," by Dr. b n a l d  
C. Mead, as we11 as papers on subcontracting i n  Indonesia and 
Bangladesh. 

Smdll Scale Ijusiwss Operated ftom the Hclme. Ibis study differed 
fran the others i n  that  i ts f o r e r w m r  was a separnte contract with 
MSU, under SEAE, fo r  Strassnann 's w r k  on interactions between 
b s i n g  and emplqment. Under tk mw a,oreement, hocne-based 
enterprises were singled out for additional research. Strassmann 
s m r i z e d  his ac t i v i t i e s  in, ' h - B a s e d  Small Enterprises. Final 
Report. ' I  

MSU prepared an additional special study, "Subsector Analysis: I t s  
Nature, Conduct and Potential Contribution t o  Small Enterprise 
Development, ' I  by D r .  James J. B o q a r d  et . a1 . , which was mt 
envisioned i n  the original  scope of work. 

3. Ovendew of small enterprise research. ?he a-nt 's scope of w r k  
required e paper that  wmld "d i s t i l l  the major f irdings and lessons learned" 
frcn MW's research as e l 1  as the research of o t k r s .  It wuld  update && 
earlier state-of-the-art paper w i t h  the benefit of much additional research. 
?his paper, "Small Scale I d u s t r i e s  in Developing Countries: Pmpirical 
Evidence and Policy Zmplicaticjns", by Liedholm and Mead, was published in 
1987, a d  has become the mst widely distributed MSU product under SEX. - 
4. Information dissrmination. The agreement called upon MSJ t o  organize 
f w r  workshops on project findings, and bear responsibility fo r  =producing 
and distr ibuting reports ard paper,. MSU carried out paper distr ibution as 
planned. Rather than organ iz iq  its own workshops, team members participated 

- in workshops organized by others, including A. I. D. 

?Ian of Evaluation 

MSL' stayed remarkably close t o  tb? original scope of wrk. ?he pmducts 
identified in the beo,i.mhg =re, in k t ,  produced. Accordirgly , the 
evaluation will fociu =t on the qjanti ty o f  output, kt on the cyality , use, 
a d  relewnce of that output t o  m r a l l  project objectives. This paper 
e x a m h ~ s  four questions, all of which bar di rec t ly  an how well project goals 
e re  fu l f i l l ed :  

Question 1 (Part 11). How have eh., activLties contributed t o  the a- 

knawledge, policies ard projects of camt r i e s  in which MSU wrked?. 
C 

Question 2 (Part 111). How has t h  research contributed t o  the 
- understanding of the role  of small b u s h s s  in developrpent? This 

section is primarily concerned with the revised state-of-the-art paper. 

- - -- - . . r 
I! L. 
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$estion 3 (Part IV). H a t  has the ac t iv i ty  contributed t o  the ab i l i t y  
t o  design policy a d  projects mlated t o  small enterprises? Thls 
section focuses on the special s tudies,  including tbe home-based 
enterprise study, and the pmject  arJ policy sections i n  the 
state-of-the-art paper. 

Question 4 (Part V) . ?his section a s e s s e s  project managearent by 
A. I.D. and MSU, covering dissemination, finance, and directions f o r  
future research a d  action. 

?he f i r s t  three questions correspord roughly t o  the main substantive tasks 
set out i n  the original scqe  of work, while the last section (Part V) deals 
with project managemnt, 

?he findings of this evaluation are based on a l i t e ra tu re  review and a ser ies  
of interviews (Appendix C) . Pepers reviewd include those f i ~ n c e d  through 
the SEE agreement, sorne financed by tb O f  f-Farm Employment Pmject ,  SEAE 
project documents, and other acadanic woA on similar subjects. I n t e r v i e w s  
were coducted with A.1.D. s t a f f  i n  S&T/RD/EED and missions that prmided 
add-ons, members of the biSil team and other acadenics. No attempt is mide in 
the ew:.;lat ion t o  assess the specif ical ly tecl.,?ical quality of t h  research 
(survey design, data analysis techniques). 7 k  evaluation asst.lres the 
technic21 quality to  be adequate t o  superior 6.7 the general academic standing 
of the LAC would suggest. ?he research itsei : is evaluated primarily f o r  
its art lculation of methods, findings and b m 3 e r  implications as expressed 
in written work. ?tP1s, m question is raised 4 t o  the val id i ty  of the 
r e su l t s ,  h t  ra ther  whether they have been coa\Tincingly presented, am3 how 
t h e y  ili1.4linate important questions. 



?his section describes the act ivi t ies  MSL1 carried out i n  five countries under 
tb M i n g  "in-depth research and consulting" with tk support of mission 
buy-ins. Although this individual country WAC was a contimation of the 
research of tt're Off-Farm Enployment Project, its nature a d  enphasis em. 
quite different. F i r s t ,  A.I.D. and MSU s ta f f ,  in  accordance w i t h  the pmject 
evaluat b n ,  agreed that tht! importance and efficiency of swll enterprises, 
which =re the fundamental concerns of tk.e Phase I and Phase I1 surveys, had 
been ~ 1 1  d o c m t e d .  Given t h  expense a d  time involved, t k  parties 

- agreed not t o  pursw m w  Phase 11 wrk. Second, the pmject evaluator arrd 
others hki criticized the ear l ie r  research for  i ts  lack of relevance t o  
project design. Accordingly, under SEAE, the in-country work focused on 
research mre closely related to  project design, such as subsector analysis, 
and involved direct prcject design consultancy. F a r  of the five act ivi t ies  
included subsector or s M a r  research (Egypt, I r d o ~ s i a ,  P h i l i p p h s  , and ' 

Bangladeah), one involved project design and implementation (Indonesia), one 
was a Phase I survey (ZanSia) an3 om inclded data analysis of the 
infamation collected in a Phase 11 survey under the previclus project (Egypt) . 
?he sh i f t  in content and emphasis was clearly justified both by the 
accouplistmrents of the previms project and by its shoflca&gs. 

Egypt 
Under the Off-Farm Employment Project MSU had carried out Phase I and I b s e  
11 research in E,"ypt. A t  the end of the project tbe Phase I1 surveys had 
been coapleted, but th~! data had mt been processed ad th final report had 
not: been =pared. Under the SEAE Project, the A.I.D. mission i n  E g ~ t  
supplied g 120,000 for  completion of Phase 11 data processing a d  fo r  further 
studies to  identify prunising small scale enterprise subsectors for prcject 
intenrentions. Two U.S. graduate students and m e  Egyptian academics each 
p e r f o d  several sector studies, including studies on gaxerits , carpets, 
floor t i l e s ,  baskets, a d  dairy. These papers vary considerably i n  depth. 
In conjunction with the hape-based enterprise strand of the MSU mrk, a paper 
was also produced on the tailoring 3rd s- industries, which 
contrasted humbased producers with other rniczo-enterpri.!~ producers. 
Project outputs t h ~ s  consisted of a general paper on Phase I1 results, "Small 
Enterprises i n  Egypt: A Study of 'Dm Gowmrates ,'I by Steve Davies, et a1 . , 
Davies ' doctoral d h e r t a t  ion on garments, Sale ' s dissertation on 
t i l p ~ , - ~ ~ ~ u n p U h l F s h e h _ s u b s e c t Q ~ ~ e p ! U r t s .  - -- - -- --- - 

No A.I.D. project resulted directly fran wrk MSU did  i n  Egypt, despite 
the pmject-related focus of much of the research. Catholic Relief Sewices, 
which W followed t t ~  research closely, began plans for  a project which 
w l d  have continued t o  use MSU perso-1. These plans =re m t  carried out, 
howver, because of a lack of W i n g .  A. I .D.  had wanted t o  use local 
currency counterpart frrrds for  the project, but such a use differed fran 



Gowrrment of Egypt conceptions of appropriate use of counterpart M s .  
Moreover, the A. I .D.  mission's leadership gave higher priority to  
laz-ger-scale projects and programs, which contributed t o  the lack of 
f 01 lw-on act  ions. 

One benefit t o  oome from the Egypt work was i n v o l m n t ,  by Egyptian 
professionals a t  tcx, uniwersities, Zagazig University in Ffoshtohor and the 
Fay- branch of Cairo University. Faculty at tkse universities =re very 
important i n  supemlsing the survey research, carryLng out the subsector 
studies a d  writing the reports. h r e e  faculty menhers arid one dean 
participated, along w i t h  a rmber  of students. 'Ihey have subsequently 
continued t o  work i n  the small enterprise f i e l d  t o  same extent, and have 
participated in international mrkshops on -11 enterprise. These people 
represent th institutional menrory within Egypt of +Lhe MSU ~ t h d o l o g i e s  a d  
findings. 

- 

Irdomsia 

?he largest in-country activity supported by the SEAE project took place in 
I n d o ~ s i a  wbere the A, I.D. mission contributed $?l7,OOO fo r  mrk on the 
Central Java Enterprise Development Project (CYDP) , 

The buy-in funded 18 rrronths of work i n  Indonesia by James Boomgard, as m a l l  
enterprise advisor t o  ~ ~ ~ ~ ~ / L r r d o n e s i a ,  and 3 months of additional MSU 
consultancies . As a graduate student at M S U ,  BoaqgaTc-l had participated i n  

'MSU's Phase I and I1 research on small scale i n k s t r y  in ?hailand. 
M i a t e l y  prior t o  the Indonesia add-on, tr had been the Department of 
Labar's representative on t h  design tean for  the Central Java Project, He 
l a t e r  became the Chief of Party for the project under the p r i m  contractor, 
Development Alternatives, Inc. k s ,  the SEAE-Wed acti.vity represented a 
bridge bebeen project design and f u l l  implementation that kept i n  action one 
of tbe project 's key figures. 

As distinct  from the research focus of other act ivi t ies  M e d  under the SEE 
cooperative agreerent, the majority of the wrk financed in Indonesia adden 
was project development a d  implanta t ion .  It covezed three major types of 
act ivi t ies :  1) negotiatbns be-n the Gownrment of Lndomda, A.I.D. an3 
the project team on the roject 's  organizational structure, administrative 

-.- procedures and bcmdget; 2 ? start-up of technical act ivi t ies  i n  support of 
shrimp production (develapment of a d e l  hatchery a d  p o d  water t reatmnt  
technology, a d  a study on local t a w  materials for  use in shrimp food) ; and 
3) pra~ot ion  of h a d i c r a f t  a d  mlated exports (major workshop on garment 

-re ~ ~ s ~ t a ~ t o - g % w w t ~ ~ e f ~ ~ ~ ~ ~ ~ -  
3 fo r  export pra~ot ion  of rat tan furniture) . he original scope of wrk stated 

that Boqard wid also ~ M s e  ~SAII)/Indotresia on small hrsiress 
develapment; he did l i t t le of this, howwer, due t o  tt'le ef for t  demarrded by 
CTEDP. 

An issue i s  raised by SEAE buy-in f o r  what e r e  essentially project 
implementation activities. Technically, the activities =re a t  the cuter 

a - 
- 

margin of the research errvisioned i n  the cooperative agueement's original 



scope of work. ?hey cannot be classified as in-depth applied research. 
While s a e  =re consultarries on project design, the majority ixr~olved actual 
implemntation. Hotreyer, a mre positive and equally valid way to  view the 
activity is as an opportunity to  apply the collected experience, findings and 
methodology of the MSLr team to  a project. In view of tbe past criticism of 
the  MSU research for i t s  lack of project relevance, the Indams5.a work was a 
prime example of the willingness and abili ty t b  i\lSU team showed urder SEAE 
t o  provide pract h l  help t o  a mission. In  particular, the project was a 
tes t  of the usefulness of MSU's subsector analysis techniques in project 
design. Duriqg Boomgard ' s time i n  Thailand, fran which carne his doctoral 
dissertation on the furniture Wustry , he a d  o t h r s  developed a 
subsector-based approach to  analysis of small-scale irdustry (see Pa= IV). 
?he Indonesia buy-in pmdded a chance to eee whether the types of 
interventions suggested by subsector analysis codd be the basis for  a 
sllccessful project. It was also a chance t o  confront the organizational 
questions involved i n  iq lemnt ing subsector-specsic interventions. 

The s~bsector  approach a t  th? heart of CZDP led to a focus on intermediaries 
that could relieve constraints affecting -11 enterprises in the three 
inciustries the project targeted. In some cases, the intermediaries were 
conventional g o v e m n t  organizations or PVOs . In otters,  they e r e  large 
h s imsses ,  suck a5 the distributors or exporters of goods produced by small 
h s i r s s e s .  ThE project i t se l f  consisted of a pool of technical assistance 
furds m g e d  Q:. a small, semi-autommus staff .  Ihe staff located 
constraints and strategib intediaries ,  and then assisted the 
internediaries dkect ly  by hiring technical experts to  consult with them, 
OIE set of c ~ u ~ t a n c i e s ,  carr ied out thrwgh an Indonesian WO, Dim Desa, 
dealt with imprcrving shrimp production technologies. Amther taught private 
distributors of &?andicrafts (often medium-sized a d  large businesses) about 
exporting to ttE 'Mted States, a d  helped find interested importing firms. 
Project activities evolved, rather than being fully p l W  in advance, as 
opportunities emerged and arperience was gained. 

?he project is maring carpletion, and results are beginning t o  be krrawn. 
CJED? activit ies have resulted in clearly identifiable jmprouments for the 
target h s i n s s e s  , and were provided a t  a very small cost ($1.4 nillion) . 
Despite this, USAID/Idomsia did mt really embrace the subsector approach 
or the project design. 'While it allowed CJEDP to  go foward, it gmatly 
d u d  i t s  budget. During project implementation, mission i n v o l ~ t  ws 
confired to  the project officers dirrectly msponsible, w i t h  mission leaders 
showing l i t t l e  interest. Thus, the amunt of learning by USAU>/Idonesia was 
disappointing, More important, the -pro 'ect is leatT_Fng_behirrd m mechanism 

'---xi€ for  th continued deliwry of subsector-spec Gshmce. The project 
unit, h i &  had fumtiored idependently uder a gmrmrent entity , w i l l  be 
d i s b d e d  upon project completion. Institution-building did take place in 
the intermediaries that received assistance, but *re was l i t t l e  
i n s t i t u t i o ~ l i z a t i o n  of capacity to  c o n t h e  to  provide th k i d  of 
assistance the project had given, n'rese camrents on the project i t se l f ,  
while beyond the s t r i c t  scope of this evaluation, are made because the MSLT 
wrk was so closely intertwined w i t h  CJEDP i t se l f ,  and because the project 
was so w o e a n t  as an application of MSU's subsector methodology. 



To fll~marize, CfEDP appears to have dwnstrated th 
cost-effectivemss of subsector-based interventions, 
a local institution capable of carrying on its wrk. 
replicability of C D P  in other carntries are yet t o  

Zambia 

USAfD/2ambia contributed $25,000 for a Phase I s t d y  
the rural areas of Zambia. ?he stud\? was su~ervfsed 

effectiweness'arrd the 
but has m t  msulted i n  
Lessons for 

be explored. 

of small enterprises i n  
bv MSU's Dr. Yacob 

Fisseha, and carried out through t h k w a 1  &velopentw S td i e s  Bureau (RDSB) 
of the University of Zambia. Researchers e m r a t e d  a total of 17,000 
businesses in selected regions, and then extrapolated th results to  the 
whole country, A smell s q l e  of busirresses =re asked a series of 
follow-up questions. Fbsseha a d  RDSB ' s director, Dr. Jdm T. M i l i m o ,  
prepared the final report, ''Rural Small Scale Enterprises in Zambia: Results 
of a '1 985 Country4.lide Survey, " a thorough, c p  fully docurnented descriptian 
of the types of small busiresses in Zambia and the enployment they 
gemrate. Om unexqected firding w s  the mnhelmingly rural a d  
fam-located character of Zambia s small enterprise sector. he paper 
sticks close to t l ~  data, drawing few policy conclusions ard c w ~ ~ n t i t l g  only 
a l i t t l e  on the implications of i ts findings. 

The research results *re widely distributed i n  the Government of Zambia, 
particularly thratgh a 2-to-3 dsy wrkshop on small enterprises a d  several 
follow-on mrkshops . They receive6 a good deal of press attention. The 
A.I.D. mission used the survey results as input into the planning process 
for a small enterprise project, for which other consultancies =re also 
being carried out. Unfortunately, the project has mt gone forward, mr 
have the policy implications of ttre research been prrsued . lhis i s  t k  
result of Zmbia's 1986 default on i t s  agreements w i t h  the Znternational 
Momtary Furd, which prompted A.I.D. to put on hold xmqr of i t s  project 
development activities in  sewral see tors. 

?t,to -1es of concrete results are available, however. First ,  the survey 
provided information on the importance of street wnding as a s a m e  of 
enployment a d  incane for women. Fisseha reports that irnmhian w ' s  
groups used the data effectively t o  convince the gowrnaent to stop 

- harrassing th verdors. Secord , FAD subsequently cads s iomd  Fisseha t o  
.I study the forest-based and wood products Wustr les .  'Ik study =lied 

primarily on a further analysis of th data already collected in the initial 
sumey. FAD has used the paper i n  designing an assistance project for spa11 

-*s*ti.iat*strp7- -- -- 

W survey ws mt intended to  be directly' project-relevant . Its 
contributians =re basic though important. First ,  virtually rn re lbb le  
information had prevLously existed on small enterprises in Zambia, 
particularly on eie very rnaaerous smallest ones. ?he study S i l  led an 
emmous gap, a d  will probbly be tb mst important source of information 
on the sector, both for Zambians a d  domrs, for a good m b e r  of years, 



Second, the study contributed t o  the research capability of the University 
of Zambia, and leaws behird it several trained researchers, inchding Dr.  
Milimo, who acted a s  project co-director. M i l *  worked as a ccr-author with 
Fisseha on the  FAD forestry enterprises study. 

A. I .D. ' s PhilippFne mission sponsored a short-term consultan~y by Fisseha , 
uder a $10,000 buy-in. Earlier, Fisseha had wrked w i t h  ~SAID/Philippirres 
on design of a d l  enterprise project, d e r  different M i n g  . ?he SEAE 
consultancy resulted in a study enti t led '!Long-Term Strategies for Small anrl 
Medium Enterprise: Philippines - Field M p  Report" (1983). A s  the name 
suggests, this was a broad survey of issues affecting small busiress and a 
suggested l ist  of actions for  A.I.D. t o  d e r t a k e  or policies t o  advocate. 
It was not a research activity,  but a mre standard project design 
consultancy . Fisseha intervie& asbut 50 people in h s i m s s e s  and b ~ s i m s s  
support insti tutions.  The investigation irrluded the institutional and . 
policy framemrk for  support of small business d three industry groups: 
furniture, garments and handicrafts. ?he broad concerns and the short term 
of tbe consultancy preclded detailed research. 

Fhseha 's  report is a strategy document of the type that  could provide iqxt 
into e mission's CDSS. Its purpose was to  identify problem areas fo r  future 
A I  .D. and Governrent of the Philippines action. While useful on that score, 
it probably pravided few new facts t o  mission persormel. Moreover many of 
the topics are far fran the central concerns or small b u s i ~ s s  development 
(e . g . t e l e p h o ~  systems, deforestat ion) . ?he mst successful portions of 
the paper describe the input constraints affecting furniture, garrpent and 
had ic ra f t  pmduction. These yield a list of sensible r e c d a t i o n s  . 
Sections on policy and support insti tutions are W r .  

The paper was commissiorred a t  an odd time i n  USAU>/R.lilippirres' project 
cycle. ?he mission had just  begun t o  implement a major m a l l  enterprise 
project (Small and Medium Enterprise Development, m). It asked the 
consultant t o  identify prospects for  project success and t o  begin outlining 
what should cane next. In that context, no new project was expected, but 
rather help i.n focusing the existing project. As it t m m d  out, the project 
has faced severe managanent problems and has produced l i t t le  action. The 
poor perforname of th project is attributable fully t o  the combination of 
problems within US4U>/Fhilipplrres, a d  t o  the polit ical  trambil that began 
t o  engulf the Philippims at that time. 

- ~ ~ b ~ ~ b r o F W L r r n f c . i r r ~ - - - - - - - - - - - -  
consrdtancy . . First , a broad-rarging strategy paper su& as this would 
probably have been bet ter  prepared by somem resident in t k  country, 
preferably soraeo~~ inside the mission who cauld =fleet or  develop a mission 
consensus. However, the decision t o  seek outside help rested with the 
mission, mt MSU. Second, long term strategy development was mt MSU's 
forte;  sector work was. MSU has developed a body of skills d knowledge 
for  ex8nining i d u s t r i e s  themselves and their constraints, at a micro 
level. ?his experience shows through i n  the quality of tb industry- 



specific sections of Fisseha's report. W r d ,  MSU cannot be faulted for any 
lack of project follow-on, which resulted instead from the A .  I.D. mission's 
own internal problems a d  from subseqclent poli t ical  events. 

Bangladesh 

he A.I.D. mission t o  Bangladesh ccmmissiomd Mead for  a tw  month 
msul tancy on subcontracting, which was M e d  by the con! MSU grant, 
rather than a mission buy-in. Mead h t e r v i ~ d  about 25 entreprerreurs, 
concentrating on three i d u s t r i e s  in which subcontracting occurs often: 
metal pmducts ad engineering, garments, ad leather shoes. tle wmte three 
reports. Ihe f i r s t  described the extent and nature of subcontracting 
systems in Bangladesh, giving informat ion on both tb products subconttacte3 
a d  on the t e r m  of agreements b e m n  firms and their subcontractors. The 
secord andyzed aspects of gcvement policy that retard use of 
subcontrazting, and suggests improvements. he third made recamnendations 
about pmjects that could support subcontracting or provide assistance t o  
small enterprises thraugh their sdxontracting relatiunship.  Ihe three 
reports are a l l  of high quality being a t  tk same time lucid and fu l l  of 
useful detail. Tne descriptive information provides s convincing picture of 
the prevalence of subcontracting . Policy a d  project suggestions f o l l m  
logically fran that  description and are specific enough that an A.I.D. 
mission or  & govement could build an action program fran them. 

According t o  Jan van der Veen, who as USAID/Bargladesh 's program ecorrmist 
oversaw M e a 3  ' s w r k ,  the corrsultancy succeeded in raising conscbusness 
about subcontracting w n g  keg p e r s o m l  in A.1.D. and the Go~nmrent of 
Bangladesh; hoever,  t o  date tk specific policy a d  project recamrendations 
have been taken up only t o  a limited extent. A t  the time of the 
consultancy , the Government of Bangladesh d e e d  subcontracting as an 
important facet of small enterprise development, but had mt yet explored 
it. Mead ' s work became a focal point for  h emerging debste, A t  this 
level,  the report a c c q l i s h e d  the following things, according t o  van &r 
Veen : 

o Its detailed description comdnced skeptics in tk Guvenmnent of 
Ekngladesh that subcontracting was M e e d  very prevalent in the 
-ry ; 

o It provided policy ideas that became part of A. 1.D. ' s policy 
dialogue with the Goxrrment of a l e d e s h ;  

o It convinced & A.I.D. mission that subcontracting a s  a v i a b l e  
chanrrel for  providing assistance t o  d l  enterprise; a d  

o It provided support t o  t h e  within A. I .D. d th Gcrverrxnent who 
advocated a market -based approach to  p m t  ing suhontracting , 
ratbr than an approach based on rules mandating that certain 
products be subcontracted. ?he advocates of t k  market approach 
did mt ultimately prevail, however. 



he h l k  of Mead's paper on project activit ies was a detailed plan for 
1CLW.S a local enterprise development PVO, receiving A. I.D. funding. Mead 
suggested that MLD4S create a unit wi th in  i tself  to  prapote subcontracting. 
He detailed the staffing and agenda for such a unit. A t  the time MmAS 
leadership received the recarmerrdations unenthusiastically, and did not 
adopt them i n  the next two years. A secordary set of Mead's recaxendations 
concerned impra\lenents t o  a financing scheme for  subcontractors being 
desligred by the Gouenrment I s  Small a d  Cottage Idus t ry  Corporation. This 
scheme was mt implented,  due to  lack of agreement by a l l  parties on an 
appropriate interest rate  pol icy. 

19 l ight of the relative impact on debate of the basic descript ix analysis, 
when cosrqxlred t o  the lack of influence of tbe direct recarmerdations, i t  is  

- again inte.resting to  observe f i r s t  that MSU's area of greatest strength lay 
in research rather than pmject recamendations ard second that the 
consultancy's direct policy a d  project effect d id  mt depend on the quality 
of the consultancy, but rathsr on i t s  f i t t ing  into an ongoing, specific 
pmcess of pmject development in the A.I.D. mission or host country. ?his 
assessment parallels the observations on the MSU consultancy t o  the 
?hilippines d e r  SEAE. 

?he in-country wrk performed urder SEAE differed significantly fran that of 
the previaus cooperative agreement. It was less ambitiars academically and 
mre clearly oriented towards projects and policies. While the f i r s t  
agreerzrent produced a core of information that could be canbined to form a 
coherent picture of small enterprise sectors, tt.le secord agreenrent produced 
a series of discrete results,  rnt closely linked. 'Ihe Egypt a d  Zambia 
activit ies are essentially extensions of t k  earlier agreement Is work, ?he 
Bangladesh an3 Mlippirres assigmnts w x e  g e m h  consultarries, w i t h  a 
m i & m  of basic research, and th Zndonesia case involved application of a 
research product. The in-country work, taken together, produced a less 
important academic or intellectual contr ikt ion than did t k  earl ier  work. 
?his is m t  a criticism of M S J  ' s  performance, h m v e r ,  because: 1) the SEAE 
in-country activit ies e r e  smaller, both in absolute terms, d in terms of 
dative importance i n  the project; 2) they followed and in a sense finished 

- .  th earl ier  wrk, ratkr than constituting a mjo r  init iative of tbir own; 
a d  3) they -re mre pmject-oriented. 

Given this q h a s i s  on p a c t  ical applications, en important to  judge the 
-_c~-af themu--SEAEIs 

project a d  policy results.  In Xrdonesia a project follow3 dkect ly ,  and 
its importame is discussed further i n  l a te r  s e c t h  of this report. The 
lack of direct follw-on in t k  o t k r  ccnmtries is mt, 3n this  evaluator's 
opinion, a problem, for t h s e  reasons : 

o MSlJ performed well. Its wrk f i t  t k  tecpimnents for practical 
appl icabil ity , 

.- - 
." 

- - 



o Lack of follow-on is primarily a t r ib tab le  t o  actions by the 
A.I.D. missions ard circunstances within the host countries. 

o '5he effects of research that  is m t  tied dimctly into a project 
design process are hard to trace, and may take a long tlme t o  
appear. Sane indirect results =re pointed out i n  the cases of 
Bangladesh a d  Zambia. If t k  mrk i s  good, more results will 
follow. 

An il lustration of tk las t  point occurred in T n a i l d ,  on? of the courrtries 
MSU wrked  Fn under the f i r s t  cooperative agreemnt. When i t  canpleted its 
research i n  ?hai lad,  MSU l e f t  bhjmd a core of academics who were conmitted 
to  mall entsrprise developrent, as well as a body of writing ad data. The 
Thai academics =re influential i n  including a stror?g emphasis on small 
e n t e r p ~ s e  in  the country's five year development plan, and gemrally i n  
raising, tk starding of srnall enterprises on the country's developnmt 
agenda. Within the past two years, ~SAID/Thailaml has launched a major 
small rural enterprise project. ?Ae current project cries tw things t o  
MSZ ' s work, both somewhat indirect : f i r s t  , the local influence of the wrk 
on thinking about mt ioml  priorit ies ad secord, the resources for pmject 
design MSJ developed, i n  the form of kxwledge of the small enterprise 
sector, ?his corrrete project result occurred five years after MSU's 
researchers l e f t .  Analogous processes m q  b going on i n  the camtries Mm 
worked i n  under SEAE,. They are mrs likely to occur in countries h r e  
M S J  ' s research was signif h n t  in  scope and connected t o  local institutions, 
such as Zambia ard Egypt. 



PART 111. HO( HAS ?HE RESEARCH ~~ TO 'IKE UNDERSTANDIN OF THE 
ROLE OF S?W BUSINESS IN D W P M E N T ?  

A t  the time MSU began wrk urder the Off-Farm Employment Project, t h e  
leading acadmic view held that -11 'businesses =re relatively 
bckward-looking, that t h y  used inefficient technologies, a d  that demad 
for the presumably inferior goods they produced wid fa l l  as developmat 
proceeded. 'Ihis comnt ioml  wisdom s h o d  i t se l f  in  a lack of small 
enterprise dewlopent pmjects supported by major domrs, and a 
concentration many developing country gmrrnnents on p m t  ing large 
idus t ry .  

?he MSU t e a  set out to  ex& these views as illunimted by detailed, 
comprehensive data on small enterprises. They developed a methodology for 
col.lecting such data, adapted from survey techniques of agricultural 
ecorumies. The resulting data sets gemrated under the f i r s t  cooperative 
agreement represent w n g  tbe m s t  comprehensive sources of information on 
small enterprises ever compiled. Prevlms and c o n c n n t  WAC by others 
teded to be performed on a orre time only basis for  specs ic  countries. 
Questions asked and m:thodology differed frcrn study to  study, making 
internaticnal carparisons difficult  . MSLlls wrk corrected for  t k s e  
problems. MSL: drew togetkr  data on i d u s t r y  type, eaplL-ryment, location, 
o a r s h i p ,  capital, inputs ard sales t o  form deta i led  pictures of the small 
enterprise sectors i n  Sierra Leone, M l a n d ,  Egypt, J e i c a ,  Haiti, and 
Hoduras. Tne data allowed researchers to  draw conclusions a b u t  the 
contributions of small enterprises t o  their  econamies. Stated simply, i n  
each country MSU fourrd tbht mall enterprises made major contrikttions t o  
output, emplcryment and i.ncame, and that they used capitel, l a b r  and other 
inputs efficiently. A t  th? erd of tk Off -Farm Dployment Project, MSU had 
prepared reports on each of the countries studied (except Egypt), and was 
beginning to  spread its f i d ings  through pmsentations a d  journal 
pblicstions.  A t  the sane t b ,  broad dorm concern w i t h  the poor, a d  
mre recent A.I.D. concern with the private sector, =re leading t o  greater 
assqbtance to mal l  enterprises. End-of-project status for the Off-Farm 
Employm,st Pmject ms: 1) a large body of country-specific data; 2) 
important con=lusions on the role of mall enterprh; 3) beginning 
penetration of MSU findings into tk academic a d  dorm camrmities; and 4) 
greater &mr interest in small business, sparked by shifts in  develapment 
philosophy. 

It ms clear, howver, that &re was a long to go on this issue. 'he 
r W.t les 

exploited. the potential of th data it had gatbred. 
vet- 

d 

bring the second agreepDent, Wed by the SEAE Pmject , the focus shifted 
from basic research to higher level analysis of ttre information already 
gathered, and further developrent and dissenination of firdings. ?he only 
survey research furded was the Phase I mmrey in Zembia. ?he data already 
collected i n  the Phase I1 study of Egypt was analyzed under the second 
agreement, It might h mted that t k  MSU data sets remain valuable in - 
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t h s e l v c ? s .  They can be analyzed i n  different  ways by researchers 
i n t e ~ s t e c l  in spc i f ' i c  questions. For ex,s~lple, i n  1985, Fisseha prepared a 
mulri-contry report on forest-based processing i d u s t r i e s  fo r  FAD, using 
t h i s  data. Similar analyses of other i d u s t r i e s  might a l so  be f ru i t fu l .  

Tne mst important ac t iv i ty  u d e r  t h i s  agreenent ms the preparation of a 
paper t o  suxnnsrlze a l l  the research MSU had done, plus other available 
data, and t o  address th central questions i n  the debate over small 
enterprise.  M s  paper, e ~ l l  Scale Wust r ius  in Developing Countries: 
Emp f r L d  Wdence an3 Poll. cy Inrplicat ions, ' by Liedholm and Mead, a s  
published as an MSU International Developmnt Paper in 1987. By any 
meamre -- scope, length, use by A. I .D. , etc.  -- it is the key written 
product of the S E E  cooperative agreement. It is mre widely distributed 
by MSU a d  by A. I, D. t h m  any other document MSU h3s produced, and i s  
frequently referred t c  as  the mst authori tat ive mrk on the subject. It 
&refore deserves careful consideration. 

h i s  paper i s ,  i n  topic and organization, a revision of the  paper Chuta and 
Liedhob produced u d e r  th? f i r s t  cooperative a g r e m t  , ''Rural Non-Farm 
Fbplqmnt :  A Review of the State of the A r t . "  Because the underlying 
y e s t i o n s  t h s e  LW papers confront are so similar, a ccqar i son  
demonstrates how far the debate hss come. h e  first pz ?er is quite 
defensive in torre, being directed wry much against th school tha t  
discounted d l  enterprise as unimportant i n  developm lt, It argues 
against fhose views, but its amunition is largely brr a d  fram o t k r  
studies. n-ie second paper has l o s t  the defensive tone. It takes a much 
mre authoritative stance, fo r t i f i ed  by t h  large amour: s of data from the 
Phase I and Phase I1 surveys, a d  probably by a reductlm i n  opposition 
during the intervening period. It reveals a mre coher nt  framework fo r  
examining -11 enterprise questions. he confident tone, impraved 
conceptualization and mst of a l l ,  empirical docmentation, make the 
revised paper far more convincing and impressiw than its predecessor. 

The revised state-of-+&-art paper makes a very strong case f o r  tb 
importance of small ent2rprises in development, a d  hence the des i rabi l i ty  
of encouraging Ld, ?he case is bu i l t  on three sets of f i d i n g s  . ?he 
first of these is demnstration of the magnitude of  small enterprise 
ac t iv i ty  -- its contribution t o  employment, value added a d  LrrcaPe. 
l'h10ugh the presentatim of w i v e  data,  the is clear ly  made that 
Fn most countries small i d u s t r y  is, by msny measures, at least as 
important as  large i d u s t r y .  b secorrd set of findings concerns the 
growth prospects of small i d u s t r i e s  a d  th incane e l a s t i c i t y  of demand 
for i ts  p d u c t s .  Again, the authors c i t e  adequate data to csnvince all 
but the mst krd-boiled c r i t i c s  that growth i n  household incane germally 
leads t o  growth in d e m d  for  small irdustry products, thus refuting one of 
the main assmptions (concerning infer ior  goods) used to d i s m d i t  a ~ a l l  
enterprises. 

Tne third set of f i r d i m s  concerns th ecommic efficiency of -11 
irdust r ies .  After a &&ription of 

- - determining efficiency , the authors 
the  appropriate methobologies fo r  
c i t e  data on attempts t o  measure it. 



Of eight comprehensive studies cited, four, largely W e d  by the World 
Bmk, find large i dus t r i e s  to  be as efficient or mre efficient than small 
oms. The other four, M ' s  own studies using Fbse  11 data collection 
techniques, conclude essentially the opposite. M S U  data show that while 
mt always mre efficient than large enterprise, small enterprises 
consistently yield socb l  benefit cost ratios above om. 

Tne discussion of ef f  idency in this  paper shows that t k  MSU results 
differ  substantially hm those of t h e  otber studies, bu t  does m t  explain 
b@ ~ ~ ' s  results sh0uj.d & &opted i n  preference to th? others. In 
bntewiews, Liedholm deferrdis MSU 's findings on empirid g r d s .  He 
believes that tb dl fk ren t  findings of & MSU research are the result of 
i t s  extensive a d  unprecederited effort  (in both method a d  scale) to  
collect data i n  the field. Many of t h e  data collection issues are 
discussed i n  the individu~l c a m t r y  reports, The state-of-the-art paper 
wuld have been mre convincing, homver, if i t  had recounted this part of 
the reasoning. ?his is a l l  the mre inportant, as it i s  the main exposure 
many people will have t o  tbe debate. 

?he efficiency issue remains far frun settled within the acaciemic and donor 
ccmmrnities. 1987 I .M .D. L i t t le ,  a leading developmnt academic, and 
tm other authors, published an ar t ic le  a d  book based on research that 
found large i dus t r i e s  i n  India a d  sewral other countries t o  be mre 
efficient users of labor ad capital on th wtrole, than small ones (Little 
ard Page, 1987) . While t h r e  are significant areas of a v w n t  between 
Li t t le  a d  Liedholm ' s dews, th preporderance of Lit t le  s argument favors 
large i d u s t r y  while Liedholm's favors small. The tm viewpoints are often 
characterized as mre polarized than they are in fact. Both prties agree 
that there is widespread divergence in efficiency m n g  sircilar sized firms 
i n  different countries a d  in different industrial sectors. Netlettheless, 
the relatively small llll~lber of studies, the dhrgence  bebeen those 
projuced by different groups, and tk severe data collection issues mrrant 
further exemination and clarification, especially for policy making 
audiences. 

The contribution of the revised state-of-tk-art  paper to th question of 
whethr small b u s h s s e s  a m  "good for" development, is but om of its 
functions. Amther contribution, often overlooked, is th detailed 
description of anall indust-ry, which mt only c-rs aggregates, but shows 
th inte~ml structure of the sector by subsector, size a d  other 
variables. Implicit i n  the paper's descriptiwe sections are working 
hypotheses about, or d l s  of ,  tk sector. Any reseahr wuld be 
--t#e"*~-~- C -%- 

in a specsic camtry. A msearctrer wxlld-b countryls 
structure conforms t o  the d e l s  Liedholm and Mead describe. Oberved 
differences fran th? model wuld serve as points of departure for further 
hjpthesis -building and h e s t  igation. 

?he paper wuld also help a pmject des igxr  begin t o  de t e rmb  wXch 
portions of t k  small irdustry sector t o  assist, and to  sane extent, what 
& sreeds of those Fndustries are. Throughout t:b paper, ~ h € t ~ c t e r i s t i c s  



of successful enterprises are pointed out, particularly characteristics 
relating t o  type of product, size, nature of employment and location. Tne 
picture that emerges is thar there i s  a group of mnsll businesses whose 
growth prospects are rrlatively good, characterized as follows: they are 
in the slightly mre ski l l -  a d  capital-intensive idus t r i e s  (metals, mod 
products, repair), they have hired employees and permanent prenises, and 
they are located i n  towns. Businesses that perfom wrse an growth a d  
efficiency indicators are charactezized by king: concentrated i n  
traditional i dus t r i e s  (crafts , food, textiles) , sole proprietorships, 
female-owned, and located in h s  and on farms (though the Stressman work 
on home-based enterprises founsl thet a s nificant proportbn of busimsses 
in the home =re actually quite efficient ? . ?he former busiresses are 
likely to grow ard prosper, are can be assisted as enterprises, while the 
l a t t e r  provide incure for those who either have m other source or regard 
the thlsiness as a supplement. As growth prospects are lm, assistance t o  
th is  grup i s  largely motivated by concern for allevLation of powrty. 
According to Liedholm, the MSU firdings differed fran earl ier  research i n  
that they  s h o d  good rates of =turn to  f i r m  much smaller than had 
previously been thought: on average, all sizes above sole 
proprietorships. Whatever the specFfic implications may be,  the paper 
explains the great diversity within the a l l  enterprise sector, and so 
assis ts  i n  efforts to  target assistance. 



TART IV . MCXI? HAS ?HE: ACTIVITY CONLRIBUI'ED TO ?HE ABILI'IY TO DESIGK POLICY A\D 
PROJECTS TO ASSIST N4J.L E?VElWUSES? 

?his part of the evaluation examines the special s t d i e s  MSU prepared as part of 
tiw! SUE cooperative agreement, and the policy and project t3ectiom of the 
revLsed state-of-the-art paper. ?he special s t d i e s  e r e  conceived as a way to  
maxknize the benefit i:m MSU's in-country research, by discussing cross-cutting 
lessons =levant i n  many countries. h i s  was both a response to an o p p o W t y  
(lessons leamd i n  individual countries) and to  a criticpe (lack of policy and 
p , ; e c t  relevance) of earl ier  research. Each special stxly was i n t e d e d  t o  be 
broadly applicable, a d  each is closely related to  ~ t h o d s  of intervention i n  the 
mal l  enterprise sector. he policy a d  pmject sections of the state-of-the-art 
paper are discussed here because of their intent to  give direct guidance t o  
A.  1 .D. , r a t k r  than to  provide basic infomation on the small enterprise sector. 

State-of -th-Art Paper : Policy and Project Sections 

The Lidholm ilnd Mead papr concludes with =views of: 1)  the cammn problems 
d l  busimsses face due to unfavorable policies, and 2) the relative success of 
vkrious f onac cf assistance projects . 
Ihe policy section i s  a , x d  overview of material that is g e m l ~ l y  accepted 
among acadanics and dom : (though m t  necessarily by developing country 
guvements). It recoun. : many of the same findings discussed a t  greater length 
in a paper by tiaggblade, .,iedholm and Mead (1986) funded u&r a separate S T / R D  
project, the-kbplayment d Enterprise Policy Analysis Project (-A, No. 
935-5426) . IEhe policy s; ztion in the SEAE s t a t e d  -&-art paper is m t  a new 
contritxltion to thought ;.'.nut: policy questions. Rather, its importance l i e s  i n  
i t s  irrlusion i n  this major ovendew volume, which is receiving wide 
circulation. It presents the issues in a concise, well. organized form, and 
should serve as a good introduction t o  the field . 71ne only seriaxi critique of 
this section is i t s  lack of connection to  tt.re main portion of t k  paper that 
describes the small industry sector. No attempt is made t o  use the v o l u n i ~ s  
data on small enterprises t o  show & possible impact of policies on small 
idus t ry ,  or t o  ask whether the observed characteristics of small i d u s t r y  
reflect government policies t o  a significant degree. 

The section on projects reviews past experience w i t h  small enterprise assistance 
projects offering credit &/or technical assistance, integrating ttre results of 
sewral studies already available, mtably Fncludirg the PISCES material funded 
u d e r  a m t k r  component of tb SEAE project. Its main contribution l i e s  i n  i t s  
advocacy) of two strong points of x k w .  These are m t  unique t o  this paper, 

- ~k+kttp-paper.-art:f~~'i;e~tksa-arell-.---et~ &~-&tih~?~--a~gue€%&3&3&- - 

- that successful credit projects have shared several characteristics, Frrluding - focus on short-term credit a d  charactergbased loan appmval. Secod, the paper 
argues for the 'inissing ingredient" approach t o  technical assistance, which 
states that technical assistance mrks best when a s i ~ l e  missing ingredient can 



be identified a d  supplied. Both of t k s e  are important hypotheses with major 
ixplications for  pmject design. Yet neither are widely accepted ky small 
enterprise project desiprs ard implementors. 

Thls state-of-the-art paper is therefore an important vehicle fo r  their 
dissemination. Again, the project section wuld heve b e d  itted from sane 
application of the results  of the data analysis fran the earlier section. 
Perhaps that data could have been used t o  b n s t r a t e  tb reeds of small 
enterprises. For example, h t  do the wry lw start-up capital requirements 
shown in th data say about the need for  credit assistance? 

*cia1 Study on Subsector Analysis 

The special study on subsector analysis represents tb articulation of a method 
MSJ developed over several years. Briefly stated,  subsector analysis focuses on 
t k  vertical product 'wn a d  marketing structures for a single product or  p u p  
of closely related products, such as shrimp, metal or  wood products. hrough 
interviews w i t h  participants in the process, the researcher exmires alternative 
cnanmls that link varims suppliers, producers an3 marketers, often contrasting 
large scale arrl vertically integrated producers with m a l l  enterprises, 'Ihe 
re1a:iw e f f i c i e n p ,  competitive status and growth potential of the various 
chatmls are conpared, a d  bottlenecks or  strategic mdes i n  the process are 
idem ! fied . 
During the course of several years, KSU researchrs perfarmed subsector analyses 
in Thailand, Udorresia, Botswana ( m t  p ro jec t -Med)  and Egypt. In each case, 
the analysis led t o  th identification of sector-specif ic policy a d  project 
Interventions. I n  LnQzsia, the CJEDP Project was entirely buil t  araxnd the 
subsector approach (see Part  XI) . 
The research methodology is an adaptation of methodologies in agricultural 
emnauics . I t s  use by MSU for  d l  busirress research was motivated by two 
concerns : ehe f i r s t ,  an academic concern, a s  t o  be able t o  anser some of t k  
questions about small enterprises that  the Phase I a d  Phase I1 studies, with 
their horizontal orientation, could mt address. In particular, t h s e  s t d i e s  
did mt look at distribution d marketing functions m r  did they adjust fo r  
varying degrees of vert ical  integration emong pmducers . Pertraps mst important, 
thE! original methodologies e r e  primarily drlscriptive, while subsector analysis 
foclused on problems a d  h i r  solutions. 7he MSU team, inclding aewtal MSU 
faculty umbers mt otherwise involved in  the cooperative agreement, developed 
subsector arslysis  as a way to get a t  ttre oonstraints d opportunities facing 
d . 1  hrsiress. 

It is the pmblem identification aspect tbat appeals t o  th m o d  motivating = for  the m e t h o d o l o g y , , l y  t o  m a ~ e  tk research mre relevant P o n ' I - l C y  
a d  project design. A basic problem i n  &ll enterprbe reeearch, es -11 as in 
small enterprise assistance! design, i s  the wry wide diversity amng enterprises, 
which makes it dif f icul t  t o  draw corrlusions about them a d  to  identify a d  f i l l  
their meds. his has always been problematic i n  attempts t o  adapt techniques 
for  r eea rch  on mnall  farms t o  -11 hsimsses, as farms are much more 
hamgerreous. ?he subsector approach organizes stanination of busirresses in to  



coherent, structured grcxlpings. Many of the busitlesses i n  a grouping w i l l  be 
similar, and will have cmmn problems because they are part of t t ~  sane systec. 

As its practitioners readily admi t ,  subsector analysis is mt particularly 
~a thbreak im as an a c a d d c  methcdolm. Similar a ~ ~ r o a c b e s  with o t h r  names are 
b e d  by agrwhl tu ra l  ecommists , espe&lly those s k d y i n g  marketing and 
distribution of carmodities, a d  by e c o d t s  i n  M u s t r i a l  organization. 'Ihe 
important aspects of KSU's brand of subsector analysis are: 1) %ts application t o  
small b u s h s s ,  ard 2) i t s  implications f o r  project design. Both of these are 
substantially new. Not only i s  the approach f rui t fu l  i n  yielding concrete policy 
a d  pmjec t suggest ions, it tends t o  point towards a type of intervention ratkr 
diffekent frac traditional credit and technical assistance projects. 

Subsector analysis tends t o  identify problems that are much more specific t o  
individual i d u s t r i e s  than the problems that  a horizontal approach finds. The 
l a t t e r  leads t o  "genxic" problem identification, applicable t o  a l l  types of 
smnl: firms . Ekmples are shcrtages of working capital,  managerial skills and 
g c ~  ernment policy problems ap7licable t o  a l l  small businesses. Interventions 
t'ised on this type of problem identification, particularly technical assistance 
interventions, are often costly because they are offered across tbe board, but 
ineffective, because they do m t  provide what individual b u s h s s e s  need mst. 

By contrast, subsector analysis targets problem shared by a d i l y  reco-ble 
group, and it targets problems that  are more l ikely t o  be immediate binding 
constraints. h i s  is in keeping with tk 'Lmissi:g ingredient" hypothesis 
deferded i n  the state-of-the-art paper. Often, the problems relate t o  input 
supply, production techniques ard market access , amas an across -tk -board 
project canmt readily touch. For exanple, in  his study of the Botswana sorghm 
beer i d u s t r y ,  B U ' s  Dr. Steve  Hggbla.de feud that assistance was needed f i r s t  , 
t o  induce haw brewers t o  sh i f t  t o  a more efficient  form of mlt (which cmld be 
addressed through a project), ard second, *to allw hame retai lers  greater access 
t o  factoxy-produced beer (a policy bsue) . 
Most small enterprise assistance instituticrns are mt equipped or oriented to  
provide sec tor-specif i c  interventions, part icularly the more technical 
interventions. h i s  is as true for  goverrment agencies as it is fo r  PVDs. 
Because of i t s  focus on strategic mdes and intermediaries, subsector analysis 
often leads t o  plans t o  assist large busirresses (for exanple, malt p h c e r s )  
that work w i t h  d l  oms brew=). P r o w  assistance to o r  thraugh 
larger private enterprises is uncomntiorral arrd frecpently controversial. Not 
only are most of the current small enterprise assistance organhations unable to  
provide the kids  of services & subsector approach identifies, they do mt - think along subsectoral lims, a d  msy rrever discover such problems. Many are = - - 
-w3Ty-%T-*~ef* sueh-eFk & p p ~ - ~ . ~ r ~ r ~ s ,  *&-l-&'r68fs5 ?mlee- €*s - - - -: 
' subset of small enterprises, 

?he subsector approach t o  research on -11 enterprise has shown pranise as a 
tool for  identifying problans that  external assistance could solve. I t s  
development, though mt planmd , was a major a c h i e m t  of MSU 's wrk under tk 



cooperative agreement. H m v e r  , the implications of the approach for  project 
design, which c o ~ l d  be many, heve only begun to be explored. Much r n ~  m r k  i s  
needed t o  e>tmim the potential  and t o  s p d  th? approach t o  prectit ioners.  

?he special study i t s e l f  is a clear ,  eas i ly  raderstood explanation 
of the approach, g iwn  w i g h t  by i l lus t ra t ions  f r w  MSU's crwn mrk, It does mt 
address the project design questions, h e r ,  and should be regarded as a f i r s t  
cut a t  spreading the approach. 

Special Study on Working Capital and Inventory Norms 

'Ihe special study en t i t l ed ,  "Small Scale Enterprise Credit Sckmes: 
Adzinistrazive Costs and the Role of Znventory Norms," was written by Liedholm as 
an a t t e q t  t o  draw on existing MSU research f o r  pmject-relevant lessons. Its 
tbs i s  i s  that lenrlers cmld  cut the cost of administration f o r  loans t o  small 
enterprise ;f they applied 6 set of inventory mtms wkn considering loan . 
ap?l ications . Inventory mrms are defined as standardized sales /inventory r a t ios  
fb'r various industries ,- constructed from survey data such as that  collected i n  
the MSV Phase 11 studies. 

?he paper has two quite different parts. ?he f i r s t  reviews the administrative 
costs of e mber of small ~ s h s s  credi t  pro' x t s .  In this discussion, which 
appears in abbreviated form in the state-of-& -art paper, Liedholm conteds  that  
the most successful credi t  projects,  both i n  t:. ms of cost-effectivemss and 
repapent  r a t e s ,  are c r e d i t - d y  projects u s i q  proven shortcuts t o  loan approval 
and processing. ?his section and the project -*suits presented in i t  could s tard 
a lom a d  be useful fo r  many p?rofessicrmls in 1 le small enterprise credi t  f i e ld .  

?he second section actually constructs sane in -2ntoq  mrms, using MSU Phase 11 
data from several cuuntries. It discusses how tbse mnns might be used t o  
sup?lement character-based screening, particularly for  the larger  end of the 
small enterprise spectrum. Tne idea appears t o  be a good m, with sape 
potential  t o  reduce administrative costs .  ?he paper tosses out th? id= erd 
br ief ly  s k e t c h  its possible use, Substantial addi t ioml  wrk would be mided 
t o  apply the suggestion, irrluding tb extensive da ta  collection required t o  
calculate the mxns. Liedholm does mt state how or by whun this should be do=, 
m r  does he specify how bankers c w l d  assess the actual inventory of its c l i en t s ,  
o r  apply t h  mrms in credi t  declsbrs.  A s  w i t h  several of ttre special s u i e s ,  
MU'S contribution goes as far as idea developtent, lea* t o  others the task of 
t ranslat ing the 



ideas into practice, kidholm reports that while he has talked w i t h  
several hnks on the subject, no bank or domr-assistecl project has, as 
yet ,  adopted inventory mrms. 

Special S t d y  on Subcontracting 

Mead prepared a paper, "Subcontracting Systems a d  Assistance Rograms : 
Opportunities fo r  Lntervention, " af te r  studying subcontracting 
relationships in h a i l a d ,  Zrdollesia a d  Egypt. ?he special study 
describes project and policy intenentions that could (1) promte the use 
of subcontracting as a beneficial arrmgemznt for  m a l l  producers, and (2) 
use subcontracting relationships as vehicles for  assisting small 
producers. Mead artlines types of assistance, inelding in the f i r s t  
category : subcontracting information exchanges, appropriate tax trea-nt , 
public education on subcontracting, a d  training of agents that 
internoediate beheen parent firms a d  subcontract~rs. In the second 
categoq he l i s t s  credit ,  input supply, quality conzrol, product design, 
production techniques, b u s i ~ s s  mnagm-ent and access t o  larger markets, 
He t k n  discusses four possible institutional c h a m l s  for providing 
assistance: parent firms, private intermediaries, WOs and g o v e m n t  
agencies. 

?his paper is  easy t o  u r r l e r s t d ,  mn-academic d f u l l  of practical 
suggestions. A s  such, it s h a ~ l d  be quite useful to  its intended audience, 
project designers. Its only flaw is that  i t  so d i s t i l l s  experience that  
the flavor of real situations i s  !,ost . One does m t  realize the extent to  
which the ideas are based on extensive kmwledge of actual subcontracting 
systans . As a xesul t , the observations do m t  seem as strong as  they may 
in fact be. 

An interesting aspect of the paper, f i c h  deserves further exploration, 
concerns the mechanism for  providing assistance. Mead points out that  
parent firrns are i n  tk best position t o  pmvide assistance, both because 
they have direct links t o  the suppliers and because they know production 
d market recpirerrrents . On tbe other hard, a project supplying assTstance 
t o  parent firms in order t o  have them pass on on benefits t o  suppliers 
could be highly problematic. Mead mtes  th equity issues s u m d i n g  use 
of parent f inns. For instame, it is necessary t o  assure that  benefits are 
actually passed on, which my be d i f f k u l t ,  given tk strength of market 
forces protecting the parent firms. In addition, sub  a project wmld 
still rewire an implementing body, whose organization remains unspecified. 

The paper gives l i t t le evidence that subcontracting support projects have 
been attempted, with th exception of sosue elements of CTEDP, arrd ~ v e r a l  
~ o r r ~ ~ - s p o n s o r i ? d - - t ' P ~ ~ t t t r i ~ - 1 5 t ~ i r * d e w i o p n e n t - - - - - -  
of u r d e r s t d i n g  of subcontracting tk d steps should be t o  wrk on 
actual applications of the wdels that Meed suggests. - 

Subcontracting can be seen as  one portion of the subsector appmach: it i s  
om of the s e e r a l  forms of vertical relationships that may exist i n  a 
subsector. Accordingly, many project design issues that arise when 
subsectors are considered are similar t o  those that Mead has pointed out. 



In both cases, potential projects are =ry deferen t  fran conventional 
credit a d  technical assistance projects, a d  are t o  a great extent untried 
in the field. he Mead paper goes f u r t k r  than the subsector paper i n  
addressing these practical issues. 

Special Study on Hme-Based Enterprises 

he antecedents, metlrds, areas of imestigation and persorwl of the 
special study on enterprises located i n  the horn were quite dis t i rc t  fimn 
t b s e  of the main body of ttre MSU work under th i s  cooperative agreement. 
The home-basecl enterprises study f o l l o d  from a previous contract be-n 
A.I.D. a d  MSU, also Wed d e r  the S U E  Project, on the interconreetions 
betieen hausing and e m p l q ~ n t .  ?hat study, directed by Paul Strassmann, 
concentrated on eq lqment  gemrated by the housiq  construction Fndustry. 
bring the collrse of that study, Strassmann became aware that enterprises 
operate? in  the home were frequently a means of financing hme building ad 
h m  inprovemnt, As no kmm research had explicitly concentrated on 
hme-based enterprises, Strassnann ~iished to  look at t t r e m  more carefully. 
Secause the proposed mrk focused on mall enterprises, A.I.D. decided t o  
f u d  it joiatly with the wrk headed by Liedholm. Stras- was mu& 
co-director of the cooperative agreement, and pursued his  in- mre or 
less  separately frorr the other s t d i e s .  

?he cooperative a,mement fi~-ded surveys of horn-based enterprises i n  two 
countries, Peru, directed by Strassnann,  a d  S r i  Lank, directed by om of 
Strassmann's graduate students, Dr .  N h l  Gunatilleke. In both cases, the 
main survey rese~rch ,  which involved lengb& questionnaires for several 
hurdred t o  two thousand enterprises, was carried a ~ t  & a local research 
organization. Ir, Peru, this ms a s ta t i s t i ca l  body, tbe Directorate of 
Brqloymnt and Migration Studies, and in  Sr i  Lanka, it was a public af fa i rs  
think tank; the Marga Inst i tute.  ?he products of th i s  research were a 
series of mn-published reports on Lima (by Strasspann) and Kalutara (by 
Gumt illeke) , three published journal art icles , Gunat il leke ' s doctoral 
dissertation, and a f ina l  report t o  A. I . E .  

In evaluating the SEAE contract on housing a d  employment, evaluators S h n  
Fess and Michael Patton characterized the study as very cost-effective 
tern of research results  ard publications, but mt good at leading 
d i r ec t ly  t o  policies arx3 pmjects by A.I.D. o r  developing camtry 
inst i tut ions . ?his characterization is valid fo r  the hare-based enterprise 
study as W11. 

If seen from th point of view of academic D-ti*. the hane-lxsed 

~ t r a s k  has actively prohot& the spread of his f i d i n g s ,  rot A y . i n  
t k  United States, but In Europe a d  &\reloping countries, -ugh 
presentations and part icipation i n  confemnces . Dbsmination effor ts  in 
th countries studied were particularly good. 'Ihe articles =re published 
in local journals. Tne involvenrent of highly q~a'lified local institutions 
put the data in the right k d s ,  ad, it is b p e d ,  influenced thirkirg at 
those institutions about the issues i n  question. ?he data i t s e l f  w i l l  



re;nain a u s e h l  smrce of information for  some time. Gunatilleke is m 
wor'tcing at & Marga Ins t i tu te  in Colombo, and continuing t o  do research in 
the housing sector. Strassmann has considered his audience t o  be the 
in tern t ioxad.  academic and domr camunities t o  a xnxh greater degree 
than have the other MSU researchers, and this is one of the strong points 
of h i s  work. For research such as Strassmnnls,  which has mre policy than 
project implications, dissemination through acadenic channels n q  be the 
best way t o  influence tMnk5ng in  the long run, particularly as mst of tbe 
people making crucial decisions on housing policy are i n  developing country 
govements  , not A.I.D. ?he main contribution of the hane-based 
enterprise mrk is probably t o  alert those i n  the h a s i n g  f i e l d  t o  the 
importance of home-based enterprise as a preferred means of earnirg Fncm, 
as a means of financing hmses and as an integral part of urban structure. 
I f  this point of view gains acceptance, it my be reflected mt so mch in 
active promtion as i n  decisions by authorities and housing project 
p l m r s  mt t o  prohibit such ac t iv i t i e s ,  in both new ad existing 
housing. Strassum reports tha t  such changes ere  recently adopted i n  
b lmbis l .  

Within A. I .D. , Strassmanr. i s  often asked t o  speak on his research t o  th 
Office of H o u s i ~  ( F E / H ) .  Most recently he has k e n  involved in PRE/Hts 
ef for ts  t o  dew sp a strategy for  working with the urtwn informal sector, 
particularly ir. Latin b r i c a .  PRE/H Is aim Fs t o  make recanmendations to 
urban off icers  7 RHUDQs a d  A.I .D.  missions. It is l i ke ly  thst these 
recanmdations &ll ref lec t  the information Strassmann g e ~ r a t e d  under the 
SEX contract E . -1 cooperative agreement. 

Nevertheless, LQ t o  mw, wit!! respect t o  short run resul t s ,  and 
particularly t c  specific actions by A. I .D . ,  the --based enterprise study 
has been somewhzt disappointing. %re has been l i t t le  concrete followlon 
by A. I .D. missions in e i the r  Peru o r  Sr i  Lanka, by PRE/H, o r  by 
S&T/RD/EED. According to Strassmann, tha t  ref l e t s  choices by A. I.D. , as 
el1 as major pol i t ica l  d e c o d c  events in Peru ad S r i  Ianka. 'He 
explains that his f i n a l  ta rget  is t o  publish the resul t s  in acadenic 
journels , Any decision t o  ac t ,  wbetkr ly A. I .D. ,  a donor o r  a developing 
country govermrtnt , is  the en t i ty ' s  m responsibility. In many ways, t h i s  
exqhnation is correct. As in the case of the add-ons discussed i n  Part 
I11 of this paper, in-country follow-on reflects who the local sponsors of 
th research are, ard how tt.ley inted ard are able t o  use t k  resul ts ,  as 
rmcb as the research itself. In Fkru, specific projects e r e  precluded by 
Peru's debt repayment crisis, ard i n  Sri Ianka, by th Tamil-SWlese 
disturbances. 

Neverthless ,  Strasmam's mrk i t s e l f  contributes t o  th2 lack of follow-on 
- - - - - - - - i r r ~ w a y s ~ f f ~ ~ ) t k e - ~ d w m ~ ~ l ~ t e - c f  e&~thepo&zy-&-------- 

pmject  implications of the =search f Mi.&. Ihe reports e focused on 
reporting the survey firdings, and are so ermeshed in (very interesting) 
de ta i l ,  tha t  i t  is d i f f i cu l t  t o  discern whst tk author inteds t o  be the 
m s t  important lessons l e a d ,  aside fran the obviaus om that hane-based 
enterprises are important ad should not be prohibited. -?his is 
exacerbat& by Strassmnn's tendency t o  write many short,  specif ic  



explorations of special topics, rather than t o  pull toge tkr  M a t r e n t a l  
prapositiom into e single ar t ic le .  Tne reader must bear the wrk of 
teasing out policy an5 project implications. Second, few of the papers 
e r e  directed at a broad A.I.D. audience, ?he special study i t se l f  (that 
i s ,  the unpublished paper, "Hme-Based Small Enterprises. Final Report") 
should haw been an essay on the uses of Strassnarm's findings ; instead, it 
i s  t o  a large extent a description of the act iv i t ies  funded under the 
agreement. It cannot stand alone as a document for  broad distribution. 
The writing on hare-based enterprises has m t  generally been prepared for  
wide circulation within A.I.D.,  o r  written with the interests of th A.I.D. 
audience i n  mind. 

One of the hopes for  incluling t k  haw-based enterprise s t d y  in the 
larger cooperative agre-nt was that some collaboration w l d  occur, In 
fact ,  the actual research a d  writing of & tm streams wre a h s t  
coqle te ly  separate, with the exception of one study on locarion of certain 
types of busirresses in Egypt. However, the inclusion of the two research 
strems urder one agreemnt does seen to  have fostered solsre interaction 
amng the researchers in tk form of review a d  critique of each other 's  
mrk. Cmss-fertilization of ideas may have taken place i n  subtle, ratter 
than obvious ways. 

Policv a d  Proiect Relevance: Summan. 

?he policy and project sections i n  the state-of-the-art paper, which 
present arguments frorr! o t k r  sources, are valuable largely because of that 
paper's key role as a dissemination document. Each of the special studies, 
howver, presents ideas that are substantially x w ,  aru3 &refoxe should be 
evaluated in l ight  of the potential usefulmss of the findings in pmjects 
a d  policies. 'Zhe study on hane-based enterprises contains a wealth of 
information, distributed across several documents . Hcnever , i t s  pol icy and 
project -relevance ideas has mt Seen ar t imlated sufficiently. The other 
special studies do a r c h l a t e  policy- ard project-relevant ideas. However, 
they are wrking papers, and rennin suggestive, r a t h x  than definitive . 
?he concepts they develop are mre important than the papers themselves. 
I n  terms of t k  potential vslue of th concepts t o  projects and policies, 
tk special study on subsector amlysis  is tbe mst iqo r t an t .  A 
d i s s e d t i o n  strategy fo r  this, a d  tbe o t k r  special s t d i e s ,  should 
focus on h o w  t o  spread the approach, mt nrrely the paper. This issue is 
discussed in Part V. 



?ART V. THE M!3! ERESEARCH AND A.I.D, 

DissemFnst ion 

The proaUcts and experience of the -rISU work have been disseminated th roqh  
three chanrrels: 1) papers a d  publications; 2) mrkshops and presentations 
3) direct  dissemination during in-country assipent.6; d 4) training of 
MSLT team members, who a p l y  the experhnce i n  thei r  own work. Rthgps the 
m s t  valuable of the c h a m l s ,  though t k ~  least recognized, is tshe l a s t ,  
In all but one of these areas, mrkshops, MSU and A.I.D. 's performance has 
met or surpassed expec tat ions . 
Papers ad Publications. MflT published the major project-funded papers 
cal leG tor  i n  the c q r a t i v e  agreement as part of i t s  Lnternational 
Developmt Papers an3 Working Papers Series (see l i s t ings  i n  Appendix B) . 
T b  cooperative agreement gave MSU responsibility for  distdbuting these 
papers outside of A. I.D. , arr? MSU has carried this out thotoughly . MSU 
distributed each paper t o  a list of about 150 institutions and individuals 
worldwide with a known intezst in small enterprise development. Most of 
these wm academics at U.  S. , Canadian, British and, t o  a lesser degree, 
dewloping country miwrsities. A smaller proportion =re sent t o  
individuals i n  dewlopment organizations (World Bank, IIX), WOs, consulting 
firms). This distritxltion list would have been hpmvled by greater focus 
on inst i tut ions i n  developing camtries.  I n  addition, MSLT a n r d  each 

- - new paper t o  its entire mailing l i s t  of abut 2,000, d thm sent copies 
t o  those that requested them. It distributed papers t o  others on request 
as well. MSt' has sent each special study ard country study t o  between 200 
and 300 individuals a d  organizatims . ?he state-of-the-art paper has 
received wider circulation; over 1,000 copies have been distr i tuted.  A 
sumnary of this paper is being distributed t o  policy-makers arrl acadenics 
mrldwide, &rough USU's quarterly journal, Ecorromic Impact, which claims 
a circulation of 70,000 in several languages. 

- S&T/RD/EED i s  responsible fo r  d i s t r i h t i n g  project-fmded papers within the 
agency. Kith the exception of the revised statelof-thwart paper, this has 
largely been done on d e d .  'Ihe office displays copies of each paper, 
a d  s ta f f  members give or send copies t o  people whan thqt krnw t o  htve an 
interest in the topic o r  w b  htpire about t k  topic. M - d r i w n  

- distribution is appropriate fo r  camtry-specific papers such as those on 
Zambia and Egypt, &re relevant audience is rather simple t o  
identify. Howwr, the audience fo r  the special studies on wo- 
capital,  subsec tor  analysis, subcontract*, a d  hape-based enterprises ----- L 

such as A.I.D. i m j e c t  d e s h r s  may mt familiar'ebugh with the 
subject areas t o  ask fo r  the papers. Unlike camtry-specific papers, the 
special studies will mt market thuselves unless subjects a .  given highr 
vis ibi l i ty .  S&T/RD/EED s ta f f  should, as stated earlier, evaluate the 
potential usefulness of the ideas presented i n  each of th? special s-ies, 
a d  shatld regard the papers themselves as only orre vlehicle for  their 
dissemination. Given ratkr pnelkninary rature of & papers, it. i s  



not necessarily the most i n p r t a n t  vehicle. 

By contrast, S&T/RD/EED i s  continuin: t o  make an extra effort to 
disseminate the revised state-of-the-art paper, regarding it, rightly, as 
the most important and broadly useful document to  come from the MSU work. 
This  paper was the keynote paper for S&T/RD/EEDts 'Future Directionsa 
workshop in Decen-ber 1986 ( w i t h  over 100 participants from a l l  over the 
agency). It has been distributed a t  other conferences as well, and each 
person in the division promtes it t o  his  professional contacts. The 
office has sent the paper t o  each of the A.I.D. missions and 
representatives worldwide. Tire paper i t se l f  i s  written a t  a level 
appropriate to  such a ,use. Wnile it is technically demanding, it i s  not 
too much so for an audience of donors and practitioners. 

In addition to  the direcrly project-funded papers, MSU researchers have 
produced an iwressive roster of publications that draw on t h e  original 
research. These were not r e q u i r e  by the cooperative agreement, but are 
certainly an irrportant benef i t  of i t .  Such pu~l icat ions  are crucial for 
dissemination of findings to  academic audiences and t o  other develo?mnt 
organizations, including some in develo?ing countries. Publication venues 
include professional journals, books, papers solicited or published bq) 
otner institutions, and doctora dissertations. Strassmnnts work has 
a p ~ a r e d  in severd jadrnzls, Liedholm's i n  both journals and, more 
freqdently, books, and subsector work by MSJ s:aff in two journals. The 
audience for published work is prcbmly s o ~ w k a r  isrger than, though not as 
targeted, as  that for the working papers MSJ c i s t r i ~ u t e s .  

Workshops andr Presentations. B e  oriqinal scope of work called for MSU to  
organlze four worksnops on project findings. This was not done, Insteac, 
PSL; researchers have given numerous presentations i n  workshops, courses and 
conferences organized by others, particularly by A.I.D. l%e presentation 
scneazle is i n  i t se l f  quite impressive, and presentations were clearly an 
important dissemination channel. However, t h e  presentations do not f u l l y  
substitute for the workshops, and th i s  lack is an inportant shortcormng in 
performnce uncier that agreement, 

The quarterly reports for the project record a total  of eleven 
presentations to  A.I.D., minly by Liedholm, during the three year period 
between 1982 and 1985. Many of these presata t ions  were made as part of 
Liedholm's regular participation i n  A . I . D . ' s  Development Stu&es Program 
and k . 1 . D . ' ~  training for agriculture and rural developnent officers. More 
recently, Liedholm has test if ied before Congress and given presentations t o  
small enterprise workshops sponsored by S&T/RD/EED. He was the  keynote 
speaker a t  the "Future ~ i rec t ions '  conference mentioned above. Strassmann 

-- -- has been similarly active, though his  appearances are not as  often before 
.*sic 

- - -  - - -  - 

I t  would have been desirable fox some of the other mehers of t h e  MSU team 
to have been more active i n  presenting the results of their work. 
Liednolm's presentations concentrate on h i s  own research priori t ies:  the 
role of small manufacturing industries, and to some extent, their credit 



needs. Those involved in  developing the subsector approach have made sane 
presentat ions, but should hawe done mre t o  p m t e  their particular 
contributions. Their location outside the United States during much of the 

- project period clearly made this mre dif f icul t  , however. - 

- 

?he more important shortcaning i s  the lack of MSU-sponsored workshops. 
Workshops are important f i r s t  as a means of obtaining critical scrutiny of 
nswrch findings and second as a crucial vehicle for dissemination of - 

research findings particularly then the -search i s  intended to  be project- 
and policy-=levant. An active, face-to-face exchaqe involving o t k r  
academics can help sharpen ideas and identify areas fo r  furthr 
developaent. Workshops involving practitioners sene 8s edvertising for  
written products, 2) effective means of transferring ideas, arrd 3) 
opportunities t o  assess how research findings can be translated in to  
ap?lications . Tnese purposes are not sufficiently served by presentations 
elone. Wmn MFJ researchers pert icipated i n  forums planred by others, 
thei r  talks often o m  item on a crowded agenda. Many such 
presentations involved lecture formats w i t h  minimal interactions , 
Accordingly, the audience role tended to be passive. A passive audience 
listening t o  a one hour lecture takes away a familiarity w i t h  the presenter 
a d  his  message, but is unlikely t o  adopt that  message as par t  of i ts  own 
thinking. Workshops sponsored by M S U  and devoted t o  i t s  research could 
have captured audiences more thoroughly. Nor do presentations afford the 
opportunity for  interchange that  i s  so important for  pushing ideas forward, 
an5 mow then; from the research reah into practice. The results of 
MSU's work d r  the two cooperative agreements was important enxlgh t o  
have received such s u s t h d  examination. Topics that deserved such 
focused treatment included the efficiency of small enterprises and tbe 
subsector approach t o  analysis of -11 enterprise. To a lesser  degree, 

- the other special studies, also d e s e d  greater attention. By not holding 
at least  one major workshop specifically devoted t o  its research, MSU a d  
A. I. D . haw shortchanged themselves. 

MSL' and A. I .D.  agreed jointly mt t o  hold the workshops fo r  several 
reasons, Perhaps m s t  important, the research team mbers  were dispersed 
in various fields assigmmts during much of the period, a d  the project 
faced budgetary constraints , 

- Direct Dissedmtion throwh In-Camtry Work. ?he effects  of MSU's wrk in 
spec-ic countries cwered in Part 11 and, for honre-based enterprises 
Part IV, of ttre paper. In each case where HSU interacted with developing 
country ins t i tu t ims ,  it l e f t  behind methodologies, research findings a d  
r e c a m d a t i o n s ,  in varying degrees. While & use that will be made of 
these is di f f icul t  t o  trace, they 8132 clearly important aspects of werall 
~ ~ * ~ ~ s t t I t s .  - 

Develupment of a Gmup of T r a W  Professionals. One of the m s t  important 
c o n t r i t i o n s  of the two cooperative agreerrrents w i t h  MSU is the support 
they have provided t o  t k  professional development of a group of professors 
an3 (then) graduate students. h n g  the products of the agreement are 



several doctordl dissertations (See Appendix E). These peo$e are 
conr,:.lnuing to  worK l n  the s m l l  enterprise development f ield,  an6 trteir 
work w i l l  continue to disserinate findings generated under the projects. 
Tnis  is  certainly one of the mst enduring means of dissemination, as the 
level of commitment to  the MSU findings and methodologies by these 
indiviauals has been very great. 

While mst academic research projects contribute t o  the professional 
developnent of their participants, and can claim t h i s  as a dissemination 
channel, it appears that the agreements w i t h  MSU were exceptionally strong 
i n  t h i s  regard. Their success can be attributed to  several factors: the 
relative youth of mst participants a t  the s t a r t  of the f i r s t  agreement; 
the origintility of the findings and methodologies (they prodced a body of 
learnin9 to  carry forward); the quality of the t e a ,  members themselves; and 
f inally,  the continuizy between the f i r s t  and second cooperative 
agreemnts, wnic~  enabled several individuals t o  finish or refine their 
wark. To i l lus t ra te :  

o Carl Liednolrr,. 'vJne3 Liedholm f i r s t  received the grant from 
k.1.D. he had only begun h i s  work on sml1 enterprise, havins 
just corpleced his study of S i e r r ~  Leone wi th  Chuta. Most of his 
research over the nex: 6ecade was funded tnro~gh the two A.I.D. 
coopera:ive agreemnts. Tnis research has taken him frorii the 
position, roughly, of a promising new entrant into =he small 
enterprise f ie ld ,  t o  one of its handful of preeminent scholars. 
Continuity of research design and follow-tnrougn were of major 
i w r t  i n  that transfom5.on, and i t  is unlikely t h a t  they coal6 
have been achieved without the sup-port of the two agreements, 
A . I .D .  can claim credit for supporting Liedholm's professional 
corm ibu t i  ons , 

o Donala Mead and Paul Scrassmann. Wnile both men are inportant 
contributors in their flelds, their  professional development is 
no: as readily attributaSle to  k.3.D.'~ supPport as  is 
Llednoln's. The basic acadeinic outlook and role of both was 
estmllshed bsfore they began to  participate in these 
agreements. Nevertheless, both continue t o  a p l y  SON of the 
specific results of the A.1.D.-funded research i n  their current 
work. Mead, as  advlsor t o  the Government of Rwanda, has overseen 
s t u d i e s  that  use the subsector approach to  analyze small 
enterprise, and advised others in southern Africa on research 
design, t h u s  spreaciing t h i s  approach i n  the region. Be w i l l  
proSaSly continue t h i s  sort  of work throughout h is  professional 

A- 

career. - -- - -- - - -- - - --- - - - --a - 

o J i m  Boomgard. As a graduate student w i t h  l i t t l e  prior 
experience, Bmgard ' s  professional identity was importantly 
shaped  by h i s  participation i n  the cooperative agreements, f i r s t  
i n  Tnailand and then i n  Indonesia. He has since q e n t  several 
years applying the subsector apgroach to project i n p l a n t a t i o n  
i n  Indonesia, as leader of GJEDP. He is very likely to  continus 



apply@ t h s e  ideas i n  future practical f ield mrk, He has 
already contributed t o  tbei r  s p d  within his present consulting 
firm, I N ,  and amng those he worked with i n  Lrdonesb. 

o Steve Haggblade, Yacob Fbseha and Steve  Davies . Each of these 
E n  developed their professional identi t ies  i n  large measure 
during tkir participation in the coopen~tiw agreements. Each 
maintains a m i t m e n t  t o  the subject an= arrd t o  the particular 
methodologies developed at MSU. 'Ittey each remain in acedemic 
envlrorments , wt.lem a signff icant portiorl of their time is spent 
on other issues. Nevertheless, they consult in small enterprise 
development whenever the opportunity arises, ard much of their 
future academic research i s  l ikely t o  use th methodologies 
developed under the two agreements. For example, HAggSlade 
recently performe2 subsector s t d i e s  on t r a d i t i o ~ l  bremries ard 
garments i n  Rwanda, and Fisseha mrk& f a r  FA0 in b b i a ,  
expanding the W s e  I s t d i e s  a d  using t'k data t o  ass is t  in 
project design, 

o Developing country p e r s o m l  . In  some cases, particularly Egypt 
and Zambia, local academics participated as team manbers, and 
absorbed tk research perspectitles . 'Iheix subsequent use of 
these methods is mt assessed in  this eve."luation, but because of 
tk less btensive a d  shorter duration of partickpat Lon, t h  
impact or' the project on the i r  subsequent professio~='-  
contributions probably mt as great as it is for  &rs of the 
MSU team i t s e l f .  

Although not directly verifiable, it appears t o  this evaluator +ht  
dissenination through professional development can be stronger when 
research i s  performed @ universities,  with tkir inherent carmitment t o  
a m t i m i t y  and education, rather than thraugh consulting firms. 

Project Management a d  Cost 

- ?his cooperatiw agreement was well m g e d ,  both by A. I .D. an3 by MSU. 
- MSU ful f i l led  the scope of work t o  the l e t t e r ,  with the exception of the 

mrkshops , as discussed above. Virtually rn conflicts bebeen ISLl ard 
ST/RD/EZD o r  w i t h i n  MSU ere  nrentiorred during interviews wLth 

-- participants. Clear m o d s  =re kept cm project ac t iv i t ies ,  ad Liedholm 
mbnitted camplete, regular ard timely quarterly reports, descrlbhg both - 
progress on a c t i d t i e s  ard the resources MSU devoted t o  h. Armal 
planning reports e z e  also thomgh. MSU is t o  be praised for  tmtiq the 

-- Ai-IrL--gf&b&-e--Fb~-& 
a resul t ,  it is clear t o  both parties what was a t t r i b a b l e  t o  the 
agreement. Given tbe lack of marragerial problems a d  tt'le fact maria enrent 

m 
issues are rn lorlger of ongoing concern (as tk project i s  cornpletef, they 

- are mt discussed further. 

?he project also achieved i ts resul ts  within the allocated M g e t  of $1.2 
million (Apperdix D) . Core ac t iv i t i es  , irrluding pmjec t &inis trat ion , 



the state-of-the-art paper and the special studies (except for the 
how-~asec enrerprise stuay) tothled $643,i11. The home-based enterprise 
stauy cost $259, 654. auy-ins from missions repzesented $296,117. me 
buy-in act ivl t ies i n  individual countries actually cost more than the 
statea amounts because the supervision and analysis of results that took 
place i n  Kichigan was not covered unoer the add-on agreements. For 
exarrple, several months by Msad and Liedholm were spent supervising 
research i n  Egpt and Zanbla, covered by core expenses. I n  contrast, the 
f i r s t  agreement totalled $1.9 million for core funding and the f i r s t  
contract (housing an6 er rp lopnt )  totalled $293,850. 

There were two reasons the large amount of wcrk MSU performed could be done 
for 6 mouest armilnt of funding. First ,  the extensive use of graduate 
students kept overal! salary costs low. Because of the quality of the 
graedate students and tne ciose senior faculty supervision they recelveo, 
the use of ]unior personnel d id  not r e a ~ c e  project outpiit. Second, the 
fringe a x  overneac rates .KSU a?plleo were g ~ i t e  reasonaole i n  coqparison 
LO rates A.1.D. i s  char@ by private f i r m .  Fringe benefits were 1 6  
percenr; of shiarles and overhead was 30 percent of to6tal direct costs. 

A.1.3.  as a Bonsor of Research 

i n  this coo-perative agreement, botn A.I.D. and PS!J attempted to  maximize 
the irpact of research act iv i t ies  on A.I .D.  pro]ects and programs, 
particularly i n  l i g h t  of perceive5 shortcomings i n  the previous agreement. 
?his is i rather frequent concern I n  contracts w i t h  universities. I n  th i s  
case, the university responaed well to k . 1 . D . ' ~  request: . i ts  research w a s  
quite project- and policy-relevant, either directly i n i ~ u n t r y ,  or as  a 
swrce of general lessons. Because PSJ cooperated w i t h  this  objective, 
th i s  agreement serves as a useful exanple of what A.I.D. can legit irately 
expect of a university i n  t i i s  regard. Severhl observations are: 

o Most importantly, the university d i d  produce research results  
w i t h  clear pollcy, ptogran, and project implications. The 
originality and long run potential of the work was prmmly 
enhanced because i t  was done by a university w i t h  a mandate to  
advance learning, and because of the sustained effort  A.I.D. 
ena l eo  WJ to  make (ten years, counting both agreements). The 
work was of highest quality when it stayed within the bounds of 
research. I n  most cases the MSU team was not as good when it 
crossed over into project and policy design. 

- o It  my not be reasonable to expect that specific project - - -- 
act  iViT~~iIr-fiI1 ow from EifiBifi r esear cf;,- even when it 1C - 
policy-relevant. This is for three reasons: 1) when buy-ins are 
l e d  by demand, the follow-on t o  them depends on A.I.D. mission 
and in-country contexts that  are beyond the university's control; 
2 )  the work remains research, not direct project design, a s  just 
noted; and 3) the university m u s t  maintain some substantive and - 

me=h&ological ccntinuity, which mans that its work cannot, or 
- 



snoula not, be as varimle as that provideo by a contract vich c 
private f i rm ,  MSiJ1s performance should not be judged on whether 
the my-ins led to  specific projects, but on the quality of its 
work . 
The process of applying research results i n  practice is complex, 
and covers many years. ?he best way t o  ensure that it w i l l  occur 
is to derrand high quality products and local involvenlent. If 
these are present, as they were i n  Thailand, influence w i l l  
remain. 

When research yields generally applicable prescriptions, ds this 
did, thz university can articulate the ideas, particularly t o  an 
acaderrdc audience or one that i s  comfortable w i t h  academic ways. 
However, PSU, and probably other universities as  well, are not i n  
t h e  best posi:ion to bring the ideas into fruition. Tne tasks 
of: 1) tescins the ideas; 2 )  working out their p rac t icd  
applicaaons; and 3 )  spreading ther;, into the practitionert s r e d r  
are best performed by others. !this process m u s t  be driven by 
A ,  I .D. i t se l f .  

The Central Java Prclect was an exception to the  move rules, 
shoving t h a t  under.the most propitious corbination of 
circ;lmstances and individuals a university can carry research 
into project irrplementation, though most of the irrplementation 
was actdally carried OiJ t  by DAI.  That the .project developed out 
of PSd ' s  work shod6 be considered a delightful dividend, rather 
than a routine expectation. 

I n  short, A . i . 3 .  should continue to press universities to make their  
researcn relate to  projects and policies, but shoulc be prepared to  receive 
the research reslilts i n  the t o m  of concepts and to move forward w i t n  then 
through other means. 

Recommendations for Future Research and Action 

Th i s  section makes several recomndations to  A.I.D. on the next steps t o  
f o l l w  from the MSY research. Prey f a l l  into two categories: f i r s t ,  
recormndations t o  A.I .D. arising from the evaluation i t se l f  and its 
findings, and second, suggestions on research priori t ies  in the area of 
small enterprises that were made by menbers of the MSU team and are passed 
along here without comment on who should carry out such research. 

MSU1s work stands as virtually the only counter example to  the series of - 
s tud ies  largely supported by the World Bank, which culminated in  the 
Li t t le ,  Mazlmdar and Page volume. The debate is i n  'your word against 
minen status. While m y  of the people ksociated w i t h  MUIS work believe 
that on the evidence the case is now closed, it nevertheless rerrains open 
i n  other circles, and MSU has not challenged those circles directly. Given 
the importance of the efficiency question for policies throughout the 



developing w r l d ,  and in particular the tenacity of the World Bank's 
supp r t  for  the large- is-bt ter  school, more interaction is desirable. 
Fi rs t  , A. I. D. shmld encourage MSU o r  a third party of high academic 
starding to write a paper aimed a t  A. I.D., domr ard academic audiences ard 
devoted explicitly t o  efficiency. Such a paper, would dd re s s  
methodological issues surrourding data collection. It wuld describe the 
methods of the MSU studies i n  deta i l ,  so as t o  build edibility for tbe 
results;  a d  i t  muld cocnpare the methods of the o t k  studies. It w i l d  
also capare  t%le results of the two sets  of studies to  see just  how 
diwrgent &y are. Secord , A. I .D . , possibly in conjunction with tk World 
Bank, should spansor a mrkshop that brirgs together participants frcw both 
w q s  t o  explore thei r  &reas of agreement an3 disagreement. 

Tie strorwest reccmmndation this evaluation makes is for A. 1.D. t o  ~mte 
the appli&tion of subsector amlysis  t o  project ard policy design. *MSU 
has shown s~bsec tor  analysis t o  be a f rui t fu l  approach to  understanding - 
small enterprise, pz t icu la r ly  if the research g-b.1 i s  problem 
ident if icazion as 8. precursor to policy or project development. Howver, 
with the exception of UEDP , rreitkr MSU m r  A, I . D .  has taicen tk mt 
steps: to spread I& methodology and t o  design subsector-based 
intewentions. In  an amlogy to  product development, the R&D @use has 
been completed, but comrerci.ali:.zation ard marketing have mt sericlusly 
begun, The mst important  mark^ fo r  ttre subsector approach i s  mt  
academic but consists of practi t iomrs a& the m r l d ,  including A.I.To, 
missions, other domrs , a d  ,de%ioping country institutions (government: 
ard WO) . 
?he subsector approach holds prl:sise for  solving several classic project 
design problems in  the a l l  enterprise f ield : its method of analysis s m  
be a cost-effective, rapid appraisal methodology for i d e n t w  areas of 
need; 2)  the specific,  binding k i d s  of constraints it  identifies can lead 
t o  design of technical assistance interventions that are needed mre than 
traditional management a d  entrepreneurial development approaches t o  
technical assistance, ard are potentially more cost-effectively delivered ; 
and 3) its focus on products a d  markets i s  a mre growth-oriented strategy 
than tht implied by programs that direct credit a d  technical assistance 
t o  businesses within a stagnant market. 

Yet the diff icul t ies  in designing pmjects erorard sub~ector  analysis rmst 
be sorted out before the approach is ready f o r  mass distribution. Orre s e t  
of obstacles are equity cyestions both horizontal ard vertical.  Hodamtal 
equity concerns arise t eause  the approach requires a choice to  help 
certain types of enterprises a d  mt athers h s e  incaPe status m y  be wry . . - n9m--*&rice-&-* 
m a  hinh pmwrrien of all  small i rhrs t r ies .  mre 
jmportant c o m m  is  the w z h l '  equity &sue of us- large busimsses , 
often large distributors, as means of assisting small ores. lhFs i s  mre 
than an i&ological problem, because careful design a d  mnitoring is 
r ev i r ed  to  insure that benefits are passed through t o  & intended target 
grcup. A secon3 set of issues, mre pract h l ,  concern institutionel 
structures a d  expertise for  implementing subsector projects. Most of the 



current assistance providers are m t  mw euui~Ded to ~ r d e  the kirds of 
support that followk m s t  often fnm subsec'to;' work (i ut supply, 
pmhct ion  techniqdes, product design ard market access 'P . In fact,  many 
suggested act iv i t ies  c& very close t o  the entreprem;-'a1 function i t s e l f ,  

A. I.D. should promote ttre subsector approach along om tracks. 'Ihe 
objective of the f i r s t  is for  the approach t o  becane a standard way of 
urderstarding a d  analyzing m a l l  enterprises, m n g  A.I .D.  missions, 
k rshss  assistance orgadzations and developing country g o x e m n t s .  
While it is di f f icul t  t o  pmmte a methodology in a d  of i t s e l f ,  use of tk 
nrethodology in basic studies i s  probably the mst important vehicle fo r  
identifying policy rr?forms d e d .  Subsector s t d i e s  can generate a host 
of subsec tor-specif ic pol icy refom ideas. 

?he objective of ttre secord is t o  design, t e s t  ad disseminate d e l s  of 
subsectx-based projects. Ultimately, the meru of small enterprise project 
mdels that are widely familiar t o  institutions serving small business 
shmld read: credit,  technical assistance, and subsector-based assistance. 

Some practical suggestions fo r  pursuing tbese objectives are: 

o Highlight subsector analysis as a way of thinking (rnt as a 
project type) in future workshops imol* A.I.D. missions ~L-cI 
assistance organizations, such as the 'Future Directions" 
conference. 

o Sponsor anall working sessions among t2.re members of the MSU team 
who developed the approach a d  a few key project 
design/implenentation experts, t o  consider project implications. 

o Promte subsector wrk i n  ongoing S&T/RD/EED projects, including 
ARIES d EEPA. 

o Analyze CTPDP &roughly for  design lessons ad replication 
potential, keeping in  mind that it is only one possible subsector 
project type. 

Most of t k  in i t ia t ive  must, at this point, be taken by S&T/RD/EED. It is 
not reasonable t o  assume that MSU can o r  w i l l  do it, as project design is 
mt its l im of wrk, acld m D r e w e r ,  its original team has mw disbursed. 

It is important t o  note that  the work MSU did on subcontracting can b seen 
akpost entirely as a special case of subsector analysis, and therefore, all 

- - & ? s l ? - ~ ~ ~ ~ ~ n t s - ~ ~ ~ s t d Y s e c t ~ ~ ~ a r e - m r e a r r t t o p r r = ~ s -  
subcontracting as ell. 

?be remaining paragraphs list research prior i t ies  identified by e r s  
of the MSU team and o t h r s  questioned during the evaluation. ?he list 
gives a wide rarge of possible next steps in learning mre about small 
enterprises. ?tiis evaluator believes that  contimed A. I.D. sponsorship of 
research i n  this f ield is called f a r ,  because A. 1.D. is  or^ of tbe few 



potential sources of support for  such wxk, as w11 as one of the main 
beneficiaries. Yet the groundbreaking mrk on small enterprises has been 
done, thanks in large part t o  the tw ?ISU cooperati- agreements, and 
therefore, future support need m t  be a t  the same l w e l  of intensity. 

According to  Liedholm, t h ~  m s t  important unexplored questions concerning 
the role of -11 hs iness  are dynamic ones. Both the horizontal (Phase I 
ard Phase 11) ad t o  a lesser  degree the vertical (subsec tor) methodologies 
give essentially s t a t i c ,  snapshot pictures. Very l i t t l e  is krrrwn about 
growth amng small businesses, both at aggregate a d  i d i v i d u a l  levels 
Structural changes i n  small enterprise sectors have m t  k n  charted. 
Fu&r knowledge in this area wuld help b u i l d  hypottreses about the role 
of small h s h s s  i n  the broad process of econanic transformation. 
Methodologies fo r  studying dyrrsmlc issues, such as longitudinal s t d i e s ,  
can be costly, and have t k r e fo re  m t  been applied. An important tesk is 
t o  design informative but less expensive methods. 

Most of the survey work MSLJ and others have done has focused on 
manufacturing enterprises. h i s  choice has been based on the assumption 
that msmfacturing i s  the most productive type of enterprise, and that it 
is proactiw, pulling other sectors along beh id  it. While this may be 
trw to  some d e p a ,  it  i s  certainly mt absolutely so, and at any rate,  
according t o  Liedholm, emugh i s  m w  known about mufactur ing to  turn 
greater attention t o  other sectors: entices, retail, wholesale, 
transportation, construction a d  the like. Subsectar analysis does th i s  
already within specific vertical gmpings .  Howver, these sectors hve 
been l i t t le explored i n  tkir own r ights .  ?he same suggestion emerged fmn 
S T ' S  1986 ''Future Directions" conference. 

There is d fo r  greater attention t o  structural a d  cultural differences 
bebeen countries o r  regional grarpings of countries. Most wrk t o  date 
has attempted t o  show worldwide similari t ies  in th small enterprise 
sector, Howwr, corrlusions based largely on studies i n  saRh Asia may 
mt apply t o  east Africa, a d  vice versa. By looking at regional groupings 
additional lessons may e r g e  that  are los t  i n  erther global or  national 
s t d i e s .  (Source: Rhym) 

he MSU research has produced a general m3erstadi.q about t k  nature d 
importan=e of small irdustries, ard thus sat is f ies  a fiadanental d. 
However in many countries, the s ta te  of reliable information about small 
enterprise may be so poor tha t  I surveys a m  needed, as well as other 
types of examination of tk role of small enterprises. Such s t d i e s  cm be - - 

-- - . 'I%&-- - -- - - - - - - 
case in Zambia w b n  MSU perfonned i ts  Fhase I regrearch. A. I. D . should be 
awam of the reed far such wrk in camtries.  (Same: Fisseha) 

According t o  Mead, further research a d  dewelapmt is required i n  micro 
level product a d  market development. ?his must occur i n  the f ie ld ,  arrong 
very specific sets of pmducers . One aspect of tbe mrk would involve 
research t o  learn in much mze deta i l  about the c o n q t i o n  patterns of 
danestic co-rs , perhaps at the product level. ?he o t k r  aspect wuld 



L m l v e  design of products for  those c o ~ r s ,  inclucling improvements on 
existing products. This is similar t o  what many appropriate techmlogy and 
technical training ins t i tu tes  haw do=, though they ha= 1 )  terded t o  
focus on producer rather  than c o n s m r  goods, ad 2)  largely lacked a good 
methodology f o r  insuring that b i r  designs could be amxnercialized, 
perhaps because they have tended t o  mrk £ran products toward mmfacturers 
rather  than vice versa. 

Small enternrises have mt vet been widelv studied i n  t t ~  contatts of the 
haxeholds iha t  they are of. ~ a &  systems aralysis  does this for  
agriculture,  treating the farm as a unit that produces a variety of 
products, an3 tha t  has var iws  consumption and investment decisions besides 
those of the farm i t s e l f .  ?his perspective, if applied t o  small 
enterprises,  m l d  help -lain behavior, and the likely response of 
tusimsses t o  various changes in environnent or t o  direct  assistance. 
(Source : Fas s ) 

%ch of the data col lectel  by YSLr renahs a valuable resorce f o r  furtkr 
analysis. ?his i s  particularly t rue for  the Phase It-type data, according 
t o  Fisseha. lb mst f ru i t fu l  areas f o r  h e r  analysis are detailed 
sectoral or  i rdus t r i a l  amlyses i n  areas such as g a m n t s ,  metals or  food; 
~ i m i l a r  to  analysis Fisseha did on £ore--: an3 \.rood products. 



+,ppendix A .  Scope of Work f o r  CooperztSve Agreement 

A. Objective: To m a i n t a i n  an inpor imr appiiea researcn capaciry zhrougn 
Ili chi pan Sta te  Uiliversi zy to assi s t  wvei upi  119 cvu~lrr ies i 11 xne w i l l  
enterpri se development area. 

B e  Scope of Work: Four @or groups of activities are p i an~~eo  u r w r  i;n'i s 
project: (1 i n-depth appl ied research and consul r ing on s a l l  enterpri sr 
developnent; ( 2 )  special swc ies  of part icular  top ics  r ~ l a u c  w w7 i 
enterprises;  and (3 )  an ovetview of research on suall  enterprises,  anu 
prospeczs for a e i r  deve'i opmn-,, and ( 4 )  in iomar io l~  a i  sseni ~ l a r io r~  u l r u d y r ~  

workshops and pub1 icatf ons. These are d i  scussea i 11 turn be1 ow. 

1. In-aepzh appl  i ec  research an0 coi~sul krrcy oil l eri:eryrise 
d e v e i o p n t .  The goal o f  *is s e t  of a c t i v i t i e s  will be a ~ s s i s :  Missions 
and LDC Goveriwenss i n  aesi gtii ng, noni to r i  ng  drla eval ua r i  irb prvjvc cs a i w a  a; 
'Lhe deveiopnent of ma11 e n s r p r i s e s .  Design questions will concern issues 
re lar ing a types o f  assistance needed; selec-;ion o f  i r~uus t r ies ,  firrl rypes 

and  1 o c s t i  ons targeted for assistance; and appropriate S nstiati  onal channel s 
for  the provision o f  iitsi S U I I C ~ .  

Worn o f  *is type wit l & ini t iazeo ar at! reques;; ut' ydr-i icdar krU 

~ i s s i o n s .  I t  i s  anticipated t h a t  a c t i v i t i e s  will be unaeraken i l l  

longer-tern studies of rural m a l l  1 ndusrries (e. g., Egypt, ; m i c a ,  Hor~auras, 
or  Thailand) ; the otner a& c;ountries v i i  1 ptt ones urwre rw sucn l o r ~ y e r - w r ~  
studies have been done, but where inreres t  has wen expressed by AID ilissiotrs 

experience appears t o  be appropriate (e. g., Botswana, I~~dones i  a, Senegal 1. ho __ 
- 

- 

new longer- ten  data  collectiotl exercises are anticipdtt!~,  tiitnough sisr 
on-going survey ac t iv i t i e s  i n  Egypt ( w i t n  field work through Oeceawr 1982) 
will requi re conzi nu i  ng  bacisroppi ng  ana supervl s i  011. 

This project wiil prov5de funaing t o  n a i n u i n  a core s t a f f  o f  ct 

l eas r  3 senior w a l l  i nausrry special I SL a t  l lSU \mu ~ r i  11 ut aval i&le t u  \/or,, 
wiCh sef ected AID nissions co h e l p  iacnri fy appl iea  research requirmenzs for 



1 

aes i  ,gr!f ng, inpl enenti ng  or eval u a t :  ng mall sr~zrrpri, se ?rs j e c x .  The ;~ork: zo 
be funded under a i s  project zo supporc these in-aepch act1 v i  tl'es wi  11 be 

nainly zhe up f rconf  effort& neeaed XI iniriau dppl iea  researtn progrus or 
actf v i  t ies ( identification of data requi reraents, desi gn of swdies, 
recornendations on level of effort, funaf ng luqu~ mlru, aria iaenti ficati on 
of consul tat resources. 1 The csaperabr will a1 locate a tzjnimm of 16 person 
rnonZhs of consul t l n g  tine * t o  '&re actf v i  ties. Spci fi c outpurs 
that d l l  be produced will include reports (research p l u s )  for each coentry 

' selected for in-depth work pmvi d i n g  oefaif s u f  zhe appl iea research srrazegr. 
t h a t  i s  worked ou t  with the mission, and detailed ckscr?'psions and work plans 
for individual sadies  zhat w i  11 oe undertaken. 

- 
Mission add-on funding will be required for the actual impfenentation 

o f  any subsequent appl ied research or consulti trg activities ma= a re  u r r i r a  

o u t  as paTt of these in-depth actirities. Separate scopes of work ana budgets 
will be prepared for the mission hnded activities. These oi ssion fwwa 
activities will be incorporated i n t o  thi s project as u m e n b n t s .  details 
o f  the in-depth activi ries undertaken jointly Kid r;rfssion support vl1 'l be 

* 

i ncorporatcd f n the annucl work pl ans. Fie1 d activi t j c s  dewri bed i n  b e  
anual work plans will be jointly approvea by zhe AID/Y and wission pro~ecz 

- officers responsible for this pmject. 

- 2. Special studies. Dur ing  zhe I'chreeyears o f  ;;he p r u ~ r c r  i r i s  
anticipated t h a t  special studies will be done of panicular issues relating CcO 

the devel opent o f  srall enterpri ses. These s l d i  es brill be fur~cti o~rai 1y 
- 

orl'ented, cuttfng across several countn'es; they will draw on the accunulautci 
fie1 d experience of IlSU =searchers, undenaki ng 1 iui tea  adai ti onal fie1 a worn 
primarily concentrated i n  the countries seltczed for s tudy  under (1 I above* 

- 

Four such studies are pl annea. Three of tnese stuaies (a-c oelow) wi  If oe 
shortcr tern studies requiring approximtely one year each to ccxplete. k 
foum swdy of spa1 7 -scale businesses operatea f r o r ~  t h e  howe (subneaai 119 u )  
will requSre approximately three years for cuqletion. 



processing cosrs  re la t ive  to  t h e  value of loans issued cons t i aze  d 

s i  gr~i f icant  disincentive for ccuwrcial fiirancial ins-ci urziu~is c w s i  urri 11s all 

expansion of lending t o  a l l  producers. By suggesting brays t o  yrc-scmrr~ 
loan appl icarlts, dramring on inforuation concertling yasr sur;cess rdws ~ I I U  

fu-re prospects for  d i f f e k n t  groups of borrowers, i t  shoula be possiole u, 
f a c i l i t a t e  an expansion of lenaing i n  t n i s  area. 

b. Working capital needs o f  m a l l  enterurises. Studies i n  a nunoer 
of counr ies  suggest = a t  e snurtage o f  biorkir~g c a p i u l  --  or"^^ on a srwor)al 
basis -- i a y  constrai r~ the growth of saol l enterprises.  Additional suppl ies 
of working c a p i a l  nay wake i t  possiule for v a l l  pnraucers ix buy inpu;s 
wnS ch a r e  seasonal ly avail able,  spreading thei r production over successive 

t e r n  loans to accmul a t e  inventories of finished products in anziciparion of 
s x h  aeaan3 peaks. 111 utner cases, wrking capi u l  neeas way br associdzeu 
w i 3  the need t o  offer  t rade  credi ts  t o  proauct buyers, or t o  finance lony 
L ~ p p l y  1 i nrs i 11 .be narltezi 11g chanr~el ,c( lpar'iicul dr*lj fur pruaucers uursi w at! 
capital c i ry ) .  More infomation to  be gathered on these issues will suggest 
ways i n  uhi ch increasiug f l  obis o f  crea i t  ui gnz faci l lux u gru\rul i n  

enpl oynent and output anong ma1 1 producers. 

c.  Subco~~tract i r~g.  111 the coutlrries s a u i e a  ro a a u  wruuyrr -&I= 

MSU o f f - f a n  Enploynent Project, a n w e r  o f  cases have been, found o t  

ma1 1 e r  enlerpri ses i n  provincial capi ta ls  and larger flms--ei t h e r  vi zn 
usnufacturi ng or coerwrce o r i  elizatior~-mi 1 1  the capizai c i  t i  ~s , illla uctwe11 

~ 

- _  -. - - 
local nanufacttrrers and ei'cher producers or aercnants overseasc Sucn 
relationships have uany pozential dovanta~ks, i i l  terus o f  ugr pruvision a i  

narketi ng fac i  1 i t i e s  , oppottuni t i e s  for product noai f i ca t i  o n ,  yrovi si 011 oi 

finance or inprvvea proauctiol~ r e c n r i o l o ~  ro mail proaur;rrs. SULII 
subcontracti ng arrangewents e l  so i nvol ve r i sks  or'  exploitat ion,  i 11 view of rhe 



t o  exazi ne op?or,uni ties t o  f a c i  i i : a t e  zhe gru;i";l o f  sucn s u x o ~ w a c t f  11s 
arrangements tmi 1 e seeki rig t o  ensure all equ; =PI e c l i  s t r i  ouri ~ I I  o f  tnt: 

resu'i t i  ng  benefits. 

d. Swai 1 Scal t, Businesses @eratea fr01.1 me i i ~ ~ e .  Ttlis s u c i j  ~i 11 
continue 'che work of Paul Strassann of tiSU t h a t  was Initiated under the 

- Housing Coraponent of rhe Sub1 1 Er~cerpri S ~ S  Apymacnes w Eq1 UJWIIZ PID.,ICL 
. (Phase I). The objectives of ';his three year study of Howe Enzerprfses are:  

(1  ) To estirxtce -j7e incowr ana enpioywn;: genrrdriol~ 
capabf 1i t i e s  o f  a h i l  scale businesses. operated in arla frow aweli ings. Tire 

dcta se% fror,~ Lim, Peru, and Colcubo, Sri Lclrka, can be usea for u~e: 
estimates, as described belou. Some &%a fro3 the former tGU Off-Far,] 
L3;i open'; prujec: will a1 so De useful ana auditiona'i a a a  1.u;~ O r  CU? I~CUU 
f r m  one or lalo new s i t e s ,  or i n  expanaed fern f o n w  Phdse I si'as like 

. Nairobi or Lusaka. 

( 2 )  To provide gr;i ael i nes f o r  i denri f,,i ng  ~ I J U  exect't:'ng 

interventions for stinul a t i n g  enpl oyncnt dnd proauctiviQ' i 11 

dwl1 i ng-enterpri ses .  Whi ch type o f  ousi w s s  in mar xyyt u i  tw i  ynoorrruoa call 
be supported i n  what ~ n n e r ?  Project -sped f i c  strategies can be explored w i g  

&ID wissions, especi a1 1y i n  couurries \mere surveys havt bee11 cmue. 

- 
( 3 To d i  sseni nate thmu gn conferences, workshops and 

--- pub1 icat i  on, for tne benefir of u a e r  oevel opuent prasri t lwrrs - -  par'iicul arl j 
i n  and related to AID- the guidelines and orher researcn findings relazea w 
howe-bcsed u ~ l 1  bus i rwsses. - 

__ _ _ __-_ __ _ _ _- _ _  _- - -- - 

laprovi ng the s b z e  o f  thi s d n  i n  general , a m  ItSU's aoi i i r;, u 
apply i t on behal f of host country and AID project devel opwe~~t neeas i 11 

particular, will increase the potellti a1 enpl ojruenr gwcrari OI,I i u y ~ c i s  ut J 

wide variety o f  AiD-supported prbojects (trai ni ng, c r e d i ~ ,  she1 t e r ,  - inter .  
a1 . j , and I I S U  ' s  resportse capability through i t s  s t a f f  allc .graaLbrt, s'~uuL.~I-&. 

- - 



- - 
- -"t L c - 4  , , d  -. 3 .  3vervie:: o f  S J ~ ; ;  en:erpr*i sc tt!se~rti:,  , .I . , b ;  ijdii;" cis: '~i~ 

the major f i  n a i  ngs ana lessons learned fron I ISU 's  sr&l1 enzerprise reskcrcn 
- 

activi t i e s  in Sierra Leone, bngldaesn, J u a i c a ,  Honauras, i n a i  iarrcj arlu Ewpr;  
- o'cr'Ier countries exmi ned undet heading (1 ) above; and s u d i e s  unaertaken US, 

others, both in the U S A  m a  aproad. .t \roula also explore qwst i  urrs of 
- 

sini lari ti es,  dissimilari t ies,  and 1 i nkages betueen snal 1 rural enterprises 
and :hose f n  uman areas, a1 so being s a d  under zhis Cooperox? ve 

. ,  Agreement. This uoul d resul t i n  a State-of-the-Art paper srrrmarizing nest.  
f i  ndf ngs. 

4 .  Infomati on disseninati on. The cooperator iri 11 orgdtrtze f u u r  
workshops :o disseminate i nfomation and findings fron *&is project t o  kiD 
p r o  j ec? officers anc ocher practitioners i nterestea i n  Sual i Enteryi se  
Developmrt. THO o i  these will be rego~ia l  workshops aesi gnea t o  addrpss 
ma1 i enterprise p r o ~ l  crr~s o f  several cuutlrri es in cl parzicul ~r geoyrapni tel  
region (Africa, Asia, Latin Awerica and the Caribbean, ana me Hear East). 
The omer t x o  workshops will oe designea to u i  sserrritlate ure f i t~a i t~ys  of UIY 

special studies and t n e  final szate of a e  a r t  paper (SOAP 1. Decisions 
regaraing zhe content and rining of wornshops w i  11 be u a e  jointly D) rne 
cooperator and the AID/k' project offi cer, in consultation with nemers o f  a r  
pmject c o m i  ttee. 

i n  aadirion to the uorkshops, ;;he cooperator irill ~e r e s rons l~ le  for - 
reproducing and distributing copies o f  the special studies repohs ana the 

final state of the ar,  paper. F i n d  copies o f  each special swdy ana we 
final SOAP will be subni tted in 10 copies to  the AII)/W project officer. k'iw 
his concurrence, the cooperasot rrill w n s p o n s i ~ l e  for rrprooucitiy up ul 201! 

additional copies o f  .each rep or^ for distribution within AID. 



Qpendix B. Bibliography: Project Documents, Other Documents 
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Items reviewed during t h i s  evaluation are marked with a *. A l l  items i n  
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A. Major Pro ject-Funded Papers 
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* Carl Liedholr, 'Small Scale Enterprise Credit &hems: 
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Rwanda's Private Sectox, " May, 1983. 

Carl Liedholm and Donald C. Mead, "Small Scale Enterprises i n  Africa: 
An QVerviewtm Mimeo, Novenber, 1985, 22 pp. 
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