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Preface
 

growing body of experience and to outline methods of
 

project analysis for the identification, design, and
 

monitoring and evaluation of such projects. In
 
PREFACE subject matter and approach, the manual attempts to
 

strike 
a balance between the level of technical
 

detail desired by the practitioner and the kind of
 

comprehensive overview wanted by the reader with
 

more general interests.
 
This manual is designed primarily for planners,
 

public administrators and project personnel in
 

countries or international agencies implementing or
 

considering a development strategy in which agri
business and rural enterprise projects are viewed as
 
desirable as a policy instrument for generating
 

employment and income. Its objective is to make
 
The last two decades have seen many changes in 

the focus of development programmes and policies, 	 available to pro'ect and other personnel the back

ground and methodology of project analysis necessary
 International donors and developing countries have 

so that agribusiness and rural enterprise projects
become increasingly concerned about the distribution 
of the benefits of economic growth. This concern can be designed, implemented and reviewed effec

rural employ- tively in a wide variety of circumstances.
has brought with it a sharper focus on The
 

manual is intended to be a management-oriented
ment which has led in turn 	to expanded interest in 

not aimed at the narrow interests of
agribusiness and small-scale ruranenterprisest guide; it is 


rural enterprisesofthe , subject-matter specialist and does not attempt
agribusiness andsmall-sale 	 t rvd opeesv eiwo xsigltr
Agribusinesses and rural enterprises of all types

potential to 	provide a comprehnsive review of existing literhave attracted substantial 	attention as 


at entn ad poeil ature and experience, but rather selects from these

havresofattract edubsta al 	 ueu xmlswihwl ihrpoiea
sources of increasedi 1ural cmpioynent and income, 


bothdirctl inthe:elvs examples which will either provide an
ad idiretlythrughuseful

both directly in the-ozselves and indirectly through overview of the field or illustrate viable methods
 

their impact on the smaliL-arn sector. of project analysis. The manual outlines how to
 

Analysts of development have directed a great oftprojectoanalyis. the manalsutlinesihow o
 

deal of emphasis to the apparent conflict between establish objectively the potentials and limitations
 

economic growth on the one hand and social equity on of agribusiness and rural enterpris projects,
 

the other. One of the most important potentials of provides guidel in f deciing whether a project
 

agribusiness and rural enterpi-:se projects lies in can be effective in a given area, considers the
 

their apparent ability to generate possibilities for policy issues relating judging project performance.
to such projects, and
growth with minimal or no conflict with equity suggests techniques for 

gojethis minaorneonsiefl -scale anh r - Because the problems of overt poverty and unem
objectives. Labour-intensive, smal-scale and rela- ployment are so widespread, and likely to become
 
tively efficient enterprise systems exist in most even more pressing, the issues addressed by the
 
countries, and their expansion has favourable manual are cf focal policy and practical importance
 

impacts on employment and 
incomes of the rural in virtually all countries and development agencies.
 
landless and poor as well as beneficial linkages to Addressing these problems effectively will require
 

the small-farm sectort 	 the involvement of many types of expertise and
While all these potentials exist, they are not 	 ability. It is hoped, therefore, that the manual
 

simple to harness: care must be taken in project 	 wilill a need for a wide range of personnel:

in order 	 willafill a rneedfrafwidevlopgeno psnnel:
tobot 	 project staff,
identification, designto ahiee andmanigfulconribtiosimplementation grwthoperational 	 development planners and
 

to achieve meaninaf,-1I contributions to both growth policy-makers at nat'onal and local levels, staff of
 
and equity objectives. Much is yet to he learned icy-aiona nin aniesal lerelicy

about agribusiness an rural enterprise systems in international funding agencies and other policy
making bodies, development 	researchers and teacners,
developing countries anJ how to pronoLe -heir 

and specialised training institutions.
 development successfx'i>',. The purpose of this 


manual, therefore: - -D provide an 
over.-ic of what
 

is known abou' the role of projects to assist agri- B. H. Kinsey
 

business and _ural -nterprises. to 5ummarise .
 



CHAPTER 1
 

INTRODUCTION
ACKNOWLEDGEMENTS 


This work is based substantially upon the prelim- The past 20 years have seen numerous changes in the
 
inary version of a reference manual prepared under focus of development programmes and policies. Many
 
contract for the Agribusiness Division in the Office international donors have become increasingly
 
of Agriculture of the United States Agency for concerned, along with most developing countries,
 
International Development (USAID). This earlier about the distribution of the benefits of economic
 
version was prepared by S. R. Daines, Bryant Smith, growth. This new focus has brought with it
 
William Rodgers and Fred Mann. The audience for the increased concern for rural employment which has in

original version of the manual was taken to be turn led to expanded interest in agribusiness and
 

primarily USAID project personnel. Through the small-scale rural enterprises. Agribusinesses
 
revisions and modifications made for this publica- (which include the processing of food and fibre
 
tion, the intention is to reac a wider group of products, agricultural marketing services and agri
policy makers and programme an< project administra- cultural inputs) and rural enterprises of all types
 
tors, both in bilateral and mut.ilateral development have recently received substantial attention as
 
agencies and in developing countries, sources of increased rural employment and income.
 

USAID supports the revision of this work in the Not only can these activities provide income and
 
conviction that it will promote development, and it employment directly, but perhaps just as important
 
is on this basis that the present version is is the indirect impact they have on small farms from
 
authorised--and justified. Any errors or misjudg- which they purchase produce and to whom they provide

ments in the revision remain, of coo~rse, the sole inputs and services. Agribusinesses and rural
 
resnsilthe revion ofenterprises occupy an important intermediate
theai, 


Thensalthor oldt ie between consumers of farm
athor.epposition farms and 

The author would like to express his apprecia- products, and their expansion can be a catalytic


tion to the Office of Development Information and factr in t i r ur ad e a all
 
Utilization in the Bureau for Science and 
 factor in stimulating rural development at all
 
Technology, USAID for permission to publish the levels. of the recent emphasis in thinking on
manual.Much 


manual. development assistance has been related to what some
 
perceive as a conflict between growth and equity.
 
One of the most important potentials of the agri
business and rur." enterprise sector is in providing
 
growth possibilities without sacrificing the equity
 
dimension. Labour-intensive, small-scale and rela
tively efficient enterprise systems exist in most
 
countries and their expansion can have favourable
 
impacts on the incomes and employment of the rural
 
landless and the nonfarm poor as well as favourable
 
linkages to the aqricultural subsector characterised
 

1 



Introduction Inti'oduction
 

by small farms. 

While all of these potentials exist, they are 


not simple to unlock; care must be taken in project
identification, design and implementation in order 

esig imlemntaton 


to achieve important contributions to both growth 

and equity. Much is yet to be learned about the 


in develo-


idenifiatin,an n oderwill 


agribusiness and rural enterprise systems 

ping countries and about how t provide development
assistance in the most effective'and successful 

wasis Tine themoefective and shisvoluessu
areproject, 

ways. Twin objectives in this volume are to provide 

an overview of what is known about the role of 

activities which could be developed as possible 

components in projects formulated by governments and 

aid agencies and then to outline methods of project 

analysis for the identification, design, monitoring 

and evaluation of development assistance projects in 

this area. 


PURPOSE AND SCOPE C THE VOLUME 


a 

to give the background to 


The purpose of this volume is to serve as 

practical manual in order


and for thetheanaysisofanalysis of ari-oriented
and a set of methodssetoffo mthos agri-


business and rural enterprise projects. The volume
-0 

is written basicaly for -'ree different iroups. 

The first is those who are concernedthe evaluationwith the of
design, implementation and/or 

agriculturpl andtura enterL ie projects. This 

gruwhtr andfiualsefro povrnmntrojets This 

group, whether officials from overnment or from a 

donor agency, is closest to the day-to-day and 
month-to-month operainhL tevel as well as being 

irtimately concerneco with the desin and unding

processes. The second group ot ootentiaL users is 


those who are involved only p3rt time with agricul-


tural and rural enterprise projects. This wuld 

include central and regional staff, as well as aid 


The third
officials involved in proiect review. 

group includes development agency and national
 

government personnel who have only a peripheral 

interest in agricultural and rural enterprise
 
projects as one among many possit:! development
 
interventions. For all these groups, the volume 

should be useful as a guide and a signpost to the 


major issues likely to be pcountered in aricul-


It isndrura! e!tetprds;.(:-- a ma canconsiderable 

Iatisf a mera wnte
ise radif r wthdi it anameaningful 


satisfy the reader with a general interest as yith
wall 

as meet the needs ¢the practitioner with a day-to-

day concern with effective project management. When 

one is directly involved in conductina a cost-


benefit analysis of a project, for example, the
 
level of interest in exploring the technical detail
 
rel o thest hn ill e ge a tait
related to the task at hand will be greater than it
 

be for the reader seeking a broad overview.
 
The v e attemptsdto strie a bla betw
 
The volume attempts to strike a balance between
 
these varying tanvels of interest. While it does not
 

provide a pro ac analyst with the detail of the

.1cookb)ook" approach to designing and appraising a
 

it does intend, for example, to provide a
 
project manager with the necessary understanding to
 

define terms of reference for a project analysis and
 
the background necessary to monitor adequately the
 
work of a contractor engaged in project analysis.
 
The volume, therefore, is intended to equip project
 
personnel with zufficient skills and background so
 
that they can --stematically manage the specialists
 

n n roject identification, design, imple
mentation and evaluation. This is simply another
 
way of saying that the volume is oriented more to
 
the requirements of the project manager (with
 

"management" defined broadly) than to those of the
 
subject-matter speciaist.
 

tus intendedattempt be providea
The volumeguide; ;sit dc",s not to toa management

oreensie iew of existing iterture a

comprehensive review of existing literature and
 
research but rather selects from the literature
 
useful examples to provide an overview or to illus
trate viable methods of project analysis. Technical
 
and theoretical material has been deliberately mini
mised in order to place emphasis on the more basic
 
and practical aspects of project-related work in
 
this area. The reader is cautioned however that
 
simplicity in oresentation (which it is hoped has
 

-. been chieved) is not meant to imply that the
 

p of nn an ting pot to
 
iprocess
of designing and implementing projects to
 

eitr i er easy.
 
either simple or easy.
 

ORGANISATION OF THE VOLUME
 

Chapters 2 and 3 elaborate in greater detail
 
what is provided only as an overview in the fol
lowing section: the major issues which suggest that
 
agribusiness and rural enterprise projects have
 

potential as instruments to promote
 
development. Chapters 4 through 7 deal
 

the apprcilches and techniques useful in the
 
process of pro ect design--from the identification
 
of participatinc groups to the cost-benefit analysis
 
of project com'nentr and overall project design.
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Chapter 8 presents a typology of th kinds of data 

used in the analysis of agri businL:.s and rural 

enterprise projects arid sets Out optional approaches 

for collecting the various types. Finally, Chapter 

9 deals with the critica! issues of implementing, 

monitoring and evaluating agribusiress and rural 

enterprise projects. Chapter 10 concludes with a 

brief summary of the major themes of the volume. 

The bibliography lists useful sujpplemental 

references as well as the works ,cited in the 

footnotes. 


THE SETTING OF RURAL ENTERPRISI; 


Agribusinesses and rural erterprises are small-

to-medium scale enterprises located predominantly in 

nonmetropolitan areas. While they typically process 

agricultural raw mater.als--includi]nu food, fibre 

and forest and livestock products. many do not 

produce any product but instead provido marketing, 

transport or other 3;rvices. To rhe extent that 

larger-scale enterprises in irba. -,r peri-urban 

areas have particulaly stron(I 11ackward links t-

small-scale, labour-intensive --- a! producers !-t raw 

materials, they are ilso include2 *n the sccpe of 

this volume. The central focus .,!-not 0L the 

volume then is or the o'-vision of decelopment 

assitance to indigenou'o sm.-.' ,cale enterprises in 

rural areas, or i'n ur . ar, ut :7-olved in 

processing or distributing a
al pr.lducts. 

Agribusiness an< rural -zierprise projects hold 
significant potenti '- prouoting ;rowth with 
equity. Many of the activities suitc-ole for assis-
tanue in such projects are labour intensive, owned 
and operated by families in p-lority target groups, 
provide employment and income tor landless rural 
populations, and at the same time are relatively 
efficient. The efficiency ol :esource use of many 
of these enterprises implies that scarce _-apitil 
resources can be appropriatelv expended in these 
projects from the point (.f : ow of promoting both 
"growth" and "equity". 


The rural economy in dev' op.nq countries is a 

complex and interknit system. Farms, small-scale 

enterprises, commerce and servi-'es operate in an 

interrelated fashion whethe- ), ,1)t i mo7,,ev economy 

predominates. rrowt'! arnd ,.4:c': opmen' in c, system 

also take place in a inked man,,er, Altho " isj 

fact does not necessarily imoly that .2ac :'sector 

will grow at an even pace. Gr wth may s en froo an
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initiative in a single part of the system and spread
 
unevenly to other components of the rural economy.
 

Almost ill agribusinesses and rural enterprises
 
in developing countries are in the private sector,
 
anj projects seeking tc assist such enterprises must
 
interact with the private sector system. Public
 
sector banking channels, technical assistance orga
nisations and research capability may be critical to
 
project success, yet the projects &re basically
 
oriented toward the private sector. Unlike agricul
tural technology, which has been substantially
 
developed and disseminated through public channels,
 
the technologies which can be drawn upon to assist
 
the development of agribusiness and small-scale
 
rural enterprise have largely originated in or been
 
developed by the private sector. For some develop
ment agencies, attempting to operate with the
 
private sector will be a new experience, and there
 
will be a need to be innovative and to draw on the
 
experience of othprs.
 

Agribusinesses (whether rural or urban, or
 
large or small scale) utilise farm and other rural
 
products as their major raw material inputs.
 
Attempts to promote the development of agroindustry
 
and rural enterprises need to be targeted so as to
 
stimulate the volume and value of transactions
 
flowing along the linkages backward to agriculture
 
and forward to final consumers. Well-designed
 
interventions are ideally situated to draw the
 
system more closely together and to 4-istribute the
 
benefits of growth in one subsector to other
 
segments of the economy by connecting potential
 
producers with final markets.
 

because the focal group of enterprises operates
 
in the private sector and at the fulcrum between
 
agriculture and consumers, it is in a position to be
 
influenced oositively by a very wide range of public
 
policies and--equally but negatively--by the absence
 
of appropriate policies or by contradictory
 
policies. The policy setting is therefore critical
 
and constitutes an essential part of the base of
 
knowledge required in order to design projects with
 
a reasonable prospect of success in improving the
 
lot of the rural poor. Much greater attention will
 
be directed zo this point in the chapters which
 
follow.
 

Further discussion at this level of generality
 
serves little pirpose here, and it is the task of
 
the two chapters which follow to extend and
 
elaborate the issues raised here.
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CHAPTER 2 

PUBLIC POLICY OVERVIEW OF AGRIBUSINESS AND RURAL 


ENTERPRISE PROJECTS 


The last two decades have seen many chanqes in
focus of development programmes and the
polic-ies.-an
 
Internao donr 
 a me anpolicies

International donors have become 
increasunigly
concerned, along with most developing countries,
about the distribution of 
the benefits ;,ising from
economic growth. 
 This riew focus brought with it
increased 
concern 
fnr rural employment which 
in turn
led to increased inte-est 
 riaqribusiness 
and small-
scale rural enterprises. Agribusinesses 
and rural 

enterprises of al' types have ?eceived growing 

attention as potential sources
employment and of increased rural
income. Not 
only can such enter-
prises provide income and 
employment in 
a direct
fashion, but perhaps 
as important also is

indirect impact they 

the 

can have on 
the small farms
from which they purchase produce and 
to whom they


provide inputs. Agribusinesses and 
rural enter-
prises occupy a pivotal intermediate position

between farms and 
consumers and 
can have powerful
and far-reaching catalvtic effects in 
accele-ating

rural development. 


Much of the 
recent 
emphasis in development

assistance thinking has 
been related to 
the apparent
conflict between 
"growth" and 
"equity". 
One of the
most important potentials of 
the agribusiness and
rural enterprise sectors 
is in providing growth
possibilities without 
an equity conflict. Labour-
intensive, small-scale and relatively efficient 

enterprise systems exist 
in most countries and 
their
expansion has favou-able impacts on 
the income and
employment of 
the -ural landless and nonfarm poor 
as
well as favourable linkage to 
the small-scale 
farm 
sector. While 
all these potentials exist, 
they are
not simple to unlock: *are 
must be taken in project
identification, desiw' and -mplementation 
in order
to achieve imoort'.- -- ,tributions tc 
both '-rowth 


Public Policy Overview
 

and equity. Much is
business and yet to be learned about agrirural enterprise systems in developing
countries and about how to provide development
 

assistance in 
ways that will ultimately prove 
suc
cessful. The purpose of 
this volume is to provide

an overview of what 
is known about the role of such
 
enterprises and 
then to outline methods of analysis

for the identification, design, monitoring and
 
evaluation of projects 
intended to assist 
in the
 
development of agribusinesses and 
rural enterprises.
 

FUNDAMENTAL CONCEPTS
 
The termr "agribusiness" and 
"rural enterprise"
 

are used in 
this volume to refer 
to small- and
 

medium-scale rural enterprises (SMREs) located in 
a
non-metropolitan area. 
 Defining "small" and
"medium" is 
difficult, as 
the
implications in almost every country. 

terms have different
 

In Ecuador,
for example, 
"small" has been defined as 
those
enterprises with less than 
$11,000 in fixed assets,

while in Kored the term is used to 
refer to firms
with less than $200,000 
in fixed assets. [1]
Working definitions should ideally include
 

three dimensions-
 number of workers,
and labour intensity. fixed assets,
Small-scale enterprises by
definition would, 
for example, be those with a
maximum of 20 
workers, $5G,000 
in total assets, and
maximum capital costs 
per workplace provided of
$5,000. A workplace should be defined 
as 12 person
months of work, not 
by the number of employees or
workers. Medium-scale enterprises would be those

with a maximum of 150 
workers. $500,000 
in total
assets and capital costs 
for providing one workplace
of $15,000. (It 
should be noted that medium-scale
 
enterprises in 
particular may provide substantial
indirect employment which should be considered when
evaluating 
labour intensity,) 
 These definitions
 
underlie the 
remainder of 
this volume.
 

While these definitions are 
admittedly arbitrary, they attempt to capture those types of 
agribusinesses and 
rural enCerprises with the 
largest

potential 
for the achievement of broad-based

development objectives. 
There is 
a need for
restrictive definitions because of 
the very real
tendency 
in ;ll countries for 
the larger enterprise

to 
be more agile in obtaining scarce resources,
 
money, and other assistance. 
 If there are no
restrictions on 
the types of enterprises to be
included, 
or iF the limits are set so 
that few types
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of enterprise are excluded, the bulk of 
the assis-
tance may be concentrated amIg the 
larger firms
with access to conventional 
forms of assistance. 
 In
this section, the 
use 
c' , ther "small" or "medium" 

on its own should be unuostood to 
include both

small and medium together.
The measure of labour intensity, that is,
capital costs per workplace created, is 

the 

Important


since size and locational characteristics do not
determine the cost 
per job 
for a given enterprise.
Labour intei.3ity, for example, varies much 
mare
widely by type of product than by scale of 
.,pera-
tion or location. 
The potential of rural 
enter-
prises to generate income for the poor is signifi-
cantly different deper'.cing 
*n the type of industry.
This is not to 
say that scale and location are not
important characteristics which should be 
used to
define an area 
of inte--est, 
but only to caution
against the exclusv.-: use of 
chese characteristics
in determining the 1oundariez-, of that 
interest. 

Smaller scale does 
t-nd to incre=se labou-- inten-
sity, [2] rural 
ind,-tries are on the average
more 
labour intensive, yet These averages 
conceal
larce diffe--re-nces-between 
the labour intensity and
income Potential of ,-.'ifferr,. type- of -.7ter-risesas defined by- prod,2cl and service. 
For ,>ample, theamount of capita- equired to provide one 
workplacevaries widely within the SMRE subector. A study inEl Salvador Thdicated that approxnatel one-thirdA

of the small enterprises reqiire less 
than $1,000
per-orker, a.'roxima -ly hal frn two to eight
tim-- as much, ;nz .; :;M,.!! ut no. ',nimportant
numbjer from $8,000-!5,c-o0. [3; Ir is therefore
important to segment thi-
 -j-oup into subgroups, not
only by 
fixed assets and employment levels, but also
accordi•ng 
to their bour inte,.ity in order to
determine which 
set of 
iirms best meets specific
development objectives-


As the size, location and 
labour intensity of
specific industries 
 varies by country, no attempt
will be made to defire or limit thie types of 
indus-

tries to be emphasised. Small 
firms considered for
project support should 
 nitiali" include all enter-
pris-es found in nonmetropo itan areas. Many of this
group will 
not produce Opcoduct, *ut ra--ier providemarketing, transport, 
 , other 'ervices. 
 At least
one-thirl of the pri -ity firms in mast d evelo!_ing
countries wili co;-e .-- th- '3ervice cafv -oryFood, fibre, and *o * '-oce'sing make up almot;t allof the remcining smalV-s.-ale -nterpris,_-,, and only avery small pprcent;l-, consist- of make- -f handi-
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craft products. Firms may range 
from very small,
craftsman-type operations to 
fairly sophisticated
businesses with complex 
internal organisation and
production processes. [4] (See Table 2.1.)
 

THE ROLE OF SMALL- AND MEDIUM-SIZED RURAL
ENTERPRISES IN A DEVELOPING ECONOMY
 

Small firms can play an important role
developing economies, although 
in
 

their ability to do
so depends on 
the existence of 
an adequate environment to support their growth. 
 As the largest
percentage of such 
firms will generally be dependent
on the demand of 
the domestic population for their
goods, their development requires the existence, or
at least the simult, reous development of, 
an
expanding agricultur.-. sector. 
Stagnation or slow
growth in agriculture will generally restrict the
opportunity for substantial development of new or

existing enterprises.


In general, 
the potential contributions which
small- and medium-sized rural enterprises can make
to a country's economy include the following:
first, as the, usually tend to be 
more labour
intensive than 
larger enterprises, the opportunities
for increasing rural e-ployment can 
be enhanced by
encouraging 
the development of small 
firms. 
 As most
developing countries underutilise their rural populations, the reduction of this waste 
of human
resources and the stream of attendant economic and
social ills which 
it carries 
in its wake must
be a first priority. 
Much of the problem can and
should be 
attacked through agriculture directly;
many poor rural 
families rely on small-scale farming
and will benef-t directly from programmes aimed at
expanding and diversifying their production.

agriculture cannot hope 

Yet
 
to absorb all the existing,
and expanding, labour force. 
 Recent research [5]
indicates that 
in Asia the landless and near
landless constitute a majority of 
the labour force,


and the figures approach 90 per cent 
in Bangladesh
and Pakistan. In 
Latin America the landless and
near 
landless are also a majority, and exceed 80 per
cent in 
Bolivia, El Salvador, Guatemala and
Dominican Republic. the
 
At prevailing 
rates of population growth and allowing for net omtmigration 
from
rural 
areas of one-third of the projected population
increase, 
the rural labour force will grow by 
at
least 
 most of
50 per cent in these countries by 
the
end of 
the century. Rural erterprise projects of all
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0 Table 2 .1.--Composition of Rural Nonfarm Employment, Selected Countries [a] 

Sector Zambi-a Nigera India
(1975) (1966) West Tndo- Philip - Rublic(1966- Malaysia nesia pines Trai- Chile Colum- B-azil of Korea wan [d] (1970) bia (1970)
[b] [c) 67) (1970) (1971) (1970) 1970) (1966) 
 (1970) 0
 

(Percentages) 0
Manufacturing 10.4 ) 38.7 15.3e 24.7 34.1 
 30.3 23.0 
 194 33.0 24.1
)49.0 
0
Constru t.ion 12.1 ) 13.6 3.7 4.7 10.7 10.3 3.2 10.4 8.4 14.7Utilitier 
 2.8 n.a. 0.5 1.3 4.4f 0.4 0.6 0.9 1.1 0.4 0.9
Commerce 34.9 25.3 13.6 
 15.3 29.1 15.2 
 ?3.4 11.5 10.1 18.9 12.9
Transport 5.1 
 6.6 4.7 5.6 
 f 9.( . i 4.7 6r 6.2 7.8
 

C rvicesJover!,nent ) 2.3 B .6 25.5 )1 I.7 
)31.3 )19.1 )24.1 
 )22.5 )30.0 
 )26.9 )33.0
Other 
 ) ) ) 6. 1 ) ) 20.6 !7. v ) ) 31.9Miscellaneu.- 3.5  4.7 30.2 14.5  0.6 13.4 25.4 - 6.0 

Total 100.0 100.0 
 100.0 100.0 100.0 100.0 
 100.0 100.0 100.0 100.0 
 100.0
 

Source. D AsnderSOn an9d8) W.2Leiserson, Rural Enterprise and Nonfarm 1_hployment (The World Bank, 
Washington, 1978), p.24. 

a Details may not add 
to totals due to rounding.
 
b Data are for the rural province of Puapula.
 
c Rural districts of 
Ifo, Otta, and Ilaro in Wo!;tecn S.:ate. Data include rural towns.
 
d Excludes rural towns.
 
e Excludes rubber processing.
 
f Data on transport, communications, and utilities are combined.
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In some countries the small-scale farmer makes
twice 
as much in'omu 
from each day productively

worked on his farm as 
he makes from each day worked 
as a labourer, due largely to 
the disparity between
the markets 
for labour and for products. Hence,
farm employment should he 
looked 
to as a relatively
more attractive income-generating activity. 
 For the
landless, more 
income will come to labourt!r-

entrepreneurs in most depressed labt-r-
 market 

situat"ions 
than to labourers alone. Attenti(,r
focused in many has
international development institu-
tions on the plight of the 
landless families who
constitute a large proportion of 
the rural poor, and
probably the poorest of 
-h2 rural poor. 
 More than
one-half of all 
rura poor lack any income-producing
assets other than their ow- labour and are thus
locked into obtaining what income 
they can fr.- the
depressed iabour "-arkets. 
One of the 'argest
potential contributi,ns of the 
very small enter-
prises is 
to convert these landless labourer 

families into small-scale entrepreneurs and allow 

themincomes.to enter produc -ot I-),ur, markets for their
 

in attempting evclusre the 
potential of 

small- and medium-scale
analysts have measured rural enterprises, some
abour productivity, and
finding it significaiitly lower 
in small-scale estab-
lishments, have 
reachted the'ncorrec- conclusion
that they had little income-generating potential
In some countries, 
labour productivity is fonr 
or
five times higher in large-scale enterprises than in
small-scale ones, 
and one might think therefore that
it would be better 
to expand large-sca!e enterprises
and orovide increased benefits to 
the rural poor by
employing them rather than 
to spread inefficiency by
emphasising expansion of small-scale enterprises,
This argument ignores 
two important facts usually
characteristic of 
the rural sector in developing
countries. First, much of the added labour p, ,iuc-

tivity is due to substitution of capital
not i.ncreased for i:hour,labour efficiency, and may resu"' in
larger payments to 
owners of capital, while 

labourers stay on minimum wages. 
 Second, eve 
 t
lower labour efficiln'ieu, labourers ci
ca-,re a
larger share of 
income in 
very small-scale,

labourer-owned-and-operated enterprises. 
 Empirical
studies [6] 
have ind-catted that 
in food, clot-,ng
and wood prcducts, even 
though labour productivity
is one-fourth that of 
Iarge-scale establishments,

net income per worker is 
15-55 per cent higher in
firms with fewer that-ive ,...rs. 
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Fourth, by focusing on the
areas outside of
major metropolitan areas, governments can 
encourage
decentralisation of 
industrial development. Decentralisation is a factor in improved 
income distribu
tion and can contribute 
to stemming migration to
metropolitan areas. 
 The potential of small- and
medium-scale 
rural industry to decentralise the
process and benefits of growth has been found 
to be
particularly important 
in studies of Brazil and
 
Columbia. [71


Finally, these 
firms in appropriate lines of
activity can contribute 
to growth of the overall
 economy by being efficient users of 
capital. Though
the evidence is 
not conclusive, studies 
[8] do
indicate that in many industries, the output per
unit of capital is 
higher for small-scale than
large-scale enterprises. Hence, in 
industries where
this holds true, support of labour-intensive SMREs
will not be at 
the cost of increased output, but
will rather be 
the best means to achieve improved

social and economic welfare.
 

SELECTIVE SUPPORT FOR THE DEVELOPMENT OF SMREs
 

if an underlying dynamism exists in the agricultural sector, small 
and medium-sized rural enterprises will undoubtedly grow without government
efforts. Reasonable support, however, has the
potential to accelerate their development in appropriate industries by improving the efficiency and
effectiveness of 
their operations. Generally,
specific efforts to support 
the development of these
enterprises will 
realise the best results in 
areas
where they enjoy comparative advantages. Trying to
stimulate 
firms which have significant employment
potential but which have 
no advantage vis-a-vis
larger, metropolitan enterprises often proves
difficult, if 
not impossible, and fosters inef
ficiency.


Three primary influences have been identified
which significantly bear on 
the relative advantages

of small and large enterprises: location,
processes, and markets. 
[9] Specifically, it 
has
been argued 
that smaller enterprises are most suited
where factors encourage dispersed locations, where
scale economies are not pronounced or process
advantages exist in 
small-scale operations, and
where markets are small or highly differentiated.
 

Locational influences favouring small and
dispersed enterprises might include industries
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where: a) local markets and high transfer costs 

make localised production more economical (for 

example, prepared animal feed, concrete blocks and 

bricks, ice cream, and soft drinks), b) raw material 

is dispersed (for example, butter, cheese, grease, 

tallow, or wood products), and c) localised 

services are required to ensure timely and flexible 

customer contact (for example, printing, type-

setting, grain storage and milling), 


Favourable influences relating to process 

include those where: a) operations are based on 

localised skills, which may include craft or 

precision handwork (for example, furniture, leather 

goods, and blacksmithing), b) manufacturing opera-

tions are separable (for example, machine shop 

products, castings, and dies and tools), and c) 

operations require simple assembly, mixing and 

finishing (for example. food flavourings, footwear, 

fertiliser mixing, and wood products). 


industries with market influences f.,ouring 

small enterprises would include those with: a)

differentiated products which have low scale econo-

mies (for example, women's dresses), and b) small 

markets which are best served by a locally based 

enterprise (for example, fresh/frozen fish, cotton-

seed oil mills, carts and wheelbarrows). (10] 


In general, enterprises engaged in activities 

in these classifications should enjoy a natural 

advantage. By direct support selectively to these 

SMREs, government or other donor efforts have the 

potential to stimulate those enterprises which can 

theoretically make the most positive contrioution to 

the economy as a whole, 


PROBLEMS COMMON TO SMREs 


The form of government support will vary with 

the problems specific to a particular country's 

small-scale enterprise subsector. Pollowinu Ls a 

general discussion of problems which are common in 

many industries in many countries, although they may 

not be universal. rome of these problems are shared 

by large-scale opera .oc.-s. in general, however, the 

problems are more pronoinced for smaller enterprises 

which, by virtu. of their size, are unable to 

resolve many of them without external supnort, be it 

private or public. 2ommon difficulties include: 


I. Governme* disincentives. 1ne of the most 

serious problems taLOd ,y these e.:Kcrprises is dis-

incentives created -'cugh overnmen Fctions, 
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These can include:
 
a. Distortions in factor prices which
 

result in investment in large, overly capital
intensive operations. Artificially low
 
interest rates and overvalued foreign exchange
 
make purchase of capital equipment more attrac
tive when abundant, cheap labour and scarce
 
capital should favour the development of
 
labour-intensive operations.
 

b. Burdensome rules and regulations,
 
such as those requiring overly detailed
 
reports, records and licensing, which can
 
consume valuable time and may discourage
 
growth, as many of these requirements often
 
become more involved as firms grow larger.
 

c. Taxes and tariffs which favour large
 
firms, giving them artificial advantages in
 

comparison to SMREs, 
and a taA structure which
discourages growth of small enterprises by
 

rapidly increasing taxes once enterprises reach
 
a certain size.
 
2. Management. In many small firms, one
 

individual is responsible for the production,
 
management, marketing and financial operations. The
 
entrepreneur, who, for example, may be a skilled
 
craftsman, often lacks expertise in all of these
 

areas. Although the firm's operations may appear to
 
be fairly straightforward, for example dressmaking,
 
the entrepreneur still has to make decisions
 
relating to each of the above functions, for
 
example, how many machines to purchase or workers to
 
hire, how much money to borrow, and how better to
 
sell his or her services.
 

The ill-informed businessperson can easily make
 
decisions resulting in an inefficient use of
 
resources and thereby seriously affect the enter
prise's ability to compete effectively. These
 
entrepreneurs are often reluctant to accept outside
 
assistance and are unable to identify their specific
 
problems. Many of the other difficulties outlined
 
below stem largely from this lack of specialised

management.
 

3. Technical information. The entrepreneur's
 
limitations are further aggravated by the lack of
 
access to current technical information. Conse
quently, decisions regarding teuhnology, production
 
processes and planning, inventory levels, and
 
related matters are often based on outdated and
 
inefficient practices.
 

4. Marketing. Whereas large firms usually
 
have the staff and contacts to keep abreast of
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market developments, smaller rural firms do not. 

Cons:.quently, their knowledge of new ,_r changing 

opportunities is limited to their en.:rorns. In 

addition, large firms can afford transport and 

storage facilities, advertising and product develop-

ment efforts which at individual SMRE cannot. 


5. Credit. Most small-scale enterprises and, 


to a slightly lesser Jegrae, medium-scale enter-

prises are forced to rely on personal savings, money 

from friends or relatives, and moneylenders. They 

thereforeor findlong-termit diftficuitcredit
capital to obtain working 
needed fc capital

investment on an adequat ornimely basis and on

reasonable terms. 


Formal credit channels a~e often closed for 

several reasons. The general problems faced by 

rural industries, compounded by the lack of 

accounting records, make them r:ore for credit
institutions which risky
can lend to more stkble 


customers. Also, ienJino to smaller rural enter-

prises rather than larger, metropolitan-based
 
industry usually means hijher administrative costs
 
due to the smalier sire ot the loan and the addi-

tional time bank personnel may need to spend in
 
reviewing, monitoring, and assisting the rural 

customer. Banking practf::es further complicate the 

situation. They ofte', require substantial colla-

teral to guarantee the loan, and commercial banks in 

particular are often unable to lend oa a long-term 

basis because most of thei, ;unds are loaned for 

short or medium terms. 


Government policies tend to aggravate the

situation further when appouaches such as those 


discussec above foster ' >e-eeomn"of larger, 
more capital-intensive oerations and thereby make 
them favoured customers, 


6. Raw materiais/equipm,2nt. Large-scale 
enterprises usually enjoy several advantages iC 
purchasing raw oaterials and equipment; they can 
make ulk purchases, have specialised procurement
staf's, and have more political, social, and finan-
cial influence with government and suppliers. This 
affcts!Fa significant price advantage and invaluable 
control in developin. -. untries wher- the supplier 
and sales networks are often inadequtely developed 
and raw materials and equipment are usually i 
chronic shortSocio-cultual[Illfactors. 



7. supply- 5ocio-cultural 
factors may be a se us handicap t t hie *evelopment
of SMREs. The rurale' htreoreneur may be expected to
share his/her rah en relativMs, whch limits 
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funds available for reinvestment; profits may be
 
discouraged by the community, thereby discouraging
 
ambition and growth; leisure time may be highly
 
regarded and consequently efforts are discouraged to
 
utilise equipment at full -apacity, etc. In
 
addition, the social structure in some countries may

be such that an elite can control access to govern
ment, sources of credit and supplies, markets, etc.,
 
so effectively that it denies small enterprises
 
support needed for development. These considera
tions may seriously affect any programme intended to

develop SMREs and should be careful.ly assessed.
 

8. Infrastructure. 
 Many of the less-tradi
tional and larger SMREs requiru access to basic
 
infrastructure such as roads, electricity and water-

Inadequate or unreliable access to such services
 
can seriously hamper or even prevent new growth of
 
SMREs. Hence, external efforts to stimulate rural
enterprises may often follow development of 
infra
structure.
 

THE POLICY FRAMEWORK
 

A public policy structure frames the environ
ment within which small-scale enterpises function
 
in any country, and this framework must be a part of
 
the base of knowledge which the planner addresses
 
prior to identifying optiona project interventions.
 

The characteristics of some of the more
 
important policy areas are discussed in this
 
section. The purpose here is to make project
planners aware of what to look for in reviewing
public policy and of the opportunities that may be
 
available for project interventions at the policya ingbleven.
 
making level.
 

Credit Policy
 

Credit is a tool by which adjustments in all
 
factors of production can be achieved. Thus, public

policies affecting the availability and conditions 
of credit and capital supply to rural enterprises 
and agroindustry are particularly important. 

In looking at credit policies, it is important 
to examine not only those policies that seek to makecredit accessible to SMREs on 
acceptable terms, but
 
also those policies which provide access by large
scale enterprises to capital (often at 
subsidised
 
interest rates) that generally cannot be tapped by
 

16 17 

http:careful.ly


Public Policy Overview 
 Public Policy Overview
 

smaller rural enterprisss. Capital markets in well be financ c 
largely through re-investment of
 
developing countries often are not well developed, 
 savings of the enterprises themselves.
 
being generally limited to the capital city in 
 The point is that credit should not be looked
 
smaller countries, and generally not reaching beyond on as one of the essentials of developing small
 
major regional centres in larger countries, enterprises or in the same category as availability

Although bank branches m. e'ist: in more remote of raw materials, markets for output, manageri3i
 
areas, they exist primarily is deposit-takers and to capability, etc. If these essentials do exist, then
 
facilitate noncredit transactions between the 
 credit may accelerate the growth of enterprises, if
 
hinterland and the capital city. 
 the potential exists. Rural entrepreneurs may not
 

In many cases, large-scale enterprises have 
 lack capital or credit so much as the motivation to
 
access not only to national capital markets but to 
 use resources to develop their enterprises. There
 
international capital markets as 
well. In addition, is ample evidence that credit programmes for small
 
special government industrial pcomotion programmes businesses often can be wasteful of funds, or even
 
often provide special lines of credit at subsidised counterproductive. [14]

interest rates. Such rogrammes usually are admini- Despite the pitfalls, credit may be an
 
stered from one office in the capital city or a important component of a project intervention aimed
 
limited number of offices in other major commerciai at ensuring that the essentials to the growth and
 
centres. Paperwork generally is substantial and development of smaller rural firms are in place.

insurmountable for many small enterprises. Because 
 Credit policies then become important variables to
 
of geographic isolation and the sophisticaticn be taken into account by the project planner.

required to access these special lines of credit, Credit policies generally fall into one of the
 
these firms do not bencit from such procrammes, three following categories:

although they are not fo.mally excluded. Their Credit--Terms. -e terms under which credit
 
situation can be characterised as one of "benign is offered often determine whether or not 
it can be
 
neglect'. Nevertheless, the net result of such useful to specific firms. Tnterest rates, security
 
programmes can often be negative for SMREs, since requirements, repayment terms (length of loan and
 
they enhance the relative? competitive position of repayment flexibility), and purposes to which loans
 
larger-scale enterprisec. [12] may be put are the major policy components 3f credit
 

As credit policies are examined, both in terms terms.
 
of existing policies and apparent gaps for targeting In the past, many developing countries, often
 
credit, it is important to be aware of the potential at the urging of donor agencies, have instituted
 
pitfalls of what has been terned the "need-creed" credit prograrmmes for small-scale farmers and other
 
syndrome. [13] T is common to assume that all small enterprises at subsidised interest rates, that
 
small-scale enterprises need loan funds to purchase is, interest rates that do not cover the opportunity
 
raw materials and equiprent, to finance inventories 
 cost of capital, the cost of administering the
 
and marketing costs, 't.. is
The view that, because credic, and the cost of risk and default. The
 
of meagre internal resources, the small entrepreneur rationale is that small-scale enterpeises are
 
automatically needs outside resources in order to 
 operated by poor people who ought not to be charged

modernise and expand. interest rates high enough to cover the lender's
 

Some assumptions uoon which this need-creed is costs because they cannot afford it, or because they

based may not be valid in specific rural eater- need to be introduced to the borrowing process

prises. Credit pronosals often assume that prior to gradually.
 
the project, there were no stocks and flows in the The concept that poor producers need ;,w

enterprises to be assisted, or that they are so interest rates to be able 
to use credit became a
small 3s to foreclose any realistic alternatives, truism for many credit programmes. More recently,
amany Specialists have marshalled impressive evidence
and that Financial input requirements are relatively ta hsmyntb h ae n htsbiie
 
large and indivisible. However, it often may be the that this may not be the case, and that subsidised
 
case that improvements i:t the output and profita- interest rates may be self-defeating in terms of
 
bility of the enterprise do not require credit, or making credit effectively available to these target

that improvements can occur gradually by a succes- groups. It should be kept in mind that if the
 -
sion of small increme-t _ Incremental change might profitability of the credit investment depends upon
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a few percenLage points of 
interest, the investment

probably is rnot sufficiently profitable to justify

the use of credit in the first place.


The most tellin- argument in favour of charging 

true interest rates is that economic viability of 

the lending institutior cannot otherwise be 

sustained. Even in the case of a state lending

institution, the government is not 
likely to conti-

nuali-y replace the c-'o tal of a subsioised credit 

fund, and it will eventually become depleted. Addi-

tionally, a subsidised credit fund administered by a 

state institution may draw customers from coopera-

tive and other private institutions, thereby putting
these sources ofthee surcg o usiess
crditoutof ordifficult.
credit out of business, or
 
seriously limiting their ability to capitalise and
expand. Once the stat- fund is depleted, the client 

group has access to '-ither the state subsidised

credit nor a private nstitution. Futthermore, even 


if a subsidised credit fund can be maintained at a
 
given level, there is o cpportunity to capitalise 

earnings and ',hereby expand the funds available for 

lending to more clients, 


The project planner should carefully weigh the 

potentially negative aspects of a subsidised 

interest rate before deciding whether or 
not to 

incorporate it into a credit programme. 


There is one instance where subsidised interest 

rates may be used to 
 mprove the economic viability

of lending institutions. Some projects have suc-

cessfully accelerated capitalisation and lending

capacities of coope.-&tlvc lending institutions by

providing funds on conessonalters.oncessionalfuns terms totheuncollected
provdin
o 
 to the 

national level of the organisation for on-lending to

local cooperatives (and in turn to members) at 

market rates of.,interest. In this manner, the 

national level .nati nal levl is to capita-
rgan~sati~nran~ati n isperittdpermitted tocap ta-of 
lise and expV . ser-vicces more 
rapidly than otherwise
 
mould have been possible. At the locai level, more
membership can be served, while at the same time 

improving economic viability of the various levels 

of lending institution. 


Subsidised interest rates 
 lsomna
Subsdisdrtesineretalso may distortdisortthePreferablethe 


purposes for which loan funds are sought and used. 

This may mean that scarce capital supplies are not 


usedin
podutiveway
used hei mot Th usal oleMany
in their most productive way. The usual role
of interst rates--a rationing mechanism for distri-
buting scarce credit 
.e its most productive uses--is
subverted, and other, ess-effective rationig
mechanisms must be sougght. 
 These often become poli-

tical criteria and/or expediency of administration, 

for example, larger loans going to borrowers who can 
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offer better security.

Often, banking and internal regulationsof
 

state lending institut ons e quire
 
iuns require that borrowers
 

pledge some collateral as loan security. Documenta
tion and paperwork involved in meeting these colla
teral requirements, or the lack of adequate colla
teral, will discourage or disqualify some firms. A
 
more f crward-looking lending policy is to emphasise
 
repayment capacity of the borrower based on 
the
income-producing potential of his or her enterprise.

However, for many small-scale enterprises, documen

dation of ing capacity also may be
Alternatives include lending the
on 


basis of reputation in the community and joint liability loans 
to small groups. For example, credit
unions often require a borrower to have one or
guarantors who are credit union members 
more
 

standing. in good
 

The degree of flexibility in amortisation
 
arrangements may have 
considerr7ble beaigo
arran ofente mae effearing on h
the
 
ability of enterprises to make effecive use of
 
credit. Although lending institutions must be
 
aggressive in encouraging repayment, it is also
 

to allow for
 
rescheduling 
loan repayment when unforeseen circum
stances warrant. Often, state lending institutions
have unrealistic and inflexible repayment requirements which do not adjust to the needs of smaller
 
rural firms. This results in defaults that other
wise could be avoided
 

. It also leads to a large

delinquent portfolio. These delinquent loans remain
in many cases because Of Political
 
uncolle n publicae because of
 
collection staff and capability, and the o olack
of
 
collectionostaffoanicapabilityoandfthecorollary
 

small loans.
high cost of enforcing collection of large numbers
 
Such a situation creates problems for the
lender and acts as a bar to further credit by the
borrower. A cerctadsrcl nocdplc
 

forreatin clear-cut and strictly enforced policy
for treating delinquencies in terms of renewal,

collection, forgiveness and bad debt treatment are
both from the viewpoint of the borrower
 
areftrablender
 
and the lender.
 

credit programmes define a relatively
narrow purpose for which loan 
funds may be used.
There is considerable diversity in 
rural enterprises
and in 
their credit needs.
renterprises Also, most cottage-type
do riot distinguish between funds
the business and funds used for used in
family consumption.
 
Too narrow a definition in a credit programme can
 
cesult in lazk of loan placement, or placement
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ostensibly for one purpose while, in fact, the funds 

are used for other purposes. In this respect,
credit policies affecting producers of raw materials 
may have a negative impact on SMREs. For example, a 

credit programme for small-scale farmers which is 
limited to loans fo-! production of staple grains may 

have a neoativc effect on the supply ()f vegetables 
to en enterprise uing th,!m as :aw materials. 

2. Credit channels. P-licies related to 

nromoting different credit channels may be of more
importance in pr,viding access to adequate credit 
supplies than are credit terns. In fact, devising 

workable terms for credit depends to a certain 

extent upon the channels through which credit is to 

flow. 


Non-commecial (or inf,,rmal) channels supply 

nearly all credit to small rural enterprises in most 

traditional econom es. Professional moneylenders, 

traders, raw mater:als suppli rs, family members and 

friends channel -ost non-commercial credit to SMREs. 

Another infona ystem that has received attention 

is indigenous savings and credit, or rotating 

credit, associations or societles. Although there 

are man v variations, these can be defined as a 

group of participants whn mak_ egular contributions 

co a fu!n,. which s given, -n whole -or in part, to 
each member in tirn. [15) These informal associa-
tions appear to provide capital in many countries 


" 
for members to s_ ,t small ru- businesses and 
shops. 

Inrorrma cr. t sy:tLems, ,pecia.y money-
lenders, are often criticisedA 'l-cause they are con-
sidered to h, e:x.loita' 've 'v--. qh charg:',g
unusually nigh interest ua-tes ;However, some 
observers suggest that u !'aets
-;e may be necessary

for the lender to c.:ver t and risks of 
lending money. Tn a,. evw:, , xperience has shown 
that it is exteeI,1e iif -_"cul ,)- formal institu-
tional channels to reach t e pooc, i:s)lated target 
groups served by tnese informal channels. Public 

policy related t) irformoil credit often attempts to 
limit maximum interest ratts that can be charged. 
This usually is not effecive since informal systems 

are difficult t, meitor. 


Par', of the rotivatior for ,estsDlishing formal 
jovei-iment chainiels for crelit is to provide poor 
borrowers with a!, alternative to -eing in the "grip 
of unscrupulous -oneylenders." Yet, informal 
channels )f cred. "ontinue tc -unction. 

An alternative policy choi-e is to sttempt to 
upgrade inform, ' clannels and I nk thrninto 
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supplies of funds that can permit expanded credit
 
availability and result in lower interest rates
 
because of less rationing. There is a case to be 
made for integrating the indigenous savings and
 
credit societies into the modern financial sector.
 
[16] In India, banks organise so-called "chitties"
 
that are similar in principle to these societies.
 
[17] 

Formal credit channels include: 1) state
administered systems such as development banks andspecial credit programmes, 2 ) private channels such 
as commercial banks and finance companies, 3) co
operatives, whether service cooperatives (providing
 
not only input, marketing or other services, but
 
also credit for financing these services) or savings
 
and credit cooperatives (receiving savings deposits
 
from and lending to members), and 4) mixed public
 
and private systems. In the latter systems, public
 
institutions wholesale credit, while regional and
 
local private institutions perform the intermediate
 
distribution and local level retailing functions.
 

Public policies conducive to providing small
 
rural enterprises with effective access to credit
 
when needed and profitable are those which
 
encourage: 1) local control and responsibility over
 
resource allocation, 2) distribution of credit
 
resources through small groups or with group guaran
tees of repaynient, 3) linkage of local institutions
 
to capital supplies within the larger credit system,
 
and 4) rates charged for credit that permit the
 
various levels of institutions involved to capita
lise earnings and strengthen their ability to expand 
credit supplies. 

3. Other credit Policies. Equity participa
tion may be an important alternative to credit for 
some agroindustrial enterprises and other enter
prises embarking on non-traditional undertakings
such as manufacturing a new product where market 
demand depends on recent changes in the local or 
national economy. Instead of establishing a debtor
creditor relationship between the outside capital
supplying institution and the local entrepreneur,
 
the capital supplier takes shares in the business,
 
or builds the plant and supplies the equipment on a
 
Profit-sharing basis, while sharing the business
 
risks involved. In most cases, it is likely that
 
the equity participation is practical only for
 
medium-size, agribusiness enterprises.
 

Credit may be tied to some form of supervision
 
or mandatory management advice. In fact, it may be
 
a wise policy to include training and technical
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assistance for both the borrower and the lund,-r in n r tha
 
credit projects. [18! 
 ete increased on-fdrm consumotion. In that

caseithe impaa n SMREs may not be'positive andIn addition, the inclusion ,)[f ot~ier, noncredit could possibly be negative. t also is possibleservices to small-sca1e borrowers may be mor- seful that arn agrarian reform that creates large-scalein terms of viability and (lrowth than the pr.vision communal or colective farm enterprises could 
of credit. Such services as bookkeeping assistance
 
or skills-focused training are examples o)f important demand bydepresss;ch tenriallocal forms served small enterprises,are associated with centralisedifnon-credit services that can 
and in mdy cases 
 prchasing and marketing and internal distribution
should be oordinated with credit. 
 systems fDc items consumed by farm workers.
Other agricultural polices can affect the 
raw
 

naterials supply and/or product market structure of
i a on local markets as as
smnll enterprises.. Thiswell is true for those depending
those serving broader
 

Present cnditions and expecte' future trends 
 markets.
 
for raw materials andimarkets are of critical Pricing policiesthat establish support prices
importance to enterprises that are Inked either 
 for agriciltural products used as raw materials may
back,4rds or foLwaro.r fo'- both) into the local raise 
their cost-s to a point that destroys market
 
econo-,my or ,i
into the : sector as . iJhole. competitiveness for agroindustries. Or high
Agrarian reform ooli'i 's may ,ve either i._.jatve or support prices -: one product ay cause farmers topositive effects on 
t - size id dyn:nisrr .,, the shift out of tion o another product which
supply and product iorLaorets sirms,
these served or could serve as raw material for agro-


In cases where n previously held in absentee 
 industry.
ownership or concentrate6 in large units is distri-
 Policies of providing agricultural inputs, or
buted to the former landless labourers or share-
 market outlets for farm production, through statecropers, disposable ;ncomes in 
the_local area may owned channels at subsidised prices or costs may
increase even 
if outiu' ,:oes not ;'creas, (or even preclude the establishment and expansion of private
declines somewhat . This is because !or" ,f tht, and cooperative farm input supply and output
total agricultural irceme is retained by ,,cal 
 marketing firms. For example, the practice of
people and spent -s the area rather 'hari I-ing spent marketing fertiliser at subsidised prices through
in th~e capital city or outside the country. Thus, 
 the state-owned agricultural development board in
an ac.-rian reform thet -osults in 
 iothing more than Guatemala resultel 
in considerable difficulties for
income transfer can he expected to ncrease local 
 agricultural input supply cooperatives in expanding
demand for goods and services. If ]roductivity fertiliser sales 
to small farmers until the governincreases also are achieved as 
the result of 
 ment adopted a programme of passing on to the coprogrammes supporting agrrian reform, the 
increase operatives the subsidy margin being applied by the
will be even more substantial. This results in 
an state-owned distribution system. [20]

economic climate that should have a positive impact
 
on those small enterpises that pro vide gc,-ds and
 
services for local consumption. Labour L 
 a Employmen


The positive impact on income of effectivw ... s.and.E tPoliy

agrarian reform is demonstrated by the case o' 
 Labour laws that impose minimum wages and rela-
Taiwa. 
 There the index of farm family incomes tively high levels of fringe benefits are common in
increased in real terms
year from 100 t, !60i , the 15-
eriod illowin,termsrm.me Agrarian developing countries. Where these affect small- and
[19

Further, non-.gricultri a in--

medium-scale rural enterprises, they can seriously
omes Farm ±iam ies 
 limit ability 
to maintain viability and to expand.
increasedi at n even e ,e, ate 
Lrh. !iag, ul- In many :ases such laborer laws exemnpt enterprises
tural inco,les. This ,3 that fl inult of under a certain sle, for example, those with fewer
increased incomes f .,,ajiculture ~',h.,mul - ire effect ( jh than five employees. E-<enptions set at low levelsOf c ,urse, it -cs ,iJ' cn -farm : 1,: may be
:oss ible ncme an important disincentive to expansion bySMREs, even where other 
factors are 
favourable

trans;fern ,_- m aa -. ' form wil e abso rhe. Other legisl.e-on affecting things such as
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unionisation and contracts, severance, vacation and 

disability allowances, maternity leave, pensions, 

funeral expenses, food allowances, clothing, holiday 

pay, etc., all act together to exert an upward 

distortion in the price of labour which may effec-

tively bar a significant percentage of the labour 

force from participation in employment. Although 

much of this legislation .3oes not apply to many 


smal'.er firms, it may well serve as a disincentive 

to expansion because of concern about coming under 

its provisions at some later time. 


Job protection provisions of iamulr aws, such 

as severance pay and disability allowances, often do 


apply to all non-agricultural employment. This may 

encourage enterprises to operate or the basis of
family labour, or limit outside emoloyees to 

temporary work, - orde- to avoid having employeescountries 


quali fy for such benefits. 

Government polie' desined rovde employ-


ment to landless rural families may disrupt local 

labour markets and serve as disincentives to stab-

lishment or expansion, or actually cause existing 

enterprises to go out ot business. This can occur 

when extensive public works projects are ited in
areas where an equilibrium already exists in terms 


of employment levels. f211 For example, small rural 


enterprises were thcught to have been negatively 

affected by the incre±ased and sustained demand for 

emoloyment genera:ed in areas of Gua.emala by 

extensive earthquake rehabilitation construction 

after 1976. 


InternlFiscal and Tax Policies 


. ... . .. a TSmall 


Nationally administered property and income 

taxes probably do not have a negative impact on
smaller rural enterprises in most developing

countries. Small enterprises oten re specifically

exempted from business taxes because of their size 

or organisational form. Or tax administration may

be inadequate to monitor aOr but large business 

endeqsel 


In those cases wnese enterprises and
.'aller 


unincorporated businesses are exempt. by law from 

income or property taxation, z exep level
ne ytion 

could serve as a deterrent to expansion beyond a
 
certain size: or as a eeterrent t,,organising as a 

corporation, thereby foreclosing retolding as a
form of business capioalisation. 


In some countr~ nu'~e'ucipal licence fees, other 


Public Policy Overview
 

municipal rates and fees, and transaction or stamp
 
taxes on purchases and sales documents and contracts
 
tend to be regressive and may constitute a signifi
cant financial burden for small enterprises.
 

In many cases, the most important fiscal
 
policies affecting the competitive Position of SMREs
 
in terms of raw materials and markets may be those
 
that do not directly apply to them. Special fiscal
 
legislation has enacted in a numberIeenof
 
countries for encouraging establishment and major
 
expansionrof large-scale enterprises.
 
and property exemptions for an establishment period,
 
special allowances thereafter, raw materials and
 
equipment import duty exemptions, subsidised
 
financing, and equity or seed capital participation
 
by the state: all have been used in developing
 

to Promote large-scale industrialisation
 
Small, rural firms often are excluded from
 
benefiting from these fiscal incentives because of
 

lack of knowledge or access, or as is more often the
 
case, because such incentives are available only to
 
a minimum scale of operation or employment.
 

In a study of fiscal Policies in Sierra Leone,
 
the impacts on small enterprises were found to be
 
seriously negative. [22] There, certain large-scale
 
firms can qualify for a pckac#of fiscal benefits
 
as follows: 	 - e
 

I. Exemption from ir,ome taxes for 3 to 10
 
years;
 

2. Deferral of depreciation allowances until
 
after the tax exemption period; and


3. Exemption from import duties on :ilding
 
materials for plant construction, equipment, and raw
 
or 	semi-processed production materials.
 

firms cannot qualify under this legisla

tion. They find themselves at a considerale compe
titive disadvantage, especially where imported

production maLerials 
are used.
 

Similarly, the structure of import duties in
 
some countries may work against smaller firms.
 
Again in Sierra Leone, it 
was found that in many
 
cases the kinds of imported products used by small
 
industries often have a high duty relative to many
 
raw materials more common to larger-scale
 

industries.
 

Marketing Policy 

Public policies in most developing countries
impact significantly not only on the markets
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handl ing many pr -Jucts madu iy im,al1Lr enterprises 
but also ,n the ,iarkets for heir raw materials. 

For ,-nterpri ;,S that tr.ie in nr process agri-
cultural rduct, ,vrnmert int, rvention in the 
marketplace, throu,,h direct buying or controlled 
prices, may distjrt prices in a way that discourages 
use of these products as raw materials, or weakens 
the incentive to t-rade in them. Onerous hoarding 
and speculation laws are major deterrents to private 
(including cooperative) sector entry into the field 

of agricultural rvrketing. 


Perhaps one )f the most effective policy areas 
for direct government impact on market opportunities 
for SMREs is in goivernment Drocurement. These 
enterprises often can be reliable and competitive 
suppliers for a wide ranne of _;r[ducts purchased by 
government agenci.-s. Examples include: hospital

dnd office furnigte, school equipment, tools, 

uniforms, and man itemso i
ho o 


Examples of -ubatantial impetus to SMREs 

through governmenlt o'rocurement are found in India,

3otswana, and Le231. f23] 

Policies tha" romote sub:..tracting between 
large and small firn' have ),und-,ee' to be 


" 
effective stimulint 'o thu devo',-.pmernt of smaller 

enepie 'nn-ro
onle.'4 


Government poli.-,:s
provisi,-i, t_,f-o promote subcontractingservices,include brokerage technical 
assistance or qu,ilty control a d dein work, and 
asisltan or'itriay ceontrol a dLoign orkt andfrom 

certain taxinn. -t and impor or export 
exemp'_ions for large tirms to their linkages with 

small- and mediu--scale enterpri :es.


Some cottage industries anc enterprises 


producing for local markets may be unable to capture 
demand beyond the local area. Linkage into the 
larger market is extremely diffi:'alt or impossible 
forassistthem.the Market informationt-) expandmay be marketsenterprise 1-y,, helpful'd lt"cal to 
ais the eterprisen, e l..ack. a
toweve the 

in these cses. Often, however, the lack of aof
 
marketing network to reach into rural areas and 

place products in the wider national and interna-
tional markets limits the usefulness of market

information to SMREs. The establishment of publicly 

owned outlets, rr assistance in organising coopera-


tive marketing networks, constrtate policy options
available to assist in removing th~ese constraints. 


Brokerage and pro-tion functio)n to :nake potential 
urban and internati,'ial wolesale buyers aware 'of orouc elfu,
product opportuntties als.opotuitesalscncan a _ helpful, 

Perhaps the r-:st important stimulus to develop-
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nent Of smaller enterprises is -ffe.Tive and 
expanding local demand. This, of course, is 
inflenced! primarily by general economic pOlicies 
and agricuItural. development policies that improve 
agricultur.l inComes and income distribtitit-i within 
rural areas. Investment in rural economic and 
social infrastructure, and policies affecting the 
terms of trade between agriculture and urban
 

consumers, are important determinants of demand
 
levels and the rate of increase in demand for
 
proddcts produced in rural areas by small and
 
medium-sized firms
 

RegulatorY aqnq_ entive__Structures
 

Health and sanitary regulations, transport
regulations, controls on the movement of goods,

includinq municipal government licer -s and fees for
 

entry and for doing business: all tend to be
 
regressive in nature. Thus, they have relatively

greater negative impacts on SMREs than on larger
 

businesses. In many developing countries these
 
types of rfotyulations do not provide the necessary
 
flexibility to distinguish among different scales of

enterprise and different markets for goods. Often,
enforcemen[ is erratic or the degree of enforcement
 

depends upon fri or extreg payment
deed pnfriendships Or extr3-legal payments.

Paperwork required for compliance with or exemption
 

certain regulations may be only an irritant to
 

a large business, whereas it becomes an excessive
 
burden for smaller enterprises.
 

Regulations surrounding qualification for

special incentives, such as import exemptions,
 

access to foreign exchange, special capital and
 
prog rammes or tenibl inc
 
programmes, even where ostensibly including smaller
 
enteprises, may have eligibilityriciain bma
dicourage or make impossible participation by mnany

small firms. Such requiremen a may include things
 

likenthe availbilityaoffinancial accounts and 
documents, certified audits, income and sales 
Projections, corporate or cooperative form of
business Organisation, etc.
In some countries, laws against hoarding and
 
speculation can be a major leterrent to enterprises
 

that need to store products either for resale or for
Poesn
 
Processing. 

A number of observers suggest that importantfacilitate cestnomto are opruiincentives) for the growth of SMREs aboutthos', that: 

access to information OPPOrtuni 
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ties, raw materials ,.nd markets; 2) assist in 

dealing with governmient offices that regulate or 

offer potential services; and 3) provide management 

and technic; services and training. Effective 

restonses to these needs often are more important in 
promoting growth thai are financial services. [251 

Indirect incentives 31s0 can be effective in many 

situations. This may be particularly true where 

substantial policy constraints exist. In rural 

areas where basic infrastructure for economic and 

social development is lacking, investment in roads, 

electricity, schools, health, and community facili-

ties may be a prerequisite to significant growth of 

small- and medium-sized enterprises. 


Regardless of the particular concept or 

incentive instruments to be promoted, an essential 

condition for successfully responding to the 

development needs of SMREs is the establishment of 

an institutional framework responsive to local 

issues and capable of delivering the assistance at 

the local level, 


Industrialisation,and Salready Internatinal Trade Policy, 

The relationship of past industrialisation 

policies, international trade policy, and the 

development of rural enterprises bears analysis in 

this public policy overview for several reasons. 

First, the strategy of oromoting small and medium-

sized rural enterprises has umergeO out of the 

industrialisation policies pursued by the developing 

countries over the last 25 years, and its place as 

an increasingly accepted strategy can be best appre-

ciated when seen within this broader context. As 

these industrialisaton policies have been, and 

continue to be, intimately linked with trade 
policies, they are presented together in order to 
descr be adequately this broader picture. Secondly, 
for sime activties and agribusiness projects, the 
external sector must be taken into account in 
planning or the potential success will be seriously 
diminished. While traditional cost-benefit analysis
will take so' ": t -. trade pclicy factors into 
accoun, it will rv:t -nsider others which will be 
fundamental to an , :fective intervention. This 
section first outlines the evolution of industriali-

sation policies in .,veloping countr tes and the 
emerging role a5iP.sthen tre.ats some specificof and 
trade policies nec-..sav\y for considerat ion in 
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designing appropriate interventions.
 
After World War Ii, increased attention and
 

international efforts were focused on the develop
ment of the poorer nations. The developed countries
 
had achieved high rates of growth through the spread
 
of modern technology and the development of large
scale manufacturing, so development planners argued
 
that the developing countries could accelerate their
 
own growth by doing the same. Through international
 
assistance and borrowing in international capital
 
markets, developing countries could raise the
 
capital for such industrialisation which would
 
increase productivity levels per worker, permitting
 
incomes to rise. Since, as peoples incomes rise a
 
diminishing proportion is spent on food and an
 
increasing share on manufactured goods, demand for
 
industrial goods would increase as incomes rose and
 
agriculture would assume the marginal role of
 
providing food for the growing industrial work
 
force. Likewise, as agriculture became more
 
productive, the farm labour force released would
 
find employment in the rowing industrial sector.
 

Industrialisation n the developing countries

presented the problem, hoever, that these countries
imported manufactured goods from the
 
developed countries and could not hope to compete
 

with them. The strategy, therefore, was to produce
 
primarily for the domestic market by substituting
 
locally produced manufactures for Laose being
 
imported from the developed countries--"import sub
stitution industrialisation." This, was accomplished
 
by erecting high tariff walls to protect local
 
infan industries from o'. -ide competition and by
 
granting an array of subsidies to sbected firms,
 
especially for the use of capital.
 

The strategy initially stimulated a fair amount
 
of light manufacturing which was relatively labour
intensive and required no large-scale production to
 
achieve efficient levels of unit costs. There was,
 
however, substantial encouragement of investment in
 
large-scale, capital-intensive industrial activi
ties, even in smaller developing countries with 
modest domesti.- rarkes. Such production turned out 
tu be rather i'7ort-intetsive as imported machinery, 
equipment, spare parts, and even raw materials were
 
required. Thc frequent lack of competition and the 
small local market size also contributed to a highly 
inefficient industrial structure as manifested in 
high unit costs. 

SMREs played no significant role in the 
strategy, nor were they intended to. Backward 
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linkages between 
large industri.l 
firms and small, 

rural firms were rnot emphqasised, as large industries 
were not oriented towcrjf the natural resource base, 
skill levels,sectors of or product-ion patterns ofthe econormy. Likewise, plannersother

viewedSMREs as part of the 
hackward, traditional 
sector
which was gradually, diminish in size as the 

made tomodern sectorsubsidiseexpanded, so no concrete
thur .ither. attempts were
 

Small, en t
surs 
 ere 

Smalla r-en
ral enterrises were, 
nesvebrithe less,
in many cases.
affected negativelyThe hign5y importlevel substitution()f protectionpoliciesof 

infant industrial firms, for instance, provided 
a 

monopoly powerfinns to
in small haviisome local mon-,poIy pricest, pay indL1'_.ties, resulting3 fortheir inputs trom 
such industries 
or in having to
receive monopsony determined prices for their output
sold to such companies. In country,one fortheml ometicflor1 esutedin
example, it was lou prcesfornoted
foun,., that the monopoly position of
 
the domestic flour 
rmill esulted
small-scale bakers which in flour prices for
were more than two times
the import price. [261 
 Of course, 
the overall
inefficiency of 
import substitution 
industries also
contributed to 
incre.a.sed 
costs for 
the small rural
firms dealing with them. 


Direct and 
indirect subsidies had the 
effect of
encouraging capita!-intensive and import-intensive
activities and 
techniques 
to the preiudice of
production by smaller firm,, which tends 
to t)e more
intensive 
in the use of 
local resources. 
 In one
study comparing the (:hoice of 
technique 
for textile
production using automatic and semi-automatic

imported and domestic looms, 
for example, it was
found that the implicit -uosidy 
for the more
capital-intensive automatic imported 
looms 
was more 

than two times greater than that to automatic
domestic and many times greater than to domestic
semi-automatic looms,
wit heewa 
 the most
etn],tv labear-intensive, for
subsidy element. 

which there 
wa: 
a net nenative 


import substitution policies, 
in conjunction
with other "eliuity"-iotivated policies, also nega-
tively affect,] agriculture. 
 These effects in turn
restraino(!d 
both small-scale enterprises and 
larger
agribusiness projects because of 
their direct links 
with agriculture. The whol , industria isation 
policy reulted ir a dispindirect tsxation of )ortioate
'ori.u-lture ,, -- tandthrogh :,h mecha-nisms as discriminat )ry 'sisidies, ovIrv u--tion of 
the exchange
tura' rate, hiigh ta riff.sinputs, taxes orn on im-rt-tio agricul-agricultural ",:rts, pri 


Public Policy Overview
 

controls on agricultiral 
 local
 
c'nt mit
foe]d ()nistmpt 

n c T he to subsid ise
 
C•itu. etc. The st-sl-nat ionreduced

itn,
demand for the )ducts of agri-SMREsof _r 


used by farmers and farmfamily labourers as orc nsumption items. inputsFikewise, agribusinesses
had difficulty in many cases in expanding production
because 
of the irnavailabilit, 
of a stable and
 
expanding supp)ly 
of agricultural inputs.
 

In determining appropriatp interventions, the
distortions f!ostered 
by' import substitution have
traditionally been taken
benefit analysis of projects.into account in the cost-
Shadow pricing of the
costs of labour, capita, and foreign excange
 

involves making adjustments for subsidies, tariffs,
and wages, and 
wage distortions 
in the modern sector
to determine the 
true 
costs and benefits to a
country from 
an activity. As 
the method for doing
this is treated 
in Chapter 7, its context 
is only
here. 
 A number of developing countries,
 
however, are 
becoming increasingly receptive
idea of modifying 
some of the mechanisms whichto the
 cause
these distortions, especially the exchange 
rate,
tariffs, and 
subsidy policies, and 
it may be that
some countries might be 
interested 
in an intervention based on creating more 
rational policies in

this area.
 

By the mid-1960s, criticism of the 
import substitution strategy was 
widespread as 
it became
evident 
that equity considerations such 
as employment 
and income distribution were 
little affected by
the growth-oriented industrialisation approach.
of this criticism emerged 
Out
 

two separate strategies-that of export promotion and that of small- and
medium-scale enterprise development. 
While the
former preceded the latter, they have similar
objectives, and in some 
cases are intimately
 

related.
The approach based on the development of smallh prahbsdo 
 h eeomn 
 fsal
contrast 
to that of
and medium-scale rural 
enterprises stands in stark
import substitution

scale industrialisation. and large-
Import substitution 
was
capital-intensive in 
the face of capital scarcity
and widespread unemployment, and 
impcrt-intensive

the use of inputs in the face of 

in
 
foreign exchange
scarcities. 
 SMREs, on 
the other hand, are labourintensive and juicious in the 
use of capital,
 

lcated in 
rural areas, and inseparably intertwined
in the agricultorai sector where much of 
the unemployment and poverty exists and from which 
it draws
 
its raw materials. 
 It has
Smaller enterprises are morebeen suggested that
labour-intensive not
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only because they tend to be involved in the 
production of goods which are inhterntly labour-
intensive, but also because prices they py for 
labour and capital 
are not distorted by subsidised 
capital and nigh wa-- rates by labou;:set union 
negotiations. Likiwise, by providinj increased 

employment and income .aenefits in rural 
areas,

migration to the cities can be influenced and 

employment and inconme distributimr! oals can e 

achieved as small- ai.i2medium-scaLe rural enter-

prises concentrate 
 on those grasps in 

greates: 


A strategy of exoaning the par icipat ion 
 of 

smail firms in thu acnon)y depends n pirt on
increasing the deman! fur the goods and s!rv ces 

these fir-C produce. An increase in demand

their activities will, in turn, depend up--,at 

for 

least 

one of the followin;: I) increasing in,:nmes of 
rural families nd -rvics smallso ti±:t goods - fron 
firms are demanded i' the farm of farm inputs (for

example, farm implements; or farm and non-farm 
family consumption items (for example, clcthing);

2) by forming forward linkages wito larger firms 

generally located in cities
th,: (for example, jute

sacks to a fertiliser plant in iaomtr .;srket

centres); or 3) by selling the increased output of

small-scale firms in new regional markets r 

exporting it to otner count ries. 

This last area 
is the point where the current 

export-oriented strategy and 
a strategy based on the 

devel )ment of small enterprises link importantly.

For many products the '.oal mJ'<. )es ,r-, offer 
any significant opp':tuities to cteprises if they
want to exrand pi or newthe pr,)ction to firms 
wishing to star up. T, some o)f :he.~. firms, 
exporting will otfer 
the only ciable wav 1r 

activities t'; gr-ow. As the relative iminsrtance and 
potential benefit or the, export mark,t will vary

according to the type ,f product, size of country,
and level of development of the sm~i!-enterprise

subsector. und as atue cuntry whole, interventions 
must be tailor-made L fit the unique characteris-
tics of the enterpr-i -_es and country being, assisted.Export promotion activities are important as 
part of an overall economic develpment effort,
especialy f- th nTaller a-d/o oredominantly
agricultural develfe-uno countries. he_<, are many
raw and processed aricultural goodr '- .4hich 
developing c-)untri.s have a comparart_e ,vantage
because of their ibonur-intensity and to-- whicn theincome elastic-ies -,emand are high .especially 


Public Policy Overview
 

in the developed countries--for example, vegetables,
certain fruits, and oilsd plants) which can be 
successfully exported. Agribusiness,
is often emphasised as a way of increasing the 
local
 
value-added in agricultural developing countries.
 
Although these increased benefits can accrue to a
 
developing country, a substantial portion of the
 
processed agricultural goods must be exported 
in
 
order 
to reach economic levels of production or in
 
order to process enough agricultural output 
to
 
affect the agricultural sector favourably. If
 
exporting can be achieved, benefits are received by

the country in the form of lower prices for
 
processed goods and the generation of additional
 
foreign exchange, as well as increased 
 employment in 
the agribusiness and agricultural sectors. These 
processing enterprises not only tend to be labour
intensive (a large percentage of this labour force
 
is women) in and of themselves, but also to provide

increased demand for products that can be 
linked to
 
small-scale producers and/or labour-intensive agri
culture. In addition, they qpawn a host of labour
intensive satellite industries which provide the
 
processing plants with such things as wooden crates,
 
jute sacks, etc.
 

While the export-oriented growth strategy was 
also a reaction to the excesses of import substi
tution, there have been few attempts to link it with 
development o' 
small-scale rural enterprises. As
 
with the strategy advocated in this volume, export

Promotion is based on the recognition that the com
parative advantage of developing countries lies in
 
labour-intensive activities. 
 It is likewise based
 
on the idea that through specialisation in export
able labour-intensive production, both growth and
 
employment ob,_ctives can be achieved.
 

The lack of focus on small- and medium-sized
 
rural firms as a source of labour-intensive goods,

however, can be traced in part to 
the practical

requirements of operating in international markets.
 
For a variety of reasons, developing countries have
 
traditionally traded little among themselves, and
 
the labour cost advantage exists primarily for goods
shipped to developed countries, so those countries
 
are 
the target of export efforts. To market goods

in developed countries, however, requires that 
an
 
exporter in a developing country has the capacity to
 
fill (what are to him) large orders in short periods
 
of time, provide products of a uniform and high

quality, and ensure that 
the products are tailored
 
to the tastes o' consumers in the developed country
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ordering tne go.'Jls. Likewise, the exporter's 	 in the past through donor-orovided financial 
aility t,) market iroducts will depend upon cultiva- support, although it has not been directed toward 
ting and mainttiin contacts with importers in the special problens and requirements of small- and 
developed countries, providing reliable and prompt medium-scale rural enterprises. Such interventions,
service, atnd depir, abreast ofstyl~eoter akepnrairn-ealt of styLecharechan-ges andfixd 	 however, ,will be a virtual requirement for theother iarket infmation--all (if whLch are oz fixed 	 expansion of some type of activities on the part of 
cost to him, regardless of the v,,jume he exports. these enterprises.
 

Thus, exporters will be more interested in dealing
 
with larger companies which can supply major orders
 
and with whom they can make arrangements regarding 	 NOTES 
quality control and adaptation to foreign tastes.
 

The entry problems for small rural firms are I. United Nations Industrial Development Orga
obvious. Quality differences and low quality nization, Technical Services for Small 
production are common characteristics of SMREs. Scale Industry (Uni-edNations, New-Yrk, 1970), 
Enterprises will not have access to information on p.7. -

freign markers, nor can they afford the high fixed 2. World Bank, EmpIoment and Develo
 
costs of entering te foreign market alone; and Small Enter rs. of
 

..	 prises (Washington, 19;,2, p.74.exporters will have little interest in dealing with 
 3. S. Daines and D. Steen, El Salvador Agro
only 	a single small firm. industrial Profile (United States-Agencyror-


These problems are surmountable, however, International Development, El Salvador, 1977), p.66.

through appropriately designed interventions. 4. An ll-country corparison of the composition
 
Research has shown the demand does exist in of nonfarm rural employment shows both similarities
 
developed countries for a large number of labour- and some pronounced differences. See Table 2.1.
 
intensive articles produced by S£iREs and that the 5. Milton Esman et al., The Landless and
 
growth in demand for these qoods in developed 	 Near Landless in Developinq Countries (Cornel Uni
countries is strong. [28] Since the small enter-	 -esty, 17),_
Ithaca, New York_, p.2.
 

prises will not know, however, whether or not their 	 6. Daines, 1977, p.2 6.
 
products are the ones for which external demand 7. See S. Daines, "Analysis of Industrial
 
exists, an appropriate intervention is that of Structure, Technology and Productivity," in The Food
 
conducting market studies in conjinction with such Processing Sector of Brazil (Cambridge, Masachu-
firms to determine their export potential. To over- setts, Massachusetts Institute cf Technology, 1975).
 
come the lack of information, interventions can 8. See, for example, S. Daines, Brazil, El
 
focus on providing services which keep small enter- Salvador, Costa Rica. Agroindustrial roffile
 
prises informed as to market requirements for their 
 (U--n ft- -fe-- rna-o-f-
goods, analyse their production methods to assist in San Jose, Costa Rica, 1976).
 
needed adaptation to market tastes, provide 9. E. Staley and R. Morse, Modern Small
 
training, etc. E>.ually important are interventions 	 Industry for DevelooinjCountries (McGraw-Hill, New
 
aimed at institution building ans] taining in two York, 1965).
 
areas. First, frequently needed intervention ,ill 10. Ibid., pp.112-24.
 
be the fostering of groups of small firms to coordi- 11. Ibid., p.379.
 
nate 	their production, quality leve_-ls, and adapta- 12. D. Kochav et al., Financing the Develop

-
tion to the demands of the international market. ment of Small Scale IndustriT-he-

Secondly, institution building through training will Washington, 1974).
 
often be needed to develop expor-pro)motion firms 13. A termn coined by J. D. Von Pischke for
 
which can interac? vh these groups of SMREs to application to the credit needs of small-scale 
funnel their production into the international farners in "A Critical Survey of Approaches to the 
market, as well a.; keep themn abrea<it of needed Role of Credit in Smallholder Development" (Paper 
market requirement obtain exporc financing, and presented to the Eastern Africa Agricultural
 
deal with the other soecial export:.ng reoJirements Economics Society Conference in Lsaka, Zambia, May
 
of smaller firms. 1974).
 

This type of -i-ervention ha: oee-r :c-,mplished 	 14. See Malcoln Harp-r, "The Employment of
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Finance in Small Biisiness," Journal of Development 
Studies, vol.11, no.4 (1975), p.-6 7 .

15. F. J. A. Bcuoan, "Indigenous Savings and 
Credit Soci:?ties in the Third World," Development 

Digest, vol.16, no.3 (1978), p.36.
 

16. Ibid., p.45. 
17. V. V. Bhatt, "Financial Innovations, 

Transaction Costs and Development," Development
 
Digest, vol.16, no.3 (1978), p.33.
 

18. Richard L. Meyer, "Financing Rural
 
Nonfarm Enterprises in Low Income Countries," 
Economics and Sociology Occasional Paper No.522 
(Ohio State University, Columbus, Ohio, 1978), p.15.

19. Yen-Tien Chang, "Land Ref'rn and Its 
Impact on Economic and Social Progress in Taiwan",
pp.13-16, as cited in United States Agency for 

International Develiloment, r!ibusiness and Rural 
Enternrise Project Analysis Manual (Washington, 
1980), p.14. 


20. W. Rusch, F. Mann and E. Braun, "Rural
 
Cooperatives in Guatemala: A Study of their
Development, and Evaluation of A.I.D. Projects in 
their Support" !Unitid States Agency for 
International Development, Guatemala, 1975). 


21. World Bank, 1978, p.46. Other national 

and local governmen'-projects and services in 
rural 

areas 
also are inpo-tant employers and provide abcut 

20 per cent of all nonfarm employment, 
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CHAPTER 3
 

DESIGNING RURAL ENTERPRISE PROJECTS TO
 
BENEFIT THE POOR
 

The fundamental issue addressed in this chapter is 
how agroindustrial and rural enterprise projects can 
be designed so as to maxinise their benefits for the 
poorer segments of rural societies.
 

RURAL ECONOMIES AND PLANNED CHANGE 

Rural economies in developing countries are
 
interknit systems. Farms, 
small-scale enterprises,
 
commerce and services operate 
in an integrated
 
fashion whether or not they are guided and motivated
 
by a monetary economy. Growth and development in
 
these systems also occur in an interkniz fashion.
 
This interrelatedness does not necessarily imply,
 
however, that balanced growth may stem from 
an
 
initiative in a single part of the system and then
 
spread evenly to other Darts of the rural economy.

[1] The benefits of growth may pass outside this
 
economy to urban consumers or to those in both 
rural 
and urban areas whO5 are already relatively well off. 

Interventions to assist agroindustry, agribusi
ness and agroservice enterprises operate at 
the
 
centre of a set of linkages which reac backward to
 
agrculture and 
forward to final consumers. Such
 
interventions are ideally suited 
to draw the parts

of the system more closely together and to pass more
 
evenly the benefits of growth in segment of
one the
 
rural economy t) the others by connecting producers
 
more effectively with final markets. [21
 

If interventions are carefully designed 
to
 
benefit the poor, they can 
reduce the leakage of
benefits outside the rural economy and to the non-Pooc, but these effects do n'ot occur automatically.If capital-intensive agroindustry draws its raw 
materials from capital-intensive, large-scale farms,
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rural production may ,ovtn displace benefits and tend 
to isolate the poor by closing them out of thesystem rather than driwinj them in. Wile interven-
tions in these pivotal ajroindu,;trja! and rural.
enterprise activities greathave p:tentiail to
increase the welfare of the poor, the design of
projects must be clearly focused on drawing the 
poor, with their labour resources, limited skills 

and entrepreneuria! experience 
into the system.

Common sense i3il past experience lead to seta
of apriori recommendatins which can be applied to 
all types of 
projects and which constitute a check-

list for designers of projects 
to use in testing

each component and pr- jects as a whole. The three 

recommendations below all 
have a common focus of
building on the structure or existing enterprises

and on maximising the involvement of the potr

through the utilisation of their skills, 
resources 

and products: 


i. 	 All interventions should be designed so as to 
focus first on the 
use of the most important

single resourct, available to the rural poor
and nonfarm pocn;--their labour. 


ii. 	 All intecventions should be designed 
so as to 

focus on the second most important resource 
of the nonfar, :-ural poor--their small-scale 

enterprises and the entrepreneurial skills 

they have devel-ped to manage them. 


iii. 	All aqroindust: hal interventions should be 

designed so as draw their raw
t0 	 materials 

from the secor'd mot important resource of 
the agricultue--based! rural poor--their smallfarms and the entrepreneurial skills they 
have 	developed to operate them.
 

As we shai see i-,th, discussion which 

follows, these recommendations mus- be incorporated
into 	consciOu-i 
choices about project design. The 

nonpoor are comparatively agile in most rural and
urban settings. It is they--the nonp,or--who can
usually take advantai e ot new re-.ource:s, new govern-
ment programmes and ircentive schemes, new market 
opport inlties, etc. 1 ,e nonpoor are s whothAle byand large have the skills and mobility to s;hift, to
adjust and to capture the benefits of most r--lign-
ments in the rural economy. Perhaps the best way at
least to reduc- the ,:xisting advantag,.- of the non-
poor is to involve the poor anl their 'msn roes
directly in the intervention itself, 
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FOCIJSING INERVPV1UONS ON EMPLOYMENT CREATION 

There are two basic ways to ensure that agri
b isiness and tural enterprise projects maximise 
their impact on employment creation. The first is 
to focus the project on products with a high labour
intensity, that is, those which require large quan
tities of labour relative to capital and land. [31

The second is to utilise the technologies and tech
niques which art, most efficient as judged by shadow

prices for labo)ur. In simpler terms, the first is 
to favour the production of goods which use large

proportions of labour, 
and the second is to use
 
techniques which utilise high proportions of labour
 
for the production of all goods.


For example, labour represents a higher propor-

Lion of total costs 
in the processing of fruits and
 
vegetables at almost 
all levels of technology than
 
it does in the milling of wheat. Fruit and vegetable products may be 
thought of 
as labour-intensive
 
products compared to wheat flour. Such labour
intensive products should be 
favoured in project

interventions. It is possible to 
process either

fruits and vegetables or wheat with different tech
niques, each 
having a different labour intensity.

Regardless of 
the product involved, interventions
 
should favour those techniques or technologies which
 
are more labour-using or labour-intensive. 
The two

choices--of product and technique--should be
 
focused on maximising employment creation, and
 
further elaboration of 
these choices follows.
 

FavourinI Labour-intensive Products 

Most of th- discussion in the literature on
labour intensity and appropriate technology has
 
focused on differences in 
the labour intensity of

different techniques of production, or what has
 
roughly been termed "labour-intensive technologies".

Aside from the important issue of 
"how" to produce

using more or less labour (which is dealt with
 
below), 
there is the issue of what to produce, or
 
more specifically, what products should be included 
or expanded in an agribusiness or rural enterprise
project. it is rgued here that this choice of
product will as if not morehive much 	 impact on
employment generation willas the choice of tech
sology or how t) produce. Table 3.1 presents a 
measure of the labour intensity of different agri
business products. From the table it can be seen 

40 
41 



------------------ 

Designing Projects 
to Benefit the Poor 


that the two ecamples used a:.,v---cert-al milling and
fruiL and vegetan:)I,- -cessin :--are very different 

in their employmc-n irtt>-nsity. Four and a half
 
ti,les a:o 
 n" w are utt'i , ton
dollar one

fruit and ve_.tabl, processingas are used - :real milling. 'able 3.1 indicates 
that the choice of r:coducts for hich a project wil 
intervene will a fundament(ri influence on theempliyment impact of the funds i 8vesteyi- in the 

project. With this 
 e of lab)ur-intensity, themagnitude of the ran is substantial. Products 

with low labou- ieb nsit, creat! in ar-y cases 
 less
than one-tenth os much employment per unit of output
as do those with ver-y high labour intensity.
Product choice is d project design issue of critical 
imprtance for maximising employcient imnacts.The labou- intensity of !7,ucts shnosld be 

•-xanined in a sysre-ns context which includes the
labour intensity cf both backwari and forwa.rd
linkages; that is, or-oduct labour intensity shouldtake account -)f -he labour intensity rf ,he primary 
agricultural pLoduct (the backward lin age) and thelabor intensity of later stages of processing (the 

forward linkages). instead of aff 
 (tin o nly asingle p:7oduct, any :oroject wil' ,, ne inter-
vening in t -hain that :x'Lcn'_s from 
primary fea product on through, carketing and 
processing to tinal c,)nsumptir,n.Table 3.1 also provides ar 11 c rnaon of this
idea. While cereal ailling is ne ,f the least 
labour-using -' gribusiness -:icvities, aking is59 
among the very highest. If -sa r-,ect were to selectcereal milling as a sector for ]tee'-.eti,)n, the 
p o o r l ab o u r : e rt ,rna n c e o f m i l ' i : sdib beb egadjusted by the high labour performance ,f the
baking industry, which would inevitably be affected. 
But what of tie backward link? From the2 employment
point of view. cereals generally use less labour ascompared to fruit and vegetables. The labour inten-
sity of these different products is not difficultestimate, and product choice can ine used 

to 
as an 

important design feature for ins:-easing the employ-

ment impact )f agr ibusiness ana rural enterprise 
interven t ions. 

Technological__ iice and Labour Itesyis 

The same p'-4,,bct can usually be _roduced in 
different ways, _ach having a different labour 

;ntensity. This manual is 
not plat o - for a long 
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Table 3.1.--Labour Intensity of Agribusiness
 
Production, El Salvador
 

-)rO--L-ce
Subsector Index: No. of workers 

per $1,000 of output 
-

Very high labour intensity 

Sugar 712
Wood products 317 
Clothing 276 
Furniture 
 242 
Baking 
 204
 

High labour intensity
 

Fruit and vegetables 
 170
 
Shoes 
 143
Sweets 
 130 

Medium labour intensity
 

Textiles 
 93
 
Fishing 
 78
 
Tobacco 68
 
Meat products 
 66Coffee 
 65
 
Fish products 
 62 

Low labour intensity 
ii 


Edible oils 39
Cereal milling 38
Drinks 22 

Source: Industriaf Census, El Salvador, 197f.
 

Note: The national average labour intensity is 
100. 

and/or highly technical discussion of the methods
 
for determining what the iost appropriate technology


in any specific case. Where labour is substantially underutilised, its 
market wage 
rate seldom
 

reflects its true economic worth. 
 In this situation 
it is usually more efficient to use more labour in 
production than would be indicated by the relative 
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prices of capita! and labour. Planners of agribasi
ness and rural enterprise projects shold 5e very Table 3.2.--Labour Intensity by Scale of Operation
 
much aware of the need to avoid allowing distorted for Selected Industrial Groups, India
 
prices (import subsidies on capital, etc.) to
 
encourage the use of capital at the expense of--------------------...........-S-a----- -
labour. The question addressed here is how can the 
design of agribusiness projects appropriately favour Industrial Group Small Medium Large 
labour-intensive techniques. 

Scale of o erat ion and labour intensi of . ... 
technoloy. The first practical suggestion is that Grain mill products .41 .22 .13 
project design may favour labour-intensive tech- Miscellaneous food 
nology by choosing to intervene and support smaller- preparations .45 .24 .11 
scale enterprises. Though the precis, structure Tobacco manufacturers .73 .69 .06
 
needs to be analysed for each country, most agri- Spinning, weaving and
 
business and rural enterprise subsectors reveal an finishing of textiles .41 .39 .29
 
increasing labour intensity (for the same type of Textiles [b] .93 .35 .21
 
product) as scale decreases, since smaller scale Sawmills and wood products
 
enterprises tend to be more intensive. Tabie 3.2 (except paper and furniture) .55 .30 .87
 
shown this tendency using data from India. Printing, publishing and
 

!he table shows that, as a genera' rule, firm allied industrinz .36 .29 .21
 
size and labour intensity seem to be inversely Basic industrial chemicals,
 
related, although there are always exceptions. including fertiliser .21 .13 .10
 
Importantly, we neo that firms of similar sizes can Paints, varnishes, lacquers,
 
themselves have substantial differences in labour and miscellaneous chemical
 
intensity, and the degree to which they become less products .30 .12 .07
 
so as firm size increases can also vary according to Nonmetallic miner.l
 
the type of activity. This individuality of charac- products Ib .49 .23 .ii
 
teristics underscores the importance of actual Iron and steel basic
 
analysis based on the country in which the project industries .39 .33 .15
 
is to be undertaken. Metal products, except
 

AP' important issue often raised when labour- machinery and transport
 
intensive technology is addressed deals with the equipment .34 .21 .12
 
efficiency of using labour-intensive technologies. Machinery, except electrical
 
The concern s often that, in the enthusiasm for machinery .36 .21 .18
 
generating employment, efficiency and profitability Electrical machinery,
 
not be forgotten. There are valid arguments which apparatus, appliances
 
could be made supporting the notion that in labour- and sopplies .34 .18 .15
 
surplus economies even some technolog es which do Motor vehicles repair .41 .37 .42
 
not have high private profitability should be Fur products, except wearing
 
supported because they have justifiably high social apparel and manufacturing
 
profitability when the true relative -conomi, value products I] .40 25 .12
 
of resources is used to adjust factor prices. While
 
this acgument .nay be important, it is pronably true Sjurce: Annual Su rvey of Indust--es, ovc.rment of
in many if not most actual agribusiness and rural India, 1965.
 
enterprise proJects that oich an armument i- nvt
 
necessary to support the viability of tabour- 'Junber of employees per 1,000 rupees of
 
intensive technologies simply because the priavue value added.
 
profitability at the more labour-inte;ziv- technolo- h Not elsewhere classified.
 
gies is acceptably high. Table !.3 i laxtrates this
 
point for El Salvador by indicating tWmt private
 
profit margins are actually higher fr the smaller
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scale, labour-intensive technologies. The table 

should not be read as indicating that this is true 

for all agribusiness products or all countries, but 

only that the reverse presumption (that labour-

intensive technologies have lower private profita-

bility) is not generally true. 


Table 3.3.--Profit Margin by Scale of Agribusiness 

Enterprise, El Salvador
 

Net income as a percentage of total 

value of production by number of 

workers per plant
 

Subsector 5-9 10-19 20-49 50-99 100+ 


(Per cent) 

Food products 26 22 21 25 20 
Coffee 44 26 18 22 15 
Drinks 45 39 23 38 36 
Textiles 25 22 27 14 25 
Clothing 28 24 20 21 25 
Shoes 29 28 20 0 34 
Wood products 33 21 9 48 0 
Furniture 29 18 18 27 10 

All industry 30 26 22 24 28 


Source: Jnited States Agency for International 

Development, Aribusiness and Rural Enter-

prise Proe_t Analysis Manual (Washington, 

1980), p.30. 


The implication of the foregoing discussion is 

that one practical project option for favouring 

labour-intensive technology, and therefore increased 

employment, is to select small-scale enterprises to 

support. There is little evidence suggesting that 

such a focus on small-scale firms will reduce the 

efficiency or profitability of project investments, 


Direct intervention to influence the labour
 
intensity of technoloqy. A second method of
 
favouring labour-intensive technolo'', is to identify 

viable labour-intensive technologies and support
 
them directly. This alternative could be accom-

plished in a number of different ways. A project 

could, for example, take existing labour-intensive 

technologies and. using industrial c-Lension methods 
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supplied through technical assistance, encourage and
 
train enterprises to adopt them. Or, where accep
tably efficient labour-intensive techniques do not
 
already exist, research activities could be under
taken to identify and test viable options. Finally,
 
projects could provide financial support for the
 
installation and/or operation of labour-intensive
 
technologies. The support could be either in money
 
or in kind in the form of actual machinery or other
 
inputs.
 

FOCUSING PROJECT ACTIVITIES ON ENTERPRISES OWNED AND
 
OPEPATED BY THE RURAL POOR
 

The objective of focusing on enterprises owned
 
and operated by the rural poor is to harness the
 
entrepreneurial capabilities of this group in the
 
solution of their own problems and, secondly, to
 
reduce the proportion of project benefits which is
 
captured by the nonpoor. Since the rural poor
 
generally own and/or operate only small-scale
 
enterprises, this focus also tends to concentrate
 
project interventions on these small-scale, rural
based enterprises, although such concentration need
 
not be completely exclusive. A second reason for
 
emphasising those enterprises owned and operated by
 
the rural poor is that entrepreneurial returns and
 
profits from these enterprises are captured by the
 
poor in addition to 
their income from labour. To
 

the extent that larger-scale enterprises, not owned
 
by the poor, are the focus of project interventions,
 
the poor will benefit only from wages and not from
 
entrepreneurial returns or profits.


The first part of this section outlines the
 
implications of focusing project interventions on
 

smaller-scale enterprises owned by the poor, or on
 
larger-scale enterprises which may benefit the poor
 
through employment and backward links to poor
 
families in agriculture. The balance of the section
 
examines optional project interventions for small
scale rural enterprises which are likely to be owned
 
by poor rural families.
 

Focusing on Scale of Operations
 

The major benefit of focusing on small-scale
 
enterprises is that the poor capture both the lab6ur
 
and profit incomes. If larger-scale enterprises are
 
the focus, the poor obtain only wages and earnings
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arisinj from backward linkages 
from increasod demand 

for production 
from small farms. The project choice 

should therefore depend on the relative size and 

profitability of these two potential income 
streams. 

If more total income 
can come to the poor from added 

employment in larger-scale firms atnd from the 

increased demand which is generated 
for the output

of small farms than can be obtained in the form of 

labour and profits in small-scale enterprises, then 

the choice should be in favour of tne larger-scale

intervention. 
 if, on the other hand, the labour 

income, profits and backward linkages generated by

small-scale business are greater, the choice should 

be in favou<- of the smaller-scale enterprises, 


The backward linkage of agribusiness and rural
 
enterprise projects is discussed in the next
section; the 
balance of this section attempts to 

deal with the issue of direct income and employment

potentials of 
projects focused on small-scale enter-
prises. 

Benefis from employment an fro frits, t 
is possible that the efficiency of larger-scaleNetenterprises is such thethat rural poor ace better 
off to work in more efficient larger enterprises 
than to own and operate their own less-efficient
 
ones. This does not appear to he widely supported 

by the available evidence and the 
issue should be
examined in each case. The 
reasons why the opposite 

appears to be case below:
the are outlined 


1. Even if larger-scale enterprises 
are more 

efficient, it is not likely that the added income 

would he passed along to unskilled workers in the 

form )f increased wage rates 
as long as there is a 

large pool of unemployed from which almost endless 

additions could be drawn at the mioimum wage.

Expanding the larger-scale operati,)n would result 

principally in expanded numbers 
[n emp1loyment--a 

critically important contrihutior--but not in
increased wages. 


2. Focusing on small-scale eriterprises has
advantage that all of the
the income, wages and profits 

go to the target grout). Some empiirical examples may
be helpful in illustrating this point.

The first exam[ple is sh,).4n in Table 3.4. 

To interpret the taole properly, ii is importan t,,

know that the productivity of bour (grs Val I,-)f 

output per worker) is ive times i : ;'ilb in lari;-

sca'-f agribusiness.s ($6,176) as ; .*w'
1 l-scalle 

enLorp,-ises ($1I!44;. For tl,, f,, 1)Lpw ;:; in 
sectur, the per cadpita income fr,,i la ,u, In,; 
-. -. i ts in ;ma1',- calo enterpris,: 
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higher than 
the per capita income of workers ir
 
larger-scale plants. 
 This means that the labour
 
productivity advantage of larger 
firms largely bene
fits the owners of the firm and is not passed along

to the workers. In many sectors this is not true.
 
in textiles, the advantage is almost reversed;

workers in large firms earn more than 60 per cent
 
more 
income per capita than do the owner/operators

of small-scale firms. From the findings in El
 
Salvador it would appear that 
labour productivity

alone is not a sufficient guide to estimate
 
potential income benefit; 
 the actual net income
 
potential of large- and small-scale enterprises must
 
be examined directly for each potential project.
 

Table 3.4 .--Comparison of Net Per Capita Incomes of
 
Workers in Large-scale Agribusinesses

and of Small-scale Owner-operators, El
 
Salvador
 

income per caPitaSubsector 
 Medium and 
 Small
 
lar :e scale scale
 

(US$) 

Food processing 147 
 229
 
Coffee processing 271 
 215
 
Drinks 
 412 
 2S9
 
Tobacco 
 189 
 89
 
Textiles 
 221 
 144
 
Clothing 156 
 175
 
Leather 
 300 
 232
 
Shoes 
 192 
 323
 
Wood products 122 
 175
 
Furniture 
 222 
 230
 

Ali agroindust.ry 212 
 230
 

Source: IndustrialCensus, El vadorf17]
 

3. Another option could involve 
expanding

wage-earning opportunities in small-scale enter
prises or expanding entrepreneurial opportunities by

attempting 
to create additional enterprises. While
 
incomes of owner-operators in small-scale enter
prises are competitive with incomes of workers 
in 
larger ones, orkers _n small-scale enterprises are 
not comparably .paid. From the data for Guatemala 
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presented in Table 3.5, it would appear :hat the 

income of workers in small-scale enterprises is 

substantially less than that of owner-operators. 

This arises from two factors: first, the monthly 

remuneration of workers is significantly less than 

that of the owners (as shown in the table); and, 

secondly, the number of months worked per year by 

workers is less than that of the owners (not shown 

in the table). While this may not oe the pattern 

for all activities in all countries, it does suggest 

that empirical data are a necessary element to 

support the choice as to whether to increase the

number of enterprises or to expand the existing

enterprises, 


Table 3.5.--Comparison of Monthly Incomes of Owner-

operators of Small-scale Enterprises 

with those of Wage-earning Workers in 

Small-s;zale Enterprises 


Monthly Net monthly Superiority of 

wage income for men owner income 


Sector rate and women over per month 

15 in owner- worked
 
family 


(US$) (Per cent) 

Wood 
products 65 81 24.6 

Textiles 21 32 52.4 
Leather and
misc.

Baking & food 
31 47 51.6 

Eroducts 32 43 34.4 
Commercial 

services 28 60 114.3 

6re-: 	 Ca-cu- ted -by-S._R.-Danes r-o-m data in the 
1978 Rural Enterprise Suiryey by S. R. 
Daines and G. Smith, Ministry of
Agriculture (Guatemala). 


HarnessingEntreRreneu!rial Energy in Existing Small-
scale Enterprises...... rise. 


indicators of
 
Finding that incomes, profits 

and 


output are satisfactory for very small-scale enter-

prises indicates that there is a vast potential for 
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income and employment generation within the -nter
prises owned and operated by the poor themselves.
 
There are, for example, close to 18,000 small-scale
 
industries in El Salvador and some 250,000 small
 
farms, or a ratio of one small-scale enterprise for
 
each 12-15 small farms.
 

The surprisingly large number of small-scale
 
industries relative to the size of the sector seems
 
to be the case in a number of other countries as
 
well. Table 3.6 shows that firms employing fewer
 
than 10 persons account for substantial proportions
 
of total employment in manufacturing in a number of

countries, and it is likely that Lhc figures are
 
even higher than shown in the table because some
 
small-scale enterprises were omitted from censuses.
 

If the number of enterprises is very large, the
 

major problem is likely to be similar to the
 
problems of access encountered in projects aimed at
 
small farners. From the points of view of practical
 
project design, administration, monitoring and
 

Table 3 .6.--Employment in Small-scale Firms as a
 
Percentage of Total Employment in
 
Manufacturing
 

Level of 	employment in the firm
 
Fewer than Fewer than
 
10 persons 50 persons
 

(Per cent) 
Philippines (1961) 76 83 
Taiwan (1961)South Korea (1966)
Thailand (1964) 

46
4370 

605179 

Singapore (1966) 45 65 
Sierra Leone (1974) -- 96 
Nigeria (1970) 94 --

Sorce: 	 H. T. Oshima, "Labor-Force 'Explosion' and 
the Labor-intensive Sector in Asian 
Growth," Economic Development and
Cultural 	Change, 19, 2 (January 1971),

pp.161-83 and C. Liedholm and E. Chuta,
 
"The Economics of Rural and Urban Small

scale Industries in Sierra Leone," African
 
Rural Economy Paper No. 14, Michigan State
University, East Lansing, 1976. 

Note: 	 The use of (--) indicates data are not
 
available.
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institutional implications, 
those projects oriented 

toward assisting small-scale rural enterprises will
be very much like projects for the small-farm 

subsector, 


FOCUSING PROJECTS TO ENHANCE THE BENEFITS OF 

BACKWARD LINKAGES TO 
SMALL FARMS 


Agribusinesses, whatever their type and 

wherever their location, utilise 
farm and rural

products as 
their major raw material inputs,

Expansion of these industries will have important 

impacts on the suppliers of 
these inputs. This
 
section deals with how to 
maximise these benefits
for small-scale farmers. 

Differential Impac ts 
from Expansion or Other 


The first factor which determines whether an

agribusiness project will pass on 
significant bene-

fits to smalI 'arms relates to the nature of the
iriter'vention itself. the
If intervention is

directed at expanding the output from 
agri-

businesses, the 
logical consequence will be to

require more raw material input 
-n order to produce

the output. If the intervention is to change the

technology used by enterprises, t- change profit

margins, to improve management c 
: 	to make any other

change which improves the business without an
expansion in size, it is not 
likely that additional 

raw material will be required and hence 
little
benefit will be passed back 
to suppliers. It should

be noted that there are types of intervention which 

may actually result in 
a 	decreased requirement for
raw materials. One way to 
increase the efficiency

and profit margin of an agribusiness firm is to

increase the conversion rate of 
raw material into 

final product. A feasible agribusiness project

might aim to reduce the waste of 
raw material by the
firm, and 
this may reduce demand rcjr the raw 

material and actually reduce the 
incomes of
suppliers of the 
raw material. Thus, the nature of
the intervention chosen will have 
an important 

impact on the proportion of the benefit which
passed backward to suppliers, some of whom may 

is
be 


small farmers and part of the tarcot 
oroup. 
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Raw Material Intensity of Production
 

Enterprises producing different products spend

varying proportions of their total expenditure on
 
raw materials. This proportion is 
referred to here
 
as the raw material intensity of production. A
project will pass 
a 	larger part of its total benefit
back to suppliers 
if it is focused on agribusinesses
 
with a 
high raw material intensity. Table 3.7
 
presents one way of measuring raw material intensity
for agribusinesses by taking raw farm products

consumed as a percentage of 
the value of output.

enterprises producing soft drink beverages and 

In
 

tobacco products, the raw 
farm product intensity is
 

Table 3.7.--Raw Material Intensity and Proportion of

Raw Material Utilised by Producer
 
Subsector, El Salvador
 
Raw material 
 Per cent of output
 

Sobsector intensity captured by small
[a] scale farmers
 

Coffee
 
processing 56.9 
 6.0
 

Drinks 
 14.8 
 0.0
 
Tobacco 
 21.1 
 8.2
 
Textiles 
 44.7 
 2.8

Clothing 50.1 
 3.2
 
Leather 
 51.7 
 14.2
 
Shoes 
 41.3 
 11.2

Furniture 
 36.7 
 0.0
 

Meat products 72.0 
 19.7
 
Milk products 54.1 
 14.8
 
Fruit 	&
 
vegetables 27.6 
 8.2
 

Edible oils 
 61.7b 
 2.2b
 
Flour milling 66.9b 
 3.3b
 
Baking 	 47.2b 
 2.2b
 
Sugar 	 50.5 
 7.7
 
Sweets/candies 38.4 
 5.8
 

Source: 
 S. Daines and D. Steen, El Salvador Aro
industrial Profile 
(San Salvador: USAID).
 

a Inputs from farm products as a percentage
 
otevp
 

b Imported.
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less than one-fourth as large as in the food- Table 3 .8.--Consumption of Raw Materials in Small Industrial 
processing enterprises. A project in tobacco pro- Units (1969-70), India 
cessing, therefore, would pass a much lower benefit 
back to suppliers than one in foo,1. Even within the 

foci-processing~~~~~~ ~- --------- ~~~~~~ ________ifrecsaelg. scrste
foci-processin g sectors the differences are large. Raw materials consumed by reporting units 
Choosing sectors with high raw material intensity is 

ipratin deinn rjcsfornrasn h Per rupee Per ru
important ndesining projects increasing the Total Indigenous Imported of value pee of 
backward linkages ot benefits to oor.. small-scale added output 
farmers. 

A related problem is the possibility that the (Rupees '000) (Rs.) (Rs.) 
( -

raw material is imorted and that no benefit is 


therefore passed back. Table 3.7 presents examples Agricultural
 
of agribusinesses which have very high raw material implements 6,748 6,64 105 2.02 0.61 
intensities (edible oils and fl-our milling) but Auto 
which will pass on little benefit because their raw ancillaries 8,627 6,778 1,277 2.05 0.59 
farm product is imported. Cycles and 

The overall raw material intensity of small- components 5,856 5,723 133 2.82 0.68 
scale enterprises, including the proportion of Electricals 20,156 12,808 378 1.72 0.60 
imported raw materials, can be seen in Table 3.8, Electronics 4,280 3,272 622 2.37 0.64 
which takes India as an example. Batteries 301 130 170 7.37 0.85 

Light
 
engineering 7,772 6,933 839 1.23 0.50
 

Proportion of Raw Product Supplied by Small Farmers Hardware 3,902 3,410 492 2.33 0.66
 
Steel furniture 2,786 2,765 21 1.48 0.56
 

The raw material supplied to agribusinesses Utensils 3,652 3,652 -- 1.47 0.54 
does not all come from small farms operated by Plastics 4,029 2,789 384 2.94 0.66 
members of the target group of poor. Large farms Rubber products 2,061 1,686 371 0.62 0.36 
may supply a very large proportion of raw materials Scientific 
for certain products. In the event that the raw instruments 2,400 2,008 227 1.14 0.49 
materials are supplied by large farms, expanding the Surgical and 
demand for raw material will benefit the poor only h,.,pital 
inasmuch as they are workers on The laiger farms: eluipment 964 552 412 1.91 0.62 
an employment benefit but not a benefit to small- Paints and 
scale farmers. There are two project alternatives varnishes 6,525 4,500 1,537 4.46 0.75 
which increase the impact of projects on the welfare Pesticides and 
of small farm families: agrichemicals 1,709 693 597 2.32 0.61 

1. Select agribusinesses for inclusion in Soap 2,739 1,994 485 4.42 0.79 

projects which process those products for which Hosiery 8,631 8,631 -- 6.80 0.78 
small farms predominate in primary production. Printing 3,081 444 263 1.96 0.54 

Since there are large differences by product in the Food processing 1,374 1,339 34 2.11 0.60 
proportion of output which is produced on small Timber-based 
farms, it would initially appear that a viable way industries 612 612 -- 2.62 0.71 

to increase the benefits accruing to small-farm Sports goods 3,010 2,610 400 2.37 0.64 
families would be to choose agribusinesses which
 

process traditional small-farm products. Table 3.9 All industries 101,214 79,972 8,750 2.00 0.61
 
presents an example of such a computation for El
 
Salvador in which the small-farm share of production
 
for each of the raw material types is indicated. Source: National Council of Applied Economic Research, Study
 
The obvious implication for agribusiness projects in of Selected Small Industrial Units (New Delhi, 1972),
 
El Salvador is that, even if small farms cafture p.62.
 
their proportion-,! share of demand for raw product,
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Table 3.9.--Small--farm Share in Primary Production,

El Salvador 


Subsector 	 Small-farm share of 

primary production 


(Per cent) 

Non-food processing 


Coffee processing 13.1 

Drinks 
 0.0 

Tobacco 
 48.2 

Textiles 
 8.0 

Clothing 8.0 

Leather 
 34.2 

Shoes 
 34.2 

Furniture 
 0.0 


Food prncessing 


Meat products 34.2
 
Milk products 31.7
 
Fruit F,vegetables 37.5a 

Flour milling 	 30.5b
 
Bakery products 30.5b 

Sugar 18.9 

Sweets/candies 18.9 


Source: Agriculture Census, El Salvador, 1970. 

a Part imported. 

b Most imported. 


less than one-third of the total demand would be 

supplied from their production. The backward link,
 
while not unimportant, is relatively small. This
 
pattern for El Salvador, of course, should not be 

assumed for other countries. It does emphasise,
 
however, the importance of measuring the backward 

linkages for each country to determine the potential 

of agribusiness projects to benefit small-scale 

farmers. It should additionally be noted 

that even though the average backward linkage is 

small, the differences by product are large. Coffee 

processing would pass a much smaller proportion of 

its total benefit bc-kward (less than half) than 

would tobacco or meat products. 


The fact that small oroducers will not likely 

capture their proportionate share would reduce the 

impacts indicated in Tablc 3.9. barge-scale farmers 

ar: more institutionally agile, and are viewed by 
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processors as being more stable and capable of
 
supplying a higher quality product. It is therefore
 
likely that, given a choice, most agribusinesses
 
would choose the large-scale farm suppliers.


2. Arrange the project so that part of the
intervention 
itself structures the supply of 
raw
 
materials so as to place small-scale farmers in a
 
position to supply them, or at least raise the
 
probability of their being in such a position.
 
Using cooperative mechanisms for processing in which
 
farmers actually own and operate the agribusiness is
 
an extreme example of how a project could accomplish
 
this restructuring of supply. 	 A wide variety of
 
subsidies, institutional arrangements and conditions
 
can be envisioned which would accomplish the same
 
thing. Locating agribusinesses in geographic areas
 
where small farms predominate, 	using the agri
business as a channel for small-farm credit.
 
extension of technical know-how, transportation of
 
produce to processor: all may 	serve this function.
 

Assessing the Net Potential for Small-scale Farmers
 

Raw material intensity and share in supply
 
interact to determine how much 	of a given expansion

of an agribusiness will be passed backward to small
scale farmers. The last column of Table 3.7 
illus
trates the net share of the value of output from
 
agribusiness enterprises passed on to smal--scale
 
farmers. This type of table illustrating net impact

could be very useful in heloing project designers
choose the products to include 	in a project so as to
 

maximise benefits for small farms.
 

SPECIFIC TYPES OF INTERVENTIONS
 

The discussion so far in this chapter has dealt
 
with a framework for choosing interventions which
 
will maximise the benefits of agribusiness and rural
 
enterprise projects for the rural poor. The discus
sion here deals with the types of interventions
 
themselves and provides a short description of each.
 

1. Training. Short-term courses, on-the-job

guidance, self-education aids and preparatory
 
training are some of the more common means used to
 
transfer relevant technical or managerial informa
tion. Instruction in basic accounting, marketing,
 
production, finance and organisation can enable the
 
manager to improve his/her operations. Short-term,
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on-the-job training 
tends to be most useful when it 

is directly relevant to the entrepreneur's business 

problems. In addition, as small firms are often 

hard-pressed to release key individuals who could 

benefit most from training, courses which are most 

effective tend to be short and followed up by on-

site visits. 


A SMRE (small- or medium-scale rural enter-

prise) requires skilled labourers. Formal prepara-

tory vocational training can contribute 
to the deve-

lopment of a more skilled labour force. In most 

countries, such training is acc,rllished through 

apprenticeships or 
the like whi,-', although effec-

tive in transmitting skills, may perpetuate ineffi-

cient practices. Courses attuned 
to local employ-

ment opportunities can equip students with new or 

improved skills 
and thereby improve the performance 

of the SMRE. 


2. Research services. Techno-economic 

services, which are often included within one or 

more 
existing government or private institutions, 

often include Economic research, 3uch as general 

statistics by industry, market surveys, and 
industry 

feasibility stldies, and technical research on pro-

duction process-s and appropriate or modern tech-

nology. As the objective of such services is to 

provite the necessary knowledge fo-r 
the entrepreneur 

to make well-irfocmed business d.ecisions and 
the 

government to improve policy affecting 
that entre-

preneur, the rEzearch services must be closely 

attuned to the needs oi the coun-
 /'s SMREs. It is 

therefore important t-. establish '<ffective communi-

cation with organisations such as extension services 

with the specific 'ieeds of target industries and 

which can assist 'n disseminating relevant infor-

mation. 
 Some research services which have been 

included within ot,:anisations witL wider responsibi-

lities have suff't..' due to the ifw :priority given 

research relative t') cther tasks. 


3. Advisory services. Manac,orial and 

technical advice in all critical 
areas--marketing, 

production, accountings, managemen' and finance--is 

usually offered througn a variety of mechanisms. In 

some programmes, the government Oevelops and 

supports an extens ,r'service within an existing 

body such as a department of industry. Unfortu-

nately, government bodies have frequently been 

unable to recruit and retain highly qualified 

agents; civil -et., _ regulations limit sailries and 

promotional oppcr*unities, and those with raal 

business acumn-- usually go into business for them-


selves. In addition, many governments have been
 
slow in committing adequate resources to technical
 
assistance agencies, 
thereby seriously handicapping
 
their ability to service SMRE entrepreneurs.
 

lo get around these problems, some programmes
 
have assisted in developing and/or funding both
 
noiprofit and profit organisations which provide

technical assistance alone or in combination with
 
other services. For example, technical assistance
 
services have been included 
as part of the function
 
of credit institutions. This arrangement can
 
increase the incentives for the consulting group to
 
provide useful and effective services so as to
 
improve the probability of being repaid, but it can
 
also reduce the credit institutions' objectivit in
 
reviewing loan applications.
 

Whether public or private institutions provide
 
the assistance, rural industry is not always eager
 
to make use of it. 
 For a variety of reasons, there
 
is frequently resistance 
to part or all of the range

of services offered. To ensure that services are


f adequately utilised, the project 
should be designed

I to minimise these difficulties. For example,
 

technical assistance could be oriented 
toward newer
 
industries which tend 
to be more receptive to
 
outside advice: or cradit components could be made
 
available to businesses which decide to use the
 
technical knowledge provided but which need
 
additional funding to do so.
 

When the difficulties in encouraging rural
 
industry to !,se technical assistance have been mini
mised, those services which are specifically
 
tailored to the entrepreneur's operations can be
 
extremely usefu l in identifying and solving specific
 
constraints. Some of 
the more useful technical
 
assistance programmes have been implemented by
 
larger firms dependent on small suppliers under
 
subcontracting arrangemencs.
 

4. Credit programmes. Rural entrepreneurs
 
frequently identify credit 
as their primary problem.
 
Although in many cases credit is 
a major constraint,
 
there are often many other problems as well. Conse
quently, pro'rammes offering credit alone are not
 
often effective 
in addressing the other constraints.
 
Hence, although credit needs clearly should be
 
examined, other factors should also be 
reviewed and
 
perhaps included as project components.
 

Facilitating the flow of credit is a multi
faceted task. If efforts to change policy or
 
improve capabilities of SMRE entrepreneurs are suc
cessful, those enterprises may become more attrac
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tive customers for commercial or development banks. 

Macro-level policies in particular have a sig-


nificant, if not the dominant, influence on lending 


activities. One of the first steps should be to 

ensue tat uchpolciesdoiscimiate5.
ot 


ensure that such policies do not discriminate 

against the smaller, labour-intensive enterprises, 

Any government intervention should direct credit and 

other resource allocations in the direction of true 

scarcity, although identifying the critical vari-

ables to achieve this has proven difficult. 


A more direct approach provides concessional 


loan funds for long-term and working capital which 

allows sufficient spread to cover increased adminis-

trative costs, loan defaults and even technical 

assistance. These funds can provide the lending 

institution valuable experience in lending to a new 

group -f customers, can assist in getting certain 

rural enterprises started, and can provide the Dadly 

needed working and long-term capital often needed in 

the rural sector of capital-short tuconomies. 


Provision of such funds, however, may represent 

only a short-term solution. Unless the costs and 

risks in lending to SMREs ;-re reduced, the lending 

instit:ucions may not be 3ole to maintain a viable 

SMRE programme once :oncessional funds ae no longer 

available, 


Another direct approach is development of guar-

antee schemes to make the higher risks more accep-

table to lending institutions arid to encourage them 

to ease their collateral requireme7 ts. Experience 

indicates that such schemes should minimise the time 

and effort involved for credit institutions to 

obtain government guarantees. While guarantees can 

reduce risk, however, alone they do not always 

provide adequate incentive for private lenders to 

get involved in a new and still relatively unattrac-

tive area of lending. Also, if not carefully 

designed, they can result in a costly review process 

at two levels, that of the lending institution and 

the government body providing the guarantee. 


Another approach to improve the capabilities of 

lending institutions which express reluctance tc 

move into this area because of lack of trained 

personnel. Technical assistance can be directed 

toward developing bankers' skills in credit analy-

sis, monitoring and packaging to enable them to deal 

effectively with smaller, rural customers. 


In countries where banking facilities are 

situated far from potential SMRE clients, other 

mechanisms may be employed to identify customers and 

establish contact between the borrower and the 


I
 

I 
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lender. In addition, policy or government
 
controlled incentives can be used to encourage
 
movement of lending enterprises to rural areas.
 

Facilitating procurement of raw materials
 
and equipment. Several approaches are possible
 
here. First, basic policies affecting the scarcity
 
of goods, fcr example those related to inflation,
 
foreign exchange Lnd capital formatiGn, should be
 
reviewed to avoid any unnecessary shortages.
 
Second, concerted efforts to improve the efficiency
 
and effectiveness of the purchasing and distribution
 

system must be made. Increased availability of
 
information :n supply and demand conditions can
 
minimise the vulnerability of smaller rural entre
preneurs. Specific training in inventory planning
 
and control can improve distributors' and entrepre
neurs' performance. Efforts can be made to
 
encourage independent distributors to operate so as
 
to minimise monopoly control of supply channels,
 
although care must be given to avoid fragmenting
 
distribution functions that require a minimum scale
 
for efficiency. Also, purchasing organisations such
 
as cooperatives can be formed to allow for the
 
economies of bulk purchases. Such organisations,
 
however, should not be regarded as panaceas; they
 
will not remedy problems resulting from poor distri
bution or scarcity. Also, a cooperative-type
 
arrangement may encounter problems in attracting
 
trained managers.
 

Medium-scale operations relying on small sup
pliers can in particular improve purchasing through
 
establishing incentives for a steady, adequate
 
supply of raw material. Contracts, for instance,
 
allow greater price stability to both supplier and
 
purchaser and offer an assured market to the
 
supplier, thereby encouraging his participation.
 

6. Marketing aids. Aside from training and
 
advisory services directed toward improved
 
marketing, other approaches include improving the
 
flow of market information, strengthening associa-


Iions and/or providing government or cooperative
 
outlets for goods.
 

Better market information has often been
 
included as part of the research service function.
 
The government can perform market analyses or
 
compile trade directories. In addition, efforts to
 
encourage industrial associations or private firms
 

to adopt such responsibilities can also be made.
 
Publicly owned outlets have frequently been
 

established to purchase exclusively from small
 
and/or rural firms. Many such efforts have met with
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substantial difficulties due to poor planning and/or 

to the nature of most government-run operations. 
Government-opera.t2d outlets tend to be less able to 

make business decisions quickly and to provide 
incentives to ma.tagers to ensure aggressive selling. 


In state-run economies, however, or where the
 
government takes on this responsibility, the
 
apptroach could be one of providing management, 


technical assistance and/or training.
 
Another approach, somewhat similar to subcon-


tracting, includes facilitating cooperation between 


small and large firms. Large wholesale or retail 

operations can provide valuanle market information 

and outlets for small firms and often provide 

technical assistance and credit. Exchange of infor-

mation through clearinghouses or )ther means can 

enable firms with complementary needs to identify 

one another. 


7. Subcontracting. Subcon racting is gener-

ally used - refer to a relatinnsiip between large 


and small indust er- where the snaller firms manu-

:acture parts an! components or perform processing 
and finishing operations needed by larger firms. 


Informatioi exchanges on the needs of larger indus-

tries and the specific capabilities of SMREs facili-

tate development of these mutually beneficial rela-

tionshios. Comumon mechanisms include development of 

clearinghouses c- utilisation of technical assis
tance agunc:es to channel information. A large firm 
usually chooses to subcontract when it is uneco-

nomical for itt .rform the function itself (for 
example, wher ti. volume demanded for c, specific 
part does no ju- v.y uurchase and operation of 
necessary equipment> or when government legislation

prohibits its operation in speciLic areas.


To establish a viable relationship, the smaller 


supplier must operate efficiently and produce gcods 
of reasonable quality. In many subcontracting rela-
tionships, the large firm provies ome technica 
tinshipsan helargesirnce proides e ehil 
and managerial assistance, wh i'v can be highly 
effective due to its specific :-ature, and may also 

provide credit.
Subcontracting relationships can offer the

small firm a more secule outlet and can signifi-


cantly improve access to marketing information, 

thereby allowing increased responsivene.cs. As over-


* 
dependence on one purchaser reduces the small firm's 

flexibility and limits control vr price and 

related facto-s, the smaller enterprise must eval-

uate the r--sKs and returns for itself. 


Given that the larger private firms can provide 
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product-specific assistance and have a financial
 
stake in ensuring adequate supply, and high quality,
 
it is reasonable to expect that smaller firms may
 
benefit more from improved commercial contacts than
 
from most other forms of assistance.
 

APPROPRIATE TECHNOLOGY
 

A theme which has received increasing attention 
has been the need for more appropriate technologies 

in development programmes. Over the past 15 years, 
it has been recognised that technological options 
have to be examined and chosen with greater care to 
ensure that those most appropriate to local factor 
endowments are selected. In terms of most develo
ping countries, of course, this generally means 
technologies should be employed which are intensive 
in the use of abundant factors (labour and natural 
resources) and which economise in the use of scarce 
resources (capital and highly trained personnel). 
Appropriate technology (AT), however, has come to 
mean many things to many people, and there are 
numerous issues unresolved with regard to its 
practical application. This section examines some 
of these issues and their relationship to small
scale rural and agribusiness projects. 

Background to the AT Approach
 

olitical, economic and institutional factors
 
have all contributed to the use of inappropriate
 
capital-intensive technologies in developing

countries. From the economic side, inappropriate

technologies received encouragement from both
 

development planners enamoured with the industiali
sation and modernisation strategy as well as local
 
policies implemented for both political and economic 
reasons. Both of these factors led to the artifi
ca asn ftecs flbu hog iiu 
cial raising of the cost of labour through minimum 
wage and social security laws and the artificial
 
lowering of capital costs through interest rate
 
ceilings, tariff exemptions for imported capital,
 

etc. Following the signals of the market place, the
 
private sector was encouraged to adopt capital
intensive technologies in cOeveloping countries.
From anchnotog is pin t oevinw t e s
 

From an institutional point of view, it was 
natural for international lending agencies and local 
development institutions to defer to engineers and 
to large companies which could deliver familiar and 
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tested techniques with a minimum of risk and 
in a 

short period of time with reliable servicing. Since

the companies were themselves most familiar with 

"modern" techniques developed in the context of the 

industrialised countries, and since 
leaders in 

development institutions in 
LDCs were often educated 

in countries where such techniques were taught, the 

bias in favour of capital-intensive processes to the 

prejudice of local 
labour- and natural-resource-

intensive techniques was quite natural, if somewhat 

irrational. 


There were, however, additional factors contri-

buting to the ;istortion in the choice of tech-

niques. Certainly two important elements were the 

general lack of 
readily accessible information 

regarding optional technologies, in addition to the 

problem that no one was looking for them anyway,

Also, the fact that major lending institutions in 

developed countries tied loans to purchases origina-

ting in their own countries encouraged a capital-

intensive bias. 


AT appeared to offer a way of generating bene-

ficial impacts in terms of employment, improved

income distribution and relieving migration problems 

by focusing production processes on labour-intensive 

technology. It allowed 
a concentration on the 

rural, traditional 
sector with links to agriculture 

in addition to offering 
a pattern of small-scale 

production which would not 
require a conglomeration 

of economic activities in the cities but which would 

allow their dispersion. And most importantly, it 

would maximise 
the positive effects on employment 

and income distribution through the more judicious 

use of s-arce capital by employing more of the poor 

labourers and artisanj per unit 
of capital expended,

especially those who traditionally haO no access to 

employment, 


AT has been attractive not only for its eco-

nomic implications but also for 
its applicability to 

other socioeconomic problems proponents have 
identi-

fied as arising from the industrialisation strategy.

AT is seen by 
some as a solution to perceived ecolo-

gical problems caused by large-scale industry, 

including the depletion of nonrenewable resources 

such as fossil fuels. The common suggestion of 

solar pumps for irrigation purposes is illustrative 

of this aspect. Since AT is 
often designed with the 

specific demands o a locality taken 
into account, 

it lends itself to more local influence in both the 

design and the de i~son-making processes. 
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AT in Development Strategies
 

Difficult questions arise with regard to 
the
 
practical application of AT in the development
 
process. The 
emphasis of optional approaches advo
cated by practitioners can vary considerably.
 

While economic policies distorting factor costs
 
have significantly contributed to 
inappropriate

technologies, the removal of minimum wages, 
the
 
lowering of employer contributions to social secur
ity systems, the increasing of interest rates, etc,
 
are often politically unfeasible 
in o-der to foster
 
more appropriate technologies through the market
 
system, although there has been an 
increasing libe
ralisation regarding capital pricing 
in some develo
ping countries in 
the last few years. This problem,

however, points up the critical 
role that small
scale enterprises 
can play in the development and
 
application of AT. Small-scale firms, especially

rural ones, rarely have access to subsidised capital
 
and generally pay wages 
which are significantly

lower 
than those of the modern sector. vie should
 
expect, therefore, to find at
in least some small
scale enterprises a variety of ATs. 
 This is
 
supported by 
evidence which shows that small-scale
 
firms are more labour-intensive than large-scale
 
businesses and yet can 
still generate attractive
 
profits. The proposition is also supported by the
 
premise that AT is location-specific and best
 
developed where local participants control the
 
decision-making process regarding 
the type of tech
nology to be used. Small-scale enterprises adapt
 
the production process 
to their local market condi
tions which they best understand and make their own
 
technological choices, since they are 
relatively
 
isolated 
from the modern sector and capital
intensive processes. Thus the survey of firms,
 
including profiles of profitability and factor mix,
 
enables planners to identify firms which apply ATs.
 
The method permits the identification of firms which
 
are successful and the types of technologies they

employ. By comparing these technologies with th:,se
 
of less-profitable firms, appropriate technologies
 
can be identified and spread.
 

This is not to 
suggest that oLter approaches to
 
the development of ATs are inappropriate. It does,
 
however, interject some irony into several basic
 
debates which surround AT. While proponents of AT
 
agree that the 
concept has application to the modern
 
as well as the traditional 
sector, the traditional
 
sector is generally targeted for priority because of
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its potential for generating enployment and income bcoaden the technological shelf of information from 
for the poor. Emphasis on the traditional sector, which developing countries can draw. 
however, is gencrally directed to the needi to apply While this approach can undoubtedly be fruitful 
capital-saving technoloqies which implies the need and has proven to be so in a number of cases, the 
for "intermediate" technologies. The logical impli- survey method outlined in this volume also offers an 
cation and actual result of this interpretation is important approach for identifying firms already
 
to focus on new and innovative research to create applying appropriate technologies. There are many
 
new technologies which bridge this "technological cases where agribusiness firms have little access to
 
gap". A great deal of effort in institutions capital subsidies and few ties with institutions and
 
working on AT is directed toward research for this companies which promote "modern" technologies, so
 
very purpose. The International Rice Research they of necessity develop more labour-intensive and 
Institute, for example, has devoted a great deal of capital-saving technologies. The survey will allow 
practical research and development in order to an identification of such firms in the same way as 
design small-scale machinery and equipment--such as for smali-scale enterprises, allowing for dissemina
power tillers and axial flow threshers--suitable for tion of their technologies to other firms.
 
small-scale agricultural use. Their experience has While it is not suggested that the approach of
 
shown however how AT must be implemented as part of this volume be an exclusive one in identifying and
 
an integrated develcpmjnt approach oc more unemploy- developing appropriate tecinologies, it does have 
ment can result from the introduction of capital- several advantages and should receive far greater
saving techniques. Wh- e such machinery is usually comparative emphasis than it has in the past. One
 
designed to alleviate the labour bottlenecks which benefit of the approach is that it is relatively
 
can constrain added output, the machinery can often economical compared to the development of new tech
be used in other periods or more than compensate for nologies. Since AT is often location-specific, a 
labour shortages at those peak periods. Thus, machine developed for one region may not be appro
unless careful planning is carried out to ensure priate for another. A machine might be developed
there is land available for new production or new which is economical when used on farms in a parti
cropping patterns which increase labou- demand, cular region in which the average holding size is 
unemployment can result. This illustration in part six hectares yet be uneconomical when the average 
points up the important role the survey method of farm size is two hectares. Where existing technolo
this volume provides in approaching AT. It provides gies are identified within each region, they will
 
data whij.h both oermit the ideritif.v-tiun of bottle- have taken into account these very differences--that 
necks arid assist in integrating the required coordi- is, they will be location specific. Equally
nation of efforts, important is the fact that e'isting AT in use in 

The application of AT may also play an impor- some small-scale firms will probably incorporate and
 
tant role in the development of larger agribusi- reflect local cultural and social values, so that it
 
nesses. While a number of modern food processing is likely that there will be minimum disruption of
 
technologies 
are already relatively labour such values through wider dissemination of these 
intensive, others are not. This difference raises techniques. Also, this method permits an analysis
the issue of to what degree both pr,)cesses might not of the degree to which the benefits of the techno
economically substitute more labour for capital logy go to the target group selected for assistance. 
through the application of different technologies. Finally, the technologies will be those which have 
AT literature treating the modern sector commonly emerged out of local participation in the develop
tends to focus on the need either to' adapt and ment of the processes themselves. This will not 
modify existing techniles or rediscover techniques only add to the probable appropriateness of the 
which used to be emp! :y-d in the developed countries technology in economic terms but also reinforce 
at a time when relative capital and labour costs ethnic and national pride, important elements in the 
were more similar to those in develo ping :ountries development process. 
today. 1This approach has ecc a number of AT organi
sations to search otr lder technologies among small 
workshops in relatively backward regions of 
developed countries, 'elieviriq that this will 
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NOTES 


1. An extended treatment of the dynamics of 

"unbalanced" growth may be found in A. 
0. Hirschman, 

The Strategy of Economic Development (Yale

University Press, New Haven, Connecticut, 1958.
 
2. It is increasingly argued that small-scale
 
nonfarm rural enterprises can provide a key role in
 
transmitting the benefits of growth to the
 
unemployed. See W. F. Steel and Y. Takagi,
 
The Intermediate Sector, Unemployment and the
 
Employment-utput Conflict: A Multi-Sector Model
 
(The World Bank, Washington, 1978).

3. One review of empirical studies on employment
 
and industrialisation concluded that 
"...despite the
fact that there is scope for factor substitution in 

most activities, it 
seems clear that some goods can 

be regarded as unambiguously more labor-intensive in 

production than others." 
 D. Morawetz, "Employment

Implications of Industrialisation in Developing

Countries: A Survey," The Economic Journal, vol.84,

no.325 (1974), pp.491,503. This suggests that the 

inherently labour-intensive activities be 
identified 

early in the project planning process to enable them 

to be selected for appropriate interventions.
 

CHAPTER 4
 

DEVELOPING A PROFILE OF AN AGRIBUSINESS AND RURAL
 
ENTERPRISE SYSTEM
 

The objective in constructing a profile of an agri
business-rural enterprise system is 
to generate an
 
overview of the sector--its structure and general

level of technology--and to furnish a backdrop for
 
rational identification of project opportunities.
 
Very often, project possibilities are identified
 
without a sector overview, which could have provided

indications that other interventions were possible
 
and perhaps even preferable.
 

SECTORAL SUBGROUPINGS
 

In order to furnish project planners with a
 
sufficiently detailed profile, agribusiness and
 
rural enterprises must be broken down into component
 
parts which make conceptual sense in the terms used
 
by planners. These components or subsectors must be
 
clearly aefined and delimited. It is likely that
 
the following categories will prove useful in disag
gregating the sector as 
a whole into meaningful
 
subgroupings.
 

Types of Products
 

The use of product categories as a way of
 
crou!.-ng enterprises has a number of advantages.

Firs,, distinctions by product category may be
 
reasonable proxies for other more sophisticated

distinctions such as labour-intensity; that is,

certain types of product, such as bakery goods, are

likely to be labour intensive in developing
 
countries when compared to other products, such as

processed edible oils. 
 The second advantage is that

different types of product have obvious links with
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6ifferent parts of the agricultu -a1 sec:tor; for 

e':ample, furniture-making links to forestry, fruit
 
and vegetable proce~->inc t',, interqivc acriculture, 
milling and baking -,grain pr< dvction, etc. These 
links may even have regional implications which will 
be easier to trace and to understand if the profile 
is grouped by product types. 

Scale of Operation 


Small-scale, cottage-type industry should be 

distinguished from medium- and large-scale enter-

prises in the profile. Technology differences are 

perhaps the most important reason for this distinc-

tion, yet other motives also support the division, 

Small-scale enterprises exist in a unique institu-

tional and cultural environmenL and require quite 

distinct prciect instrumencs to access them. Small-

scale enterprises are so different from larger 

enterprises that keeping them distinct is important. 

Where to draw the line between the small-scale 

enterprise and the larger, more c-mplex enterprise 

may be difficult in concept, but it will probably 

prove to be easier in practice because the data 

available leave little 'lexibil!ty for the choice. 

If there are data covering sma& -scale enterprises,

the data are usually gathwred with a predetermined 


breakpoint hetween the small and large enterprises, 

It is almost always true that different data-

gathering instruments are used for small-scale or 

cottage industry than for medium- and large-scale 

enterprises. 


Urbai and Rural Enterprises 


Distinctions between urban and rural enter-


prises may be critical because of the tendency of 


both aid agencies and governments to break pro-


grammes down into these sectoral categories and, 


additionally, because of the current focus by 

many development agencies on the rural poor. 


For the purpose of definition in this manual, 

rural includes those enterprises outside of major 

metropolitan areas. Market towns and small cities
 
located in rural areas, serving the agricultural
 
sector and having strong backward links to small 

farms and the rural poor would therefore be classi
fied as rural. 
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Classification of Agribusiness
 

As used in this volume, the terms agribusiness,
 
agroindustry and agroservices are all assumed to be
 
included whenever the term agribusiness is used.
 

Definitions should be clearly spelled out with
 
reference to the intended coverage of the sector.
 
Each country and each programme setting may require
 
or at least impLy a different definition. The defi
nition employed here is onily an example chosen to
 
fit as many situations as possible and not to
 
prescribe a pattern applicable everywhere.
 

Agribusiness enterprises are here defined as
 
those enterorises which process. elaborate, store or
 
market prcducts of the primary sector--including
 
crops, livestock, fnrests and fisheries--or which
 
provide inputs to the sector.
 

The reader will notice that the title to this
 
chapter, indeed the title of the manual as a whole,
 
includes both agribusiness and rural enterprises.
 
The use of both of these terms may at first seem
 
redundant, yet on further reflection it should be
 
noted that many small-scale rural enterprises are
 
not agribusinesses according to the definition above
 
which requires that agribusinesses process or market
 
some agricultural product or provide farm supplies.
 
It should also be noted that many agribusinesses are
 
not rural. The intent in using both terms is to
 

include even those agribusinesses which are not
 
rural (fir example, food and fibre processing in
 
urban areas) and those small- and medium-scale rural
 
enterprises which are not agribusinesses (for
 
example, small rural shops marketing hardware or
 
manufacturing domestic nonfood articles). The basic
 
reason for wishing to include urban agribusinesses
 
is their importance as links to the rural poor; they
 

provide market outlets and supply inputs to increase
 

rural welfare. Agribusinesses of all scales are
 

keys to rural development even though their location
 

may be urban. The intent of including rural small

and medium-scale enterprises of a non-agribusiness
 

nature is their obvious direct link with income and
 
employment of the rural poor, and more particularly
 
the landless--the most impoverished group of rural
 
poor.
 

Geographical Dimensions
 

Regional differences are usually dramatic in
 
developing countries, especially in the iarger ones
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which display a wide range of resource endowments. Table 4.1.--Rural Employment by Sector, West
 
Sound development programmes are likely to have 
 Malaysia

strong regional orientations to 
fit this diversity.
 
The sector profile should likewise preserve regional Number o
 
and geographical groupings to facilitate project Subsector employees 
 Per cent
 
planning and to avoid misleading generalisations

which result from attempting to interpret data from

widely divergent regions. 
 Agricultural production 392,103 
 100
 

Rubber 339,943 86
 
Oil palm 22,741 6
TOPICS FOR THE SECTOR PROFILE 
 Vegetable oils 23,467 6
 
Tea 1,530 *This section identifies and elaborates the 
 Coffee 2,410


major topics which should be included when a sector Estate labour
 
profile is prepared. 
 contractors 2,012 
 * 

Commercial enterprises 62,433 100
 

The Subsector's Share in Total Production and 
 Wholesale 5,941 10

Retail 51,154 82
Employment 
 Other commerce 5,338 
 8
 

Manufacturing 52,675 100
This topic involves a general quantitative Food 
 9,093 17
description of the relative size of the various 
 Beverages 502 * subsectors defined by product type, by region, by 
 Tobacco 1,531 3
scale, etc. It is important for project planners to 
 Textiles & shoes 2,021 
 4
start from a baselire which includes information on 
 Other clothing 2,143 4
relative size and importance. An example is given 
 Wood & cork products 14,594
in Table 
4.1 of a orofile giving shares of employ- Furniture 1,614 
28
3
merit for West Malaysia. 
 Paper & paper products 490 * The information contained in a simple employ- Leather & rubber 
 1,700 3
 

ment or production share profile is basic to any 
 Other manufacturing

rural enterprise planning process. In order to 
 (non-agroindustrial) 18,987 
 36
 
illustrate how other groupings of subsectors can be
 
useful (as discussed in the definitions section 
 Source: Preliminary worksheets from Malaysian

above), similar employment share data for Sierra 
 Population Census, 1970. Quoted from
Leone are shown in Table 4.2 usinc -urban and rural 
 Development Issues in Rural Non-Farm
 
groupings. It should be 
noted that this simple 
 Employment (World Bank, Washington, DC,

approach could be followed for groupings by region 1977), p. 1 3 .
 
and scale as well.
 

Other subtopics which might be considered under 
 Note: Use of (*) means the figure is less than

the general heading of subsectoral shares are the 
 one per cent.
 
proportion of each subsector (defined in 
terms of
 
product type, scale and region) in 
total production,
 
export earnings and GNP/GDP. An example of a GNP
share table is given for Jamaica in Table 4.3, which 
 Institutional Profile
 
illustrates a product-type grouping which is consi
derably more detailed for agroindustries than the 
 This profile should contain a description of
previous one shown for Malaysia. 
More detailed the major institutions which provide services to
 
subgroupings may assist project planners in agribusinesses and small- and medium-scale rural
 
searching for and assessing specific options for the 
 enterprises. The instiutional profile should deal

project, 
 with such issues as the volumes of credit for each
 

of the subsectors (on the basis of product type,
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Table 4.2.--Enployment Share Profile of Rural Enterorises, 
Sierra Leone [a] 

Employment barea and size of 
population centre: 


Rural areas Population 
2,000-5,000 over 100,000 

(no.) [_ (no.(no (n ( 
Food 

Baking 3,000 4.4 206 
 5.4 164 3.3
 
Textiles 	andwearingwearingapparelal 


Spinning and
 
weaving 6,000 8.8 126 3.3 0 0.0 

Gara dyeing[b] 9,000 13.2 380 10.0 24 0.5 
Tailoring 20,000 29.4 1,508 39.9 2,380 48.5 
Shoemaking 

& repair 1,000 1.5 
Wood 

Carving 1,500 2.2 
Carpentry 11,500 17.0 

Metal 
Goldsmithing 2,500 3.7 
Blacksmithing 11,500 17.0 
Welding and 

fitting 0 0.0 
Repair Services 

Radio 0 0.0 
Vehicle 0 0.0 
Watch 0 0.0 
Others[c] 2,000 2.9 

18 

76 
666 

32 
180 


20 

12 
98 
16 

446 

0.5 

2.0 

17.6 

0.8 

4.8 


0.5 


0.3 
2.6 
0.4 

11.8 

131 


14 
345 


54 
37 

86 

61 
578 

76 
963 

2.7 

0.3 
7.0 


1.1 

0.8 


1.8 


1.2
 
11.8 
1.6 

19.6 

Total 68,000 100 3,784 100 4,913 100 

Source: 	 Enyinna Chuta and Carl Liedhclm, "The Role of Small 
Scale Industry in Employment Generation and Rural 
Development: Initial Research Restilts from Sierra 
Leone," Africar Rural Employment Pap.er No. 11 
(Deparcment of Agricultural Economics, Michigan State 
University, East Lansing, Michigan, 1975). 

a Estimates, omitting centres with populations from 
5,000 to 	100,000. 

b 	 Gara is a local cloth. 
c 	 Although none is listed 'or rural areas, the other 

items include watch and bicycle repair, as well as 
hammock- and basket-making, 
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scale and region) by institutional source. Technical assistance provisions should be outlined. The 
role of industrial associations, cooperatives, craft

and trade organisations, etc. 
should be discussed
 
and their relative contributions to various finan
cial and technical services estimated. The institu

tional section will often be the least quantified
but among the most important sections of a profile;for it is at this point that limits on the ability 
of external interventions to play a useful role will
begin to surface and areas of need will begin to 

take shape.
 

Employment Potential and Labour Intensity
 

The profile should contain an assessment of the 
employment potential of the sector and its subcompo
nents. 	 The cost of generating additional employment

is a vital issue to which a profile can direct 
attention by presenting an outline of the labour
 
intensity of each subgrouping. With this information, project planners can assess the relative
 
potential of different product types, different
 
scales of operation and for different regions.
 

Table 4.4 presents examples of employment costs 
in terms of capital costs per employee for India and 
El Salvador. For a discussion of the data required 
to compute these labour-intensity figures, soe 
Chapter 8; for methodology see Chapter 5. 

Profitability 

Profitability is an important concept because
it relates to the financial feasibility of expansion
of, or indeed starting up of, an enterprise. It 
contains information on the efficiency of technical 
and managerial processes, the market demand for 
products and the necessity for technical and mana
gerial assistance. A profile setting out the likely
profitability of a project gives the planner a broad 
understanding of many factors at once. It is parti
cularly 	important to utilise all of the groupings

mentioned in the previous discussion of basic defi
nitions. Product type, scale and regional dis
tinctions in profitability profiles will illuminate 
important project design issues.
 

Tables 4.5 and 4.6 set out profitability
profiles as examples of two subsectoral groupings: 
by scale--for Brazil, and by product type--for EL 
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Table 4.3.--Value Added for Agroindustries witn 10 

or More Workers, Jamaica 


Agroindustry 


Meat 

Dairy products 

Edible oils and fats 

Bakery products 

Sugar and molasses 

Drinks 

Animal feeds 

Tobacco products 


Textiles 

Clothing 


Canning/preserving 

fruits/vegetables 


Grain mill products 

Wood & wood products 

Other food and drink 


Total 


Value 

added 


(J$'000) 


33,533 

48,356 

21,428 


61,0,9 

104,984 

80,239 

40,087 

58,641 


13,156 

27,522 

13,769 

17,531 

27,512 

17,633 


27,326 

392,736 


Percentage of all 

value added in 


manufacturing 


3.3 

4.8 

2.1 


5.4
 
10.4
 
8.0
 
4.0
 
5.8 


1.3 

2.7
 
1.4
 
1.7 


2.7
 
1.8 


2.7
 
58.1 


Share of Value Added of Manufacturing by Selected 

Food Processing Subsectors 


Poultry meat 

Ham and bacon 

Processed meat 


Condensed milk 

Ice cream 

Preserving of fish 

Flour and cornmeal 

Bread and cakes 

Rum 

Alcohol 


Beer and stout 

Aerated waters 

Poultry feed 

Pig feed 

Cattle feed 

Cigarettes 

Cigars 


Total 


(J$'000) 


25,176 

4,787 


1,370 

22,869 

4,118 

2,132 


21,659 


39,360 

7,637 

1,771 


51,575 

19,256 

25,365 

10,863 

3,331 


54,522 

4,119 


424,551 


_ 

(Percentage) 


2.51 

0.48 


0.14
 
2.28
 
0.41 

0.21
 
2.16 


3.92
 
0.76 

0.18
 

5.13 

1.92 

2.52 

1.08 

0.32 

5.42 

0.41 


42.26 


Source: Jamaica Department o-f Statistics, 
Production Statistics, 1977. 
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Salvador.
 
The combination of profitability and labour

intensity findings in Table 4.6 indicates how the
 
topics in a profile may be interrelated. For
 
example, in El Salvador, subsectors using the most
 

labour (highest labour intensity) were also the most
 
profitable (39.4 per cent return), while those using
 

the least labour (highest capital intensity) had the
 
lowest profitability (20.1 per cent). Simple compa
risons like this in the profile can suggest
 
important project emphases and directions.
 

Table 4.4.--Capital Costs of Employment, India
 
and El Salvador
 

India
 

Subsector: Small Medium Large
 

('000 Rupees/employee)
 

Grain mills 

Misc. food 


Tobacco 


Textiles 

Wood products 

FertiLiser 


Subsector: 


Fishing 

Food processing 

Coffee and misc. 

Drinks 

Tobacco 

Textiles 

Clothing manufacture 

Shoes and leather 


Wood products 


2.1 

2.1 

0.3 

1.3 

1.5 

4.3 


8.4 11.7
 
5.9 8.5
 
1.1 3.4
 
2.8 3.8
 
4.4 5.3
 
8.2 41.4
 

El Salvador
 

Medium and large
 

(US $/employee)
 

4,700
 
1,720
 

20,072
 
4,852
 
2,288
 
9,145
 

768
 
1,920
 
1,004
 

Source: India, Annual Survey of Industries, 1965;
 

El Salvador, Industrial Census, 1971.
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While profiles indicating profitability will 

have a high degree of utility in project planning,
 

the most likely case is that the unavailability of
 

appropriate data (as explained below) will prevent_
 

the computation of profitability and require capital
 

productivity measures to be substituted instead. 


Table 4.5.--Profitability by Scale of Employment and 

Sector, Brazil 


Sectoere 	 of emloees 
1-4 i0-19 70-99 150-249 500-999 

(Net income~fixed + working capital, 
in percent) 

23
25
17
19
26
Food products 

Clothing 


and shoes 21 10 24 27 33 

Textiles 27 19 23 25 31 


-
 -
Source: 	 Based on the 1970 Censo Industrial, 


Fundacao Instituto Brasileiro de Geografia 

Estatistica; quoted from S. R. Daines, 

Ana is of Industrial Structure, 

Technologyand Productivity in the Food 

Processing Sector of Brazil (Massachusetts
 
Institute Df Technology, Cambridge, Mass., 

1975), p.9 6 .
 

Capital Productivity 


In 
-

almost all situations in developing coun-

tries, capital is among the most scarce of 

resources; and therefore the output per unit of 

capital used in production can be regarded for our
 

purposes here as the best single indicatoc of 

"efficiency". While capital productivity may be a 


good indicator of efficiency in the broad sense of 

the best use of capital in the economy as a whole, 

it does not indicate financial feasibility or that a
 

project deserves to attract funding. A profile of 


the capital productivit of each of the subsectors 

by product type, recion and scale provides insights 

into the advisability, from an efficicncy perspec-

tive, of expanding individual types of enterprise.
 

Table 4.7 presents a sample productivity profile by 
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scale and by selected subsectors for India. [l]
 

Table 4.6.--Profile of Profitability in Agroindus
tries, El Salvador
 

Subsector Net return Relative net return
 
to capital to capital by
 

category of
 

labour intensity
 

Relative Category
 
return*
 

(Per cent) 

0 Median 
Drinks 12.9 0 Low 
Tobacco 67.1 851 Median 

Coffee 	 0.1 


75.4 	 945 Median
Textiles 

Clothing 13.1 165 High
 
Shoes 19.3 242 High
 
Wood products 9.2 115 High
 
Furniture 2.8 34 High
 
Agroindustry average 34.7 435 High
 

Food processing in detail
 
Meat products 34.5 432 Median
 
Milk products 26.4 331 Median
 
Fruit & vegetables 58.5 733 High
 

Fish products 41.9 525 Median
 

Edible oils 17.7 222 Low
 
Flour milling 22.4 280 Low
 

Bakery products 32.2 404 High
 
Sugar products 48.4 606 High
 
Sweets 18.3 229 High
 

Average: all food 35.1 440 High
 
High labour 39.4 493 High
 

Median labour 34.2 429 Median
 
Low labour 20.1 251 Low
 

Source: 	 S. R. Daines and D. Steen, El Salvador
 
Agroindustrial Profile (United States
 
Agency for International Development, San
 
Salvador, 1977), p.16.
 

Note: 	 Manufacturing equals 100.
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Labour Productivity 


The use of labour productivity figures as 
a
guide to project choice is very difficult in develo-

ping countries due to 
the prevalence of unemploy-

ment. Labour is 
not the most scarce factor, and
labour-saving technologies (which usually also have
high output-labour ratios) 
are not therefore the 

most indicative. 
 it may nonetheless be useful to 

profile the 
labour productivity of the 
industries in
question where appropriate data can 
be obtained for 

this purpose. [2] 


4 7
Table .
 .--Profile of Capital Productivity in

Selected Agroindustries, India 


Subsector 
 Small Medium Large 


(Outputcp tal 
in value terms) 


Grain mill products 1.19 
 0.55
Misc. food products 1.09 0.70 0.67
1.03 

Tobacco 
 4.17 1.27 
 4.76

Textiles 
 1.85 0.93 0.92
Wood products 1.22 0.74 
 0.22 

Clothing & textiles 
 0.64 0.56
Fertilisers 0.32
1.15 0.97 0.24 


E
u reyof ntuCreionanda
Quoted from Emp 
 _Creation
met _ and Small
Scale Enterprise Development (World Bank,
Washington, DC, 1977), 
annex 1, p.10.
 

Income 


Since increasing the 
incomes of poor households
ib the principal aim of 
most rural enterprise

prcjects, the profile on 
income generation is

perhaps the most important one generated to assist
in project selection. 
The income profile also
assists in laying the basis for the selection of a
project target group by indicating the types of

households that fall 
into the category "the rural
poor". Table 4.8 illustrates an 
income profile by
product type and scale. 
[3] In this example, the 

incomes for medium- and large-scale enterprises

include only income 
to workers; incomes to share-
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holders and owners are 
not included since these
groups are assumed 
to be outside the potential
 
target group. For small-scale enterprises (with
less than five workers), all owner-worker incomes
 
are included.
 

Table 4.8.--Income Profile by Scale and Type of
 
Product, El Salvador
 

Subsector 
 Net income per capita by scale
 
Medium and large Small
 

(US dolla2)

Food processing 
 147 
 229
 
Coffee processing 271 215
Drinks 
 412
Tobacco 
 288
Textiles 189 
 89


221 

144


Clothing 
 156 
 175
 
Leather 
 300 
 232
 
Shoes
Wood products 192
122 323
175
 
Furniture 
 222 
 230
 
All agroindustry 212 
 190
 

Source: 
 S. R. Daines and D. Steen, El Salvador
 
Agroindustrial Profile 
(United States
 
Agency for Interna1tna Development, San

Salvador, 1977), 
p.26.
 

Agribusiness Linkages
 

One of the principal interests in agribusinesses and small-scale rural enterprises 
is the
indirect effect these activities have on small-farm
agriculture by stimulating demand for agricultural
products and providing institutional linkages for
increasing farm production. The profile should

contain information on 
these important backward
linkages. Different types of product draw more
heavily on agricultural production and more impor
tantly on production from small farms. 
 Table 4.9
illustrates some sample profiles of backward
linkages which would be useful to project planners

in attempting to assess 
the potential for creating
indirect impacts from optional investments in agri
business and small-scale rural enterprises.
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Many optional modes of computation may be used; 

any will serve reasonably well to illustrate the
linkage between the enterprise sector and production

from small farms, 


Table 4 .9.--Agroindustrial Impact on Production from
 
Small Farms, El Salvador 


Subsector Raw material Proportion of out-

intensity put captured by 


Ea] 3mali farms 


(Per cent) (Per cent) 


Coffee processing 56.9 	 6.0 

Drinks 	 14.8 
 0.0 

Tobacco 21.1 
 8.2
 
Textiles 	 44.7 
 2.8
 
Clothing 	 50.1 
 3.2 

Leather 51.7 14.2 

Shoes 
 41.3 
 11.2
Furniture 	 36.7 
 11.2 


Food industry: 

Meat products 72.0 19.7 

Milk products 
 54.1 
 14.8
Fruit & vegetables 27.6 8.2 

Edible oils 61.7 2.2b
 
Flour milling 66.9 3.3b 

Baking 47.2 
 2.2b 

Sugar products 50.5 7.7 

Sweets 38.4 5.8 


Source: 	 S. R. Dames and D. Steen, E1 Salvador -
Agroindustriai Profile (United States i 

Agency for international Development, San 

Salvador, 1977), 
p.264.
 

a 	 Farm product as a percentage of the value 

of production. 


b 	 Mostly imported goods with little domestic
 
production linkage. 
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Growth Trends and Product Demand
 

Where statistics permit, a time trend should be
 
included in the 1rofile to depict the sectoral
 

growth _j rns of output. While demand and growth
 
rate estimates are useful in the sector profile,
 
they are much more important in the project identi
fication and analysis of constraints which follow in
 
Chapter 5. Examples and a fuller discussion are
 
given there. [4]
 

Women in 	Agribusiness and Rural Enterprises
 

In most developing countries, rural enterprises

employ large numbers of women in worker and manage
rial roles. Rural enterprises have the potential of
 
being the most important avenue for improving the
 
status and welfare of rural women, and it is impor
tant therefore that the profile includes information
 on the nature and magnitudes of these roles. Table

4.10 illustrates one possible profile shcwing the
 
employment share of 
women by 	scale and sector.
 

Table 4.10.--Women's Share in Employment in Small
and Large-scale Manufacturing, Ghana
 

Industry Share of all workers Share of sector
 

Large Small Women Large Small
 
scale scale* scale scale
 

(Per cm
 

Food 
 3.4 96.6 85.8 7.5 37.3
 
Beverages 7.9 92.1 57.0 5.1 10.3
 
Tobacco 96.2 13.9
3.8 2.2 0.0
 
Text-ies 41.5 58.5 14.6 20.1 4.9
 
Wearing apparel 3.7 96.3 64.5 6.3 28.1

Furniture 6.9 93.0 2.2 3.0 7.0
 
Total for
 

all industries 14.1 85.9 100.0
54.0 100.0
 

Source: W. F Steel, Small-Scale Employment and Pro
duction in Developinq Countries, Evidence
 
from Ghana (Praeger, New York, 1977), p.190.
 

Note: Employment in the small-scale sector is
 
calculated as a residual (100 per cent minus
 
the percentage employed in the large-scale
 
sector).
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DATA FOR AN AGRIBUSINESS 
AND RURAL ENTERPRISE SECTOR
PROFILE 

Use of E 
 nData or Generation of New Dat


fExisting 


best used as 
a prelude to more specific project 

identification and project analysis. 


An agribusiness and rural enterprise profile is 


in this role,
it is important that constructing the profile not
take an excessively long time 
or compete with
resources needed 
for the project analysis process 

itself. These two factors imply that a profile
should be 
based on existing data sources; 
to mount
special surveys to provide the data required would 

ta surane topoide thee andequ et
take unwarranted time and wld 
resources 
and compete with 

the task of analysing the target group and project
which normally follows 
preparation of 
a sector
profile. 


The required data may appear not 
to exist, yet
careful search of ministries, trade and 
industrial
organisation files, lending 
institution records and
census information will usually provide 
information
to complete the profile for most of the 
topics aethe 

discussed above. 
 Often sources of information are
not readily apparent because data are still in their
raw form and have not 
been Processed to 
the stage
necessary to 
complete a profile. 
 It is often
possible and usually worthwhile to process 
and 

analyse selected data from census, ministry or
credit agency files. 
 What is 
not usually possible
or advisable, however, is 
to generate special
surveys or primary data collection efforts 
to
generate the information simply 
for the purpose of a 

profile, 


Sources of Data 


Industrial
census files. 
Most developing
countries conduct periodic 
industrial and commercial
censuses. 
Over the past decade, the influence of
the United Nations statistical assistance effort has
been substantial. 
 The formats recommended by the UN 

are excellent from the point of view of providing
data for a 
rural enterprise profile. 
Almost all of
the topics mentioned in 
this chapter can be
pleted where a UN-type industrial comcensus has been
conducted. 
 Considerable repr-.essing of these data
files may be neces3ary to cast 
the census data in
the form necessary to complete 
a profile, but even
if the original census questionnairps must be 
repro-
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cessed, the task is a manageable one. Profiles

based on census 
files should be possible in roughly
half of the developing countries, and this proportion is constantly increasing.
 

Existing surveys. As a part of
tical system, countries the UN statistheir census are encouraged to update
activities with intecim samples which
cover only 
a small proportion of 
the enterprises.
Individual ministries and 
in some 
cases universities
Ior trade and 
industrial organisations may conduct
surveys. 
These sources are generally more detailed
andvconse Thesel sourcesu ae eugenerallyn mored detaile
 
and consequently more
constructing a profile.useful than census data for
Unfortunately, 
these
 
surveys often cover only a limited geographical area
or a limited range of product types, 
ani may thus
I prove inadequate as a basis for constructing asector-wide profile.


Institutional 
files and records. Credit insti
tutions, industrial associations and other organisations gather data in their normal course of business
which may be drawn upon 
to support a profile. Only
careful reviews of the 
files themselves will reveal
existence of such 
sources. 
 It is extremely

difficult to describe the data needs of 
a profile in
such a way that officials in charge of 
institutional
files can determine whether their data fit 
the
description. 
 It 
is much more efficient to proceed
by making a complete inventory of all data collected

by the institution in the course of carrying out 
its
main activities and then determine independently 
if
the data are suitable for the profile. 
 Confidentiality is usually not 
a problem 
if data are summarised to some minimum level of aggregation and if
I the sensitive parts of the 
information never leave
 

the institution. 
For example, if enterprise files
 
which are useful for a profile are kept in a credit
institution, names,
tion should be masked when forms


addresses and cash-flow informaare photocopied.
Alternatively, nonsensitive data may be copied onto
coding sheets by personnel of the 
institution
itself. 
 In these ways, confidential information is
never obtained, and thus the issue of maintaining
confidentiality does not 
actually arise.
 

ANALYTICAL METHODS FOR AN AGROINDUSTRIAL AND RURAL
ENTERPRISE PROFILE
 
Analytical methods should be 
limited to simple
statistical compariscns and accounting methods.
Profitability and productivity ratios represent the
 84 
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most difficult methods feasible, given the time and 

resource limitations imposed on the construction of 


most profiles. Since the methodologies for enter-

prise accounting, profitability and productivity 

analysis are the same fr the profile and the more 

detailed project analysis, these methods will be 

discussed in Chapter 5. 


NOTES 


1. For purposes of valuation, capital is often 


divided into four categories: working capital,
equipment, buildings and land, and human capital 


(although the last is commonly omitted). 

For comparative analysis, capital is frequently 


valued in two alternative ways. One method is to 

use the capital stock, that is, the gross value of 

capital at the time of purchase. This measurement 

suffers from the fact that depreciation rates vary
 
among industries, as does the extent of obsolescence
 
of existing equipment. Also, in an inflationary
 
setting, the replacement cost of capital can be very
 
significantly difterent frm its original purchase
 
value. This is sometimes remedied by using replace
ment values where available. Additionally, since
 
many small-scale enterprises rent rather than own
 
their buildings and land, the value of these items
 
will frequently be omitted and thus distort compari
sons of capital st,.ck.
 

An alternative approach is to ise capital
 
service, that is, the value of capital which is used
 
up in the production process. With this method, the
 
capital stock is frequently discounted to take into
 
account depreciation and the opportunity cost of
 
capital. This method also has difficulties since it
 
generally assunes that the rental price of capital
 
and the rate :f deDreciation are the same in each
 
industry compared.
 

Given the limitations of each method, it is not
 
clear that one approach is decidedly preferable to
 

the other in practice, although the second is more
 

theoretically appe .!ing. The method selected will
 
generally be deternimned by the availability of data
 

in addition to constraints of tine and finance. 
2. It might De pointed out that in some cases
 
labour-intensive proccsses have yielded lnwer
 
output-capital ratios than less labour-intensive
 
tech,.ques. See A. 7. bhalla, "Choosing Techniques: 
Handpounding v. M.cK une Milling of Rice: An Indian 
Case", Oxford Econoi Paeres, vol.17, no.1 (1965), 
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pp.147-57.

3. A common characteristic relevant to income and 

agroindustrial linkages (the ne:t section) is the 
fact that small-scale enterprises are often a secon
dary yet significant source of income for farm 
workers. 
4. The issue is sometimes raised as to whether or
 
not there is sufficient demand for their products to
 
warrant small-scale enterprises increasing their
output. It has been estimated that in Sierra Leone,
 
at least, rural expenditure elasticities of demand
 
for the products of small-scale industries are
 

frtepout fsalsaeidsre r
sufficiently high to expect moderate potential for

growth through increase demand. See R. P. King and
 
D. Byerlee, "Income Dis.tribution, Consumption
 
Patterns and Consumption Linkages in Rural Sierra
 
Leone", African Rural Economy Paper No. 16 (Michigan
 
State University, East Lansing ar . M
 

, 7.
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CHAPTER 5
 

PRELIMINARY ANALYSIS AND PROJECT IDENTIFICATION
 

•1
_4 
CaII I
 

This chapter continues with the overview of project
analysis techniques by outlining approaches whichultimately enable more detailed specifications of 
activities and components to be developed and 

Tischater cnthendes wit tpovvets Aaof proe 

of the chapter is to further elaborate the use of 
various profiles as part of a generai format for 
examining and ranking constraints. 
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TABULAR PRESENTATION OF CONSTRAINTS BY SUJBSECTOR 
The diversity of the agribusiness and rural 

enterprise sector must be kept in mind when u o 

proceeding to examine apparent constraints whichlimit welfare of poor families. Factors which 
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not likely to be the same as those factors which 
limit small-scale tailoring shops. The lack of data 
and detail in a typical sectoral pro~ile implies
that much of this complexity will be unseen in the0preliminary analysis of constraints and must be left 
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to the later, more complete examination of 
constraints during the preparat ion of the project 
document. In order to direct attention to the 
diverse situations of the various subsectors or 
groupings, the tabular format illustrated in Table5.1 is suggested. The listing of constraints is 
discussed further below. 

Constraints limit expansion or improvement in an enterprise. In order to understand the concept
of constraints as used in the tabular format, and inlater discuss in, it may help to explore the types
of expansions or imorovements an entrepreneur could 
make. Each possible improvement or expansion 
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suggests corresponi g factors which ar-e limiting. 
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An entrepreneur in an agribusiness or rural 
enterprise may increase his income in two basic 
ways: (1) by inceasing the rescurces he utilises, 
or '2) ry charig ng the way resources are used. He 
may increase the size of his operation by acquiring 
additional resu.jrces, or may increase the efficiency 
with which the resources he has are used. Of 
course, both changes may be made at the same time. 

These two basic osibiilities for increasing income 
at the level of tho enterprise provide a useful way 
of organisin the analysis cf constraints. 

Constraints may De grouped into those factors
 
which limit tht efficiency with which the enterprise
 

utilises renrurces and those factors or conditions 

which limit the quantity of resources the enterprise
 
has avai!a.!e .r it. It should be noted that all of 

these constraii:_S operate at the level of the firm 


and that no as,-rtori implie, as to final or 

principal cause in the economy s a whole. There 


are secondary and tertiary institutional, cultural, 

political and other constraints which influence c-

cause these enterprise eve'.constraints. These 

institutional or secor.i!y constraints must be iden-

tified before 'rojects can be adequately designed. 

Even though these secondary constraints exist, it is 

useful to begin by examining the alternatives and 

constraints at the level of th, firm in order to 

make more orderly and accurate the process of exami-

niTng contributory or causative factors at public or 

institutional levels. An example of this constraint 

"chain" is provided by liquidity. Assume that the
 

data indicate th;'t small-scale enterprises are pro-

fitable and couli exoand if they had additional 

liquidity. Credit ould be identified as a con-

straint at the level of the firm. A wide variety of 

secondary causative or contributory factors might 

then be identified. It may be that government 

policy restricts re,'t entities from recovering the 


loans by charging
ma-in.: small-scale 


higher interest -ates or fees. This might be a 


constraint at the policy level. In the format of 

Table 5.1, no assertion is made as to ultimate 


added .osts o' 


cause; only factors which limit the enterprise 


itself are identified. 

While the oranisation of constraints as 


descr'bo ab.: m. - assist in clarifying what 
fact'rS Limil inc,:2!-sed welfare in the rural enter-

prise kectcr, .tility of the format does not 

depend on tb - icular classification of types of 

constraints. Each anp'.yst may have an individual 

perspective :7 how oraar, the
.. an J classify 
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factors which limit the improvement of welfare in 
target enterprises. All that is necessary for the 
tabular format to be useful is that the analyst has 
a list of these factors, and that he or she recog
nise that they are not equally limiting or important
 
for all regions, scales of production and types of
 
enterprise. The analyst should simply
 
new list constraint substit a
the smp sor 


5.1 and proceed to assign a priority to each type of
 
constraint for the major enterprise groups
 
considered.
 

Preliminary Ranking of Constraints
 

The hope of the project designer is that some
 
factors or limiting conditions are more important
 

than others, since the underlying assumption is that
 
altering some elements in the environment will cause
 

a Positive change. If all elements or factors are
 
simultaneously and equally binding and all must be
 
attacked equally at once for any improvement to
 
result, then the kery hypothesis of projects as
 
feasible instruments of change must be rejected
 
since they cannot hope ever to affect all of these
 
factors at once. The process of assigning priori
ties to the constraints may take place explicitly in
 
some tabular format or implicitly in the minds of
 
project planners. Using a record-keeping system
 
like the tabula, format has three advantages:
 

- Others can follow the process which led to the
 
selection of particular project activities;
 

- The use of evidence fom the sector profile in
 
the identification and ranKing of constraints
 
is facilitated; and
 

- Expert judgments may be explicitly compared
 
with the sketchy quantitative evidence.
 

At the stage of project identification, only
 

the roughest level of precision is expected from
 
this exercise. It may be useful to submit a blank
 
table like Tablp 51 to each of the officials
 

concerned with identification of the project, and
 
then compare these first results with the evidence
 

drawn from the profile. In some cases one might
 
conclude that the limited statistical evidence and
 
the expert judgments are leading in identical
 
directions. In others there may be conflicts and
 
inconsistencies between the profile and the expert
 
opinion, or perhaps even differences between
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different experts. The tabular format provides a 

way to keep track of these contradictions and to add
 

up the implications of whatever consensuses emerge. 

If there is sufficient agreement on what the problem 

is (what is constraining improveient), there is 

ample reason to proceed to decide what to do about 

it. If no consesus exists on even the roughest 

definition of what the problem is, agreement on how 

to solve it is impossible. Project identification 

should not be overbtirdened with pressure for 

certainty, detailed evidence or clarity; and there 


is little danger that such pressure will be exces-

sive given typically short programming cycles, 

Project identification has been properly viewed as a 

stage for raising reasonable hypotheses for confir-

matiDn during the pro?'ect approvl!process. It is 

unfortunate, however, that few project identifi-

cation documents even state the underlying hypo-

theses about th. problems or corn{traints which are 


to be attacked. With ut clearly stated hypotheses 

about the probiuco at the evel uf the firm and 

connecting hypotheses abcut the way the project 

hopes to change the problem, it is impossible to 

design a rational evaluation and monitoring system.
Assigning oriorities, however tentative, to the 


constraints indicated in the tabular for-mat may be 

an effective way of structuring project identifica-

tion and of stat~nq project hyootheses, 


A _oog_ _ o _Const raints _at _the _Enterp rise e ve_ 

A wide variety of typologies may be developed 


to classify the factors constraining the increasing 

of incomes earned by families operating rural enter-

prises. The classification which follows serves the 


double purpose of suggesting a scheme where an ana-

lyst may not have a better one and provides a basis 

for discussing the analytical process of connecting 

the data in a sector profile with the analysis of 


constraints and selection of projects. 

The discussion which follows explains the 


concept of specific constraints and then illustrates 


how data from a sector profile could be used to 

assign a preliminary priority to each constraint, 

It should be remembered that expert judgment should 

be used to supplement and adjust profile findings 

and may substitute for such findings in the absence 

of any data. 


Preliminary Analysis and Project Identification
 

Constraints on Resource Use
 

Constraints on resource use are those factors
 
which limit income by impeding the efficiency with
 
which resources are utilised in the enterprise. Two
 
general classes of "use" constraints are defined:
 
those which relate to how resources are combined in
 

the production process, and those which relate to
 
the prices paid for outputs and inputs.
 

Technological constraints on production
 
processes. An entrepreneur is
 
income if he could use more efficient physical
 
techniques to process the materials used in produc
tion. If such a change is feasible, and if his
 
current technology is very inefficient, then this
 
constraint should be given a high priority.
 

The sector profile may be examined to see if it
 
contains data on this constraint. If profitability
 

varies widely with scale, and if larger firms have
 
significantly higher profitability rates, one would
 
suspect that perhaps inefficient technologies could
 
be a major constraint. It should be noted that most
 
engineers simply assume without examination that
 
production technology is obviously the most impor
tant constraint. Without the more detailed type of
 
enterprise accounting data generated for later
 
project analysis, it is impossible to distinguish

this constraint from other "resource use" constraints through the use of profitability ratios.
 

Constraints on administration and technical
 
management. Differences in accounting know-how or
 

technical manageme nt ab il ity may c ause two entrepre
neurs to obtain different incomes even though they
 
are samet hioge 


using th aetechnology in the production
 
process. This constraint needs to be tackled
 
through training and technical assistance.
 

The same data are used here as for the analysis
 

of the constraints on production technologies. If
 
profitability and/or capital productivity is much
 
higher for firms of similar type and size in areas
 

where entrepreneurs have had different levels of
 

education, this constraint may be important.
 
Product mix. Similar resources (wood for
 

example) may be 
used in the same process technology
 

(gluing, shaping, etc.) but in different proportions
 
to produce very different products (chairs or
 
packing cases). Two enterprises may have different
 
incomes from similar levels of process technology
 
and management simply because the mix of products is
 
more efficient in producing income.
 

This constraint can only be identified with
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data on product in×x which are not likely to be 

available during t'te process of identifying the 

proje-ct. [i] 


Constraints on inout__ rices. An entrepreneur

anyries n teprceer

can increase his :_ncoiine by reducing the prices he 
pays for inputs without changing anything else in 
his enterprise. Large differences in profitability 

among cooperative enterprises (if they purchase 

inputs) would tend to indicate this is an important 

constraint which it is feasible to alter. 


Constraints on outp)ut orices. Income can be 
increased if output prices can be increased with no 

reduction in physical volume of sales. They might 

be increased by incredsing quality of product or the
 
way in which the product is marketed. The goods may 

be cooperatively marketed, sold at a different loca-

tion, 
or sold at retail instead of wholesale.
 

Large differences in profitability or capital 

productivity among silqilar enterprises in different 

physical proximity to markets indicates that con-

straints may well be operating on output prices, 


Constraints on Resource Availabilit 


Constraints or resource availability affect the 

quantities of resources available to the enterprise, 

In a certain sense, all of these "availability" 

constraints are critical only if efficiency is not. 

If the technology used in the enterprise is ineffi-

cient 'that is. has a profitability ratio less than 

zero), then resource availability should not be 

considered a priority constraint since-Lit will not 


increase income to put added resources into a 

process which cannot turn a profit. Some technolo-

gical, or price, relationship must be altered, some
 
nonresource constraint must be attacked, before the
 
availability of resourcs becomes a concern. 
Addi-

tional liquidity is no- a constraint if current
 
financial resources ace ,ot profitable, additional 

labour is not a constraint if cirrent labour oroduc-

tivity is less than the going .4age rate. 


It is important to use profitability, capital 

and labour productivity measdres as an indication of 

the limiting nature of resource supplies,. If profi-

tability is hih ut incomes are low, this is 
strong 

evidence that additional resorces would increase 

income and therefore resource availability is the
critical constrain]t. IF income is determined 'o~e 
byitheic cofthe ente iscoe than differinces inre
b y th e s iz e o f t h e e n t e r p r i s e t h a n d i f f e r e n c e s i ns 
profi,: hilitv and e-,,1uc-tivity ratios. resourc-

2reliminary Analysis ant' Project Identification
 

constraints would be suspected to be binding. To 
determine which resources kcapital goods, raw 
materials, labour, and/or other inputs) are limiting 
income is difficult. it is therefore convenient to
view untied credit (or liquidity) as a general limi

tation, since it is fungitle across a wide variety 
of resources--that is to say, credit can be used to
 
lessen or eliminate any of these constraints. If
 
the profitability and productivity ratios of small
 
enterprises are high, and these enterprises also use
 
low levels of credit per unit of output, liquidity
 
and resource availability should be suspected as
 
constraints.
 

Constraints on the Marketin System
 
ostem
 

Roads, transport facilities and storage and
 
handling facilities may be important constraints on
 

incomes. These constraints manifest themselves as
 
price constraints which force an enterprise to
 
accept lower prices for its products--and in many
 
cases the existence or nonexistence of these faci
lities may make such a price difference that no
production of particular products 
is feasible.
 

Where roads are poor, transporters ma, effectively
 
control producer prices. These are essentially
 
constraints which exist external to the firm but
 
which exert a strong influence on the firm.
 

There will be differences in profitability and
 
productivity among firms with different proximities
 
to marketing facilities and transport networks. The
 
analysis of constraints will help to identify a
 

project by pointing to problems and stimulating
 
thought about what solutions are feasible.
 

SELECTING A TARGET GROUP 

One of the major purposes of the sector profile
 
and the preliminary analysis is to facilitate the
 
selection of a target group for a particular project
 
or an integrated set of projects. Two separate
 
steps in selecting a target group are facilitated:
 

- The sector profile facilitates the process of 
determining what subpopulations or subgroups of
 
households qualify as poor by accepted defini

hoshold
tions, and
 
- The preliminary analysis of constraints should
u g t wh c s b r o p 
 h a e a i h p t n i l
 

suggest which subgroups have a high potential 
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for improvement with interventions ot the type 

donor agencies can provide. 


These two steps, first determining qualit 'ing sub-
groups and second identifying subgroups with poten-
tial for improvement with external inter..ntions, 
set the stage for the identification uf -- appro-
priate target group. In many cases the fy: .Jps 
qualifying for assistance and arenable t. ilnprove
ment may be so diverse (both geographica''v and in 
other ways) that it is not practical to implement a 
project to access them. The last stage in identifi-
cation of target groups is tnere!.re to search for 
practical groupings around which a single project 
mechanism or institution could reasonably implement 
an intervention. 


Determining Which Subgroups Qualify for :.ssistance 


The sectoc i)rofile attempts to esti:' ,e income 

for the vario)us subiroups. This is imporo.int for, 

without it, it is impossible to determin,. which 

subgroups would -ualify as "poor" for prc(ect assis-

tance. In defining poverty, some acceptec. standard 

of income need- to be used to determine where assis-

tance is appropriate. The linkage section of the 

sector profile is particularly important since many 

enterprises in urban reas or larger-scal- rural 

industries may qualify'due to their stroni- impact on 

the income of small-scale farmers. 

Since it iS nt- practical to measure -he income 
c-f households -- enterprises before admi- ing them 
to participatior. in a project, it is necessary to 

look for proxies for income which can be used easily 

and fairly. The sector profile should assist in 

making first approximations of these admission 

criteria. For example, it may be that scale of
 
operation is ciosf!y related to income, and all (or
 
almost all) of those enterprises with fewer than 10 

workers qualify as poor. Size of enterpr.ise is a
 
practical criterion for use in the field. Firms 

with over 10 workers could be identified and 

excluded with relative ease, while it would be 

impossible to measure income each time. Regional 

and product-based groupings will also be ',elpful in 

defining groups that qualify in such a wa; that it 

will be practical to use the definitions in actual 

projects. 


Identifying a Target Group with the Potential to
 
Benefit from Projects
 

Using the analysis of preliminary constraints
 
to identify groups with potential for improvement
 
will suggest a wide variety of project options which
 
in turn imply the selection of different target
 
groups.
 

Using 	the Target Group Selection Process to
 
Identify Specific Projects
 

There is an obvious interaction between deter
mining which groups can be positively affected by a
 
project and identifying a project. The most impor
tant element which must be added and which is
 
missing from the process of identifying target
 
groups is the addition of an institutional mecha
nism. Project planners must identify an existing or
 

feasible institutional structure to make the needed
 
intervention. It should be remembered that most
 
often project planners begin with an institution and
 
a more-or-less completely hatched project idea
 
before any target group identification or sector
 
profile is undertaken. In this more common case,
 
the information generated should not be used to
 
justify that conception but rather to refine it
 
within the boundaries imposed by the institution
 

I 	 selected. The more advisable course is to begin
 
with an overview of the sector in the form of a
 
profile, add to that an examination of the con
straints which limit improvement for different
 
groups in the sector, define a target group based on
 
level of poverty and potential for improvement, and
 
last of all select mechanisms to attack some
 
critical set of constraints.
 

DETAILED PROFILES OF FAMILIES IN THE TARGET GROUP
 

The preparation of the target group profile
 
assumes the existence of a set of data which has
 
been gathered for the purposes of project develop
ment. The data-gathering process necessary to
 
prepare a target group profile is described in
 
Chapter 8.
 

The reason for constructing profiles of
 
Lamilies in the target group is to provide planners
 
with a comprehensive view of those to be benefited
 
by project interventions. Three major dimensions of
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family welfare are important in the profile: 


- family income and economic activities; 

- family e-.nplzyment patterns; and 
- other dimensions of family welfare, such as 

housing, health, nutrition and education. 


A short description of these elements of profiles is 


given below with examples drawn fro:m actual project
 

documents.
 

Profile of income and Economic Activities Among 

Target Grouc Families 


The income profile should include families of 

workers as well as those owning/operating rural 

enterprises. Subgroupings should of course include 

only those enterprises and types of families 

selected as the focus of the project. In most 

cases, the choice can be represented by a certain 

region, scale and class of enterprise. Table 5.2 

presents an exampe!+ of an income and economic 

activity profile fEr a target group of small-scale 

enterprises. The target group ws selected as 

follows: 


Region--Cenzral Highlands
 
Scale--Fewer than 10 workers 

Product types--As indicated in Table 5.2.
 

Both enterprise-ooirg families and hired workers 

are included in the profile, 


Profile of Emr~loymntPatterns 


The employment profile of target families 

should include content on the role of women in the 

enterprises, as well as employment in non-enterprise 

activities such as v.ork on family or other farms. 

Table 5.3 illustrates the concept of an employment 

profile. 


Employment patterns can indicate to the project 

planner the existence and seriousness of labour 

constraints. Fo: example, in -he food and leather 

sectors additional labour would rrobably have to be 

hired from outside the family. n the other sectors 

significant qlack exists. 


Preliminary Anilysis and Project Identification
 

Creatinq Profiles of Other Welfare Dimensions
 

Information on housing. health and nutrition, 
while useful, may be too costiy to generate. If 
data already exist they should certainly be included
 
in the profile. Educational and cultural infor
mation may be extremely useful in building a more
complete picture of the target group.
 

DETAILED PROFILES OF TARGET GROUP ENTERPRISES
 

The second segment of the target group profile
 

shifts from the family to focus on the economic and
 
technical characteristics of the enterprise itself.

The enterprise is the vehicle for increasing welfare
 

and it is important to examine its principAl charac
teristics in an adequately structured profile.
 

The first general topic for the profile of the
 
target group enterprise is the concept of effi
ciency. Efficiency should be broken down into
 
financial efficiency (or profitability), economic
 
efficiency with capital productivity as the primary
 
indicator and labour efficiency using labour produc
tivity as the indicator. The second general area
 
for a profile is the structuce of the enterprise,
 
its output patterns, resource endowments, etc.
 

Efficiency Profi1e
 

Efficiency is an important concept to profile
 
since it will help to sort project options into two
 
general classes: those which seek to increase the

efficiency of the enterprise, and those which seek
 
to expand the enterprise. If efficiency is low,
 
then increasing efficiency should be the focus of
 

project activities. If efficiency is relatively
high and expansion looks possible, then expansion
 

should be the focus.
 
Profitabiliy__Profile. Profitability is an
 

indicator of financial etficiency. It is a measure
 
of the value of profits earned divided by the value
 
of assets (includin working capital to finance
 
variable costs) required to produce the profit. The
 
concept is identical to that already described in
 
the sector profile sections. In the sector profile,
 
the data will not often permit computation of the
 
profitability of enterprises, and it is unlikely to
 
be worth the time and effort to gather the necessary
 
data at that stage to do so. While the omission of
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Table 5.2.--Income and Economic Activity Profile for Small-scale Rural
Enterprises, Guatemala
 

A. 	 Small-scale rural entrepreneurs ......
 

No. of Net income per family 
 Net income per capita BSector 
 families from family enterrises from family ente_.rises 
(us$) 	 (US$)


Wood products 4,037 186 132
 
Textiles 17,944 500 73 >
 
Leather and
 
miscellaneous 6,729 744 
 130 

Baking and food ( 
products 	 7,626 
 735 
 113
 

Commercial and
 
services 8,523 
 993 	 226*m 

B. Workers in small-scile rural enterprises 
 V 

Net income/month Superiority of Net income per 
 O
Monthly for adults in owner-income per capita for 
Sector wage rate owner-family month worked worker-fami ly 

(US$) (USS) (rr cent ) ($ -

Wood products 65 81 
 24.6
Textiles 	 139 I21 32 52.4 45 (D
 
Leather and 


Ft
 
miscellaneous 31 
 47 51.6 66
 

Baking and food 0
 
products 32 43 34.4 
 69
 

Commercial and 
 Ft
 
services 28 60 114.3 	 50 0 

Source: 	 United States Agency for InternationalDevelopment, Aribusiness and Rural
 
Enterprise Protject Analysis Manual (Washington, 1980), p.75.
 

(D 

Table 5.3.--Employment Prof iles of Families 
in Rural 	Enterprises, Guatemala
 

Number of Person-months Per cent of family Women as per 0 
workers family labour labour available cent of total 
in family in enterprise* used in enterprise employment > 

D 

Wood products 1.58 12.9 	 68 8 
Textiles 2.01 18.8 75 50 W 
Leather and B 

miscellaneous 1.71 18.8 92 17 	 0) 
Baking and food
 

products 2.01 23.2 
 96 47
 
Commercial and
 

services 2.28 19.7 
 72 65 	 O
 
(D

Source: 	 United States Agency for International Development, Agribusiness and Rural 
0
Ft
 

Enterprise Project Analysis Manual (Washington, 1980), p.75.
 

(DNote: 	 It should be noted that the recall-based surveys on which this table was M 
constructed perform 	less well in providing estimates of actual family labour Ft 

input in person-months or in person-days than with almost any other type of W. 
data included in the manual. 0 

W 
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profitability analysis is permissible at the stages 

of profiling the sector and identifying the project, 

to fail to include it in preparation for the project

document would be a serious shortcnming. The data 

for an analysis of profitability ate required not 

just to construct a profile of enterprises in the 

target group but also for the cost-benefit analysis 

and determination of financial feasibility. Table 

5.4 provides an example of a profitability nrofile 

for a target group of rural enterprises. 


In most countries the cost of capital goods

will have changed significantly between the time 

enterprises purchased them and today's cost of 

expansion and purchasing additional equipment. it 

is important, therefore, to compute not just what 

current profitability is but what profitability

would be after expansion and at today's prices, 


Table 5.4.--Profitability Profile of a Target Group 

of Rural Enterprises, Guatemala 


Current Profita- Value of equip-

profita- bility ment per firm 

hility after 


fa] expansion Cost Replacement
 
[b]
 

(per cent) (US$) (US$) 


Wood products 67 32 823 1,892

Textiles 
 54 36 615 968 

Leather and 

miscellaneous 64 34 750 
 1,490 


Baking and food
 
products 79 50 324 760
 

Commercial and 

services 78 50 848 1,409 


Source: United States Agency for International 

Development, Agribusiness and Rural 

Enterprise Project Analysis Manual 

(Washington, 1980), p.77. 


a 
 Rate of retur2 to total capital value at
 
cost including working capital.


b Based un replacement values for equipment. 
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Economic efficiency and capital productivity.
 
If capital is the scarcest resource in a developing
 
country, it follows that the productivity of capital

is the best measure of economic efficiency. There
 
are many measures more satisfying in an elegant and
 
sophisticated sense in that resources are given

shadow or opportunity prices, but all these methods
 
are complex and require time and data not usually
 
available for the preparation of a project document.
 
Estimating the productivity of capital in simple
 
terms is, however, a simple computation to make and
 
captures much of the meaning of economic efficiency
 
since it tells us what society is getting in terms
 
of output per unit of its scarcest resource. There
 
may be situations in which other resources (such as
 
mateaials, skilled craftsmen, etc.) may be even more
 
scarce than capital, and in these cases capital
 

productivity would be replaced by, for example, "raw
 
material" productivity as the best measure of
 
economic efficiency. Those sectors or target group
 
enterprises with high financial profitability may
 
not be the same as those with the highest capital
 
productivity since prices may distort private
 
returns away from the socially most productive
 
sectors. Table 5.5 illustrates a set of computa
tions for capital productivity (value added per unit
 
of fixed and working capital). [2]
 

Table 5.5.--Capital Productivity for Small-scale
 
Target Group Enterprises
 

Target group subsectors Value added divided by
 
the value of fixed and
 
working capital
 

Wood products 1.30
 
Textiles 
 0.92
 
Leather, ceramics and
 

fibre products 0.98
 
Baking and food
 

products 1.44
 
Commercial enterprises 1.56
 
Services 
 0.31
 

Source: United States Agency for International
 
Development, Agribusiness and Rural
 
Enterprise Project Analysis Manual
 
(Washington, 1980), p.78.
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Labour roductivity. Labour productivity is 

not a good measure of efficiency in developing 

countries because it 4oes not measure output per 

unit of scarce resource; labour is not usually 

scarce. An exception is seasonal labour in those
 
regions where it can become an acute problem. It 

is, however, useful as a welfare measure since it 

does indicate incremental additions to welfare per 

person. Table 5.6 illustrates a profile of labour 

productivity for India. 


Table 5.6.--Labour Productivity Profile for Selected
Agroindustries, India 


Scale of 	enterprise

Sector 	 Small Medium Large 


(value added per employee in rupees)
 

C-aln milling 2,426 4,590 7,806 

Food preparation 2,243 4,145 8,705 

Tobacco 1,369 1,441 16,486 

Spinning and weaving 2,423 2,549 3,444 

Wood products 1,802 3,279 1,149 


Source:-Government of India, Annual Survey of 

Industries, 1965, as cited in Em1oyrment

Creation 	and Small-Scale Enterprise 


Development (World Bank, Washington, DC, 

1977) Annex 1, o.10.
 

Labour productivity and labour efficiency are 

two different concepts. For example, the value 

added per employee in tobacco from small-scale to 

large-scale increases by a factor of 10, but this 

may be due simply to the fact that in the larger 

plant there is 10 times as much capital per labourer 

(that is, capital has been substituted for labour)
 
rather than that labour is working more efficiently. 


Profile of Enterprise Structure 


In designing projects to improve the perfor-

useful to have a profile
mance of enterprises, it is 


of a wide variety of financial and technical charac-

teristics of the firn" in the target group. The 

types of informatior sed are simple, and examples 

of each type are not :-ecessary in order to visualise
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them. A single example is presented in Table 5.7.
 
The list which follows, while not comprehensive,
 
covers those which are of the most use to project
 
planners:
 

- Patterns of credit use;
 
- Wage bill for hired labour;
 
- Use of family labour;
 
- Patterns of savings;
 
- Value of capital assets; and
 
- Type of energy used and patterns of use.
 

As is indicated in the chapters which follow, there
are many 	other items of data not listed above which
 
are needed to conduct various parts of the project
 

analysis. The topics noted here are the ones which
would appropriately appear under the general heading

of "enterprise profile".
 

Table 5.7 .--Sources of Finance for Small
 
Manufacturing Businesses in an Urban
 
Area, Accra, Ghana
 

No waged No. of waged All
 
Source of finance employees employees firms
 

1-9
 
19 10-29
 

(percentg of firms in
 

each category)
 

Personal 	savings or
 money from relatives 91.7 96.9 80.9 90.8 

Derived in part froi 
farming 16.7 19.4 10.0 15.9 

Personal savings only 41.7 78.1 28.6 55.4 
Personal savings plus 

some other source 25.0 9.4 42.9 23.0 
Bank loans 8.3 3.1 23.8 19.8 

Number of respondents 12 32 21 65
 

Source: Accra Manufacturing Su____rveyy, 1973, from W.
 
F. Steel, Small-scale Employment and Pro
duction in Developing Countries: Evidence
 

from Ghana (Praeger, New York, 1977).
 

Note: 	 Percentages may add to more than 100
 
because some firms use multiple sources of
 
financing.
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NOTES 

1. The ability of firms to increase income through 
more efficient fixes Of oroducts will vary consi-
advantageof such a f industrierequiresAlso, takingof 

= potential application to the process of project
formulation. The productivity ratio, with all its 
difficulties, remains in practice perhaps the most 
useful technique for project analysis. Much of this 
usefulness stems from its conceptual simplicity, its 

accounting sophistication not always found among 
small-scale firms. Even firms prod-icing multiple 
product lines in industrialised count-ies will not 

relative ease and cost of implementation and 
reduced requirement for data. 

its 

always have the acco')unting records necessary to 
determine the relative profitability of each 
product. Provision of assistance in analysing and/ 
or improving accounts may be of substantial benefit 
in some cases. 
2. It has bee-i argued that .ritiosdepicting the 
productivity of a sine!e resource are inappropriate
because they exclude other important "causes" of the 
desired outcome nd therefore depend upon subjective 
assessments of resource scarcity. This argument
suggests that all resources are scarce to some 
exLent and should Lhereforc be _ncluded in the 
ratio. All that is needed to construct a composite
ratio of productivity is a set of shadow prices with 
which to value each of the resources consumed. 
Benefit-cost -atic, are the commonest of this 
variety. 'omposit. p-oductivity ratios are not
without their weaknesses however, as their very 
comprehensiveness imnplie- a loss of detail. With a 
composite ratio, the areLyst cannot see the 
influence of or: fretor ,'f production--land, for 
example--separate r,)m that of e)thers--for example,
capital--or of different categorie3 of the same 
factor--arable, cu'iivated and total land area for 
instance. This 
!nteract ions. 

loss ,'.detail can obscure important 

While the disadvantae of the composite ratio 
is that it obscures the contribution of each 
separate resource to the outcome, the parallel
weakness of the single resource ratio is that it 
attributes all of the outcome to a single resource. 
Unless carefully used, either ratio can be mis
leading. Two solutions to this quandary have been 
used with varyin,' degrees of success. The first is 
to compute bo-h single and composite productivity
ratios and use them together, accepting the limita
tions of each. The second technique is to calculate 
a production fuicti_,, which is a cither complex
method for assignin ,.r attribut -', a proportionate
share of production to each major r_ source. This 
approach however sufters from a °:umbec of drawbacks,
both conceptual an, loistical, ihich we.-kens its 
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CHAPTER 6 
 The ;nethods for estimating project potential 

may be divided into two general categories based on
EXAMINING PROJECT POTENTIAL AND FEASIBILITY 
 the data required. The 
first methods require some
 
type of systematically gathered and statistically
 
representative accounting information on 
enterprises
 
in the target group. 
These methods are treated in
 
the first half of this chapter. The other methods
 
range from those requiring no data at all (expert

judgment) 
to methods requiring accounting data which
 
are not statistically representative of target group

enterprises as a whole (micro or case study esti
mates). These methods are discussed in Chapter 8.
 
The fact that 
this chapter is devoted to formal or
 
relatively structured methods does not 
imply thac
 
other methods are not important. In current
In the context of this manual, agribusiness and 
 practice informal methods make up the bulk of
rural enterprise projects are undertaken to 
improve project analysis and in many cases use logic and
the welfare of the poorer r,?mbers of a community. 
 reasoning equal in complexity to the more conven-
This chapter, together with Chapter 7, deals with tional and structured methods. 
 The reason for the
three basic project-related issues: 
 relative lack of attention to nonformal methods in
 
this manual stems from two problems with these
-
 What will the project benefits be? 
(What are methods--Lhe first is 
a problem of substance, the
 

the magnitude and probability of improvements 
 second one of presentation:

in target group welfare if the project is

implemented as designed?) 
 - Given the lack of serious evaluation of impacts


- Can the project be implemented as designed? 
 for projects using informal estimates of
(What is the probability that the project is 
 project potential, it is difficult as yet to
feasible?) 
 test the validity of these methods.
 - Do the likely benefits of 
a project justify its - The informal methods tend to be highly percosts? 
 sonal; that is, the procedure, logical
 
reasoning, and analytical processes are
In this and the next chapter, an attempt is 

as
 
varied and numerous as are the analysts or
made to explore the possible methods of analysis 
 officials who use them. 
 There is little which
which can focus data and judgment on each of these 
 is standard or genera]ised which could be preissues. Project analysts familiar with the proce-
 sented in a manual 
of this type. These methods
dures used by many donors will recognise the last 
 depend on the analyst and his/her experience.


two issues as the traditional topics of feasibility

and cost-benefit analysis. 
One of the intentions of 
 The purpose of the second half of 
the chapter
this manual is to highlight the common neglect and 
 is to explore methods for examining the feasibility
emphasise the importance of adequate analysis of 
the of agribusiness and rural enterprise projects.

first issue, which relates to estimating the
 
potential of the project 
to create improvements in 
target group welfare. The most common inadequacy in ACCOUNTING METHODS FOR ANALYSIS OF PROJECT POTENTIAL
project analysis is 
the weak basis for estimating

benefits for the target group arising from the 
 Common to all of the data-based methods of
project's activities. Very often projects contain 
 estimating project potential is 
the requirement for
extensive benetit-co.' analysis but lack any sys-
 simple accounting information for a miore-or-less
tematic evidence that the assumed benefits will 
 representative group of 
target group enterprises.
actually happen. 
 Ti;s chapter begins by presenting 
 This section outlines the accounting procedures
methods for est-rati.r-c the potential of 
a project necessary to provide this information but does not
for creating benefits for the target aroups. discuss the methods for obtaining the raw informa
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tion from the enterprises; 
that topic
in Chapter 8. is dealt with
The discussion here deals with how to
manipulate the 
raw data 
into simple accounting

concepts required by 
the analysis of constraints and
the estimation of 
a 
project's potential. 


Welfare and EficiencAccounting Concepts 


Care must be taken to make certain that the
accounting definitions fit the
Two basic goals of 
project analysis dealt with
intended analysis.
in 

Thisbsictioals
reque d 
 eret yss odea 
 tting
this section require different
information. The first types of accounting
is the need for accounting 

information to 
measure 
the change in families'
welfare resulting
second measures from enterprise activities. The
the efficiency of 
the enterprise.
From an accounting point of 
view, welfare results
depend on who owns 
the 

effic ienc y does n o t.p 

capital r'oods), whereas resources (labour, land, 


Efficiency depends 
on how much of 
some output is
produciencdepend 
 of e
produced per unit of 
onit owmuch soe regardes oso
resource 
utilised regardless of
who owns that resource. An example may serve 
to
sharpen the difference between these 
two types of
accounting. 
 If we wish to
of changes in family measure welfare in
income resulting from the terms 


o 
 nge ise in f m ly no tree slttheing fo
enterprise, ithe
we would not treat 
the labour which the
family provided as 
a cost; yet 
if we wish to measure 

the efficiency of 
the enterprise, this family labour
would need 
to be counted as 
a cost, or as 
a utilised 


Efficiency 
nd welfare are
Effcincyp not unrelated
h mtelfaressred nt 
uneatig
concepts; 
both must be addressed in stimating
project potential and feasibility. There is no need
to discuss which 
is superior as 
they do not compete.
Each serves a different analytical function and 
both
are needed to 
address different issues. 

Defiing income 
to allow measurement of welfare
and efficLency. Definitions of 
income for estima-


ting welfare and efficiency are given below. 

- A welfare definition of 
net income: value of
enterprise output 
(sold, traded, or consumed)


minus cash or 
expenses in 
kind, and deprecia-
tion on 
durable goods outlasting the production 

- period.An efficiency definition of 
net income: 
 Value
of output (sold, traded, or consumed) minus
actual or imputed costs of all 
labour and
resources 
used in production and depreciation
on durable 
 ,?ods outlasting the production 
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period.
 
In the efficiency definition all 
resources


in the production process must be 
used
 

treated as 
costs

regardless of 
who owns them.
 

Imputed 
costs for efficiency accounting. Where
a resource 
is owned by the operating family, such
family labour, machinery or circulating capital as
 

funds, a value must be
sing this resource imputed to
even though the
no actual out-of
ingkth esoure 


cost of utili
pocket expenditure eve Th
is made. noacal couto
The normal convention
 
used to establish a price for an
replacement cost. 

owned resource is
For example,
I family labour in the case of
an estimate would be required of 
the
 
family;
nu this
nmber of total quantity would then be multi

person-days worked by adult males 
in the
plied by the average daily wage which would have had
to be paid to "replace" this family input with
purchased 
labour services.
u c a e l b o r s vi In some cases, adjusts . n so 
e a e , ad st
 
ments should be 
made for skill level and age
that comparable wages are factors
 
types of labour services. imputed for comparable
Since an owner/operator
performs managerial as well as labour services, it
 
may be difficult 
to account adequately for the 
replacement value of
paeetvleo the manageria Most
h aaeilsrie. services. 
 Ms
 
computations are 
for 
as long as 

the purpose of comparison, and
most comparisons 
are between similarly
managed owner/operator firms, 
no distortion should
 
result.
 

Imputed returns must also be 
calculated for the
 
value of fixed capital goods and for the
circulating capital value of
tied up in paying for annual
costs. These imputed cost items are 
usually called
imputed interest or 
imputed return to capital. The
method for this comoutation involves estimating the
book value of owned assets utilised in the enterprise. 
 An estimate of the value of circulating
capital required to operate the firm may be made by
taking the average cash expenditure level during the
 
year, or 
it may be est.mated by taking the total
annual value of non-durable expenditures and multiplying that 
figure by a turnover ratio which is used
to approximate the rate at 
which circulating capital
expenditures would be replaced out of receipts.
This figure varies widely by enterprise type and is
 
related to the seasonality of the production cycle.
For most rural enterprises it will be from 60 
to 90
days. 
 The value of circulating capital 
is then
added to 
the total value of assets utilised in the
production process 
to approximate the 
total value of
fixed and working capital. This total value of
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capital is then multiplied by an imputed interest
 
rate which is taken to be the interest rate at which
 
a similar enterprise with acceptable credit standing
 
could borrow. This imputed interest constitutes an
 
assumed reasonable return to owner's capital. 


Efficiency accounting for income results in a 

figure similar to that which is called "pure profit" 


by economists in that reasonable returns to all 

factors have been subtracted from gross value of 


production. When reasonable returns have been 

removed for owner's labour, management anc capital, 

the residual even in attractive businesses may be 

negative. These negative numbers need not surprise 


or discourage the analyst, since their use should be 

as comparisons, not as absolutes. The difference 

between efficiency and welfare measures can be seen 

in the case where the efficiency measure of income--

pure profit--is negative, but the entrepreneur is 

making a good return on his effort and investment. 


An illustration of these methods of accounting 

for a rural enterprise project can be seen in Table 

6.1. 


The efficiency rate of return measure in Table 

6.1 is the pure profit divided by the total value of 

fixed and circulating capital. The welfare rate of 

return is the net income to the family divided by 

the total of fixed and circulating capital. 


Capital and Inventory Accounts 


Even though rural enterprises and most agri-

businesses in developing countries are small, they 

are nonetheless complete businesses using capital 

goods, accumulating inventories, making expenditures

in one period for production in another, producing a 

varied bill of products, etc. In order to obtain 

reasonable estimates of net income, all of the 

normal accounting conventions used for large busi-

nesses must be applied to the small-scale rural 

enterprise as well. 


valuation of capital goods at original cost or 

replacement. Valuing capital goods at their ori-

ginal cost or at replacement cost may make a size-

able difference in the rate of return expected in a 

project. The choice of method depends largely on 

the project's goals. If the project intends to 

provide advice to entrepreneurs, but not to provide 

funding for new equipment, it may be that the rele
vant valuation is at original cast since the project
 
intervention sh"'.-d not result in the introduction
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of new capital. If 
the project aims at expanding
credit availability to 
the entrepreneur with the
intent of updating or replacing his equipment or
expanding the capital goods base of 
the business, it
would be well 
to examine profj 
ability using both

valuations. 
The rate of return calculated at ori-

ginal capital cost would tell the analyst how efficient the enterprises are currently, while the
replacement value computation would indicate 

probable efficiency with project funds.
presents an example of Table 6.2
a "welfare 
ra- of return

computation using both original and 
replacement
valuations of capital. 


6
Table .2.--Rate of Return (Welfare Measure) Using

Original Cost and Replacement Cost

Valuations of Capital 
in Small-scale 

Enterprises, Guatemala 


Type of 
 Rate of return
enterprise 
 ($ of net income/value of capital) 

Fixed capital at: 


O i ed cpinal Rpac 
 t 

cost 
 cost 


Wood products
Tedtile 6bility

67
Textiles s 32
54 
 36
Leather, ceramics, 


miscellaneous
Baking andby 64 
 34 


food products 79 
 50
Commercial 


enterprises 78 
 19 


Source: 
S. R. Daines et al., Guatemala Rural Enter-

pise 
(United States Agency for Interna-
tional Development, Guatemala, 1978),
53. p. 


Amortisation of capitalgoods. 
Capital goods
represent a surprisingly large proportion of the 

costs of small-scale rural enternrises. an annual cost [1]wouldTobe a 

disregard capital goods as 

critical mistake. 
 The composition and value of
capital must be estimated, and simple depreciation
schemes must be used to charge an 
annual allowance 
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against the 
income accounts. 
The method for depreciation 
(straight line, declining balance, etc.)
the estimates used for useful life are 
and
 

less important in themselves than that they 
be used consistently across 
all enterprises studied so 
that compa
rability of data is assured.
 

Analysis of Constraints at the Level of the Firm
 

The potential of a project to 
improve welfare

depends directly on whether the intervention
addr3sses an 
important and correctable need in 
the
 
targeted enterprises. Identification of critical
constraints at the 
level of the firm must be an
integral part of project design and estimation of
project potential. 
 This section discusses ways of
using enterprise-level data to examine what factors
most severely constrain improvement in target enter
prises.


Accounting information. 
A careful review of
accounting indicators may point to 
critical needs in

the target enterprises. 
 For example, a review of
absolute and comparative profitability may provide
insight into the need of 
the enterprise to
.ts financial efficiency. improve


In reviewing profitaas well as 
the other accounting indicators, 
a
enterprise may increase its net 

list of potential ways in which the small-scale
income should be
kept in mind. Income improvement may be achieved
 

by:
 

Increasing the quantity and/or value of output
 
per unit
 
- by changing technology or practices,
 
-
 by improving management practices, and/or
-by the mix of products produced;


changing
- Increasing the quantity of output with added 
-inputs 

by expanding
- b x a d n 

all 
l 

inputs through additional
n u s t r u h
liquidity; a d t o a
 
and/or
 

- Increasing the prices for outputs or reducing

prices for inputs 
- by improving product quality and/or- by changing marketing practices for inputs
 

The process of linking accounting indicators
with constraints was discussed in Chapter 5 and need
not be repeated here. 
 It is important to note,
however, that there may be considerable variation in
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the needs of different typ~s of enterprise. Some 

may have favourable market situations and 
room to 

expand, while others may require fundamental 

internal managerial and technological restructuring 

before income can be increased.
of the firm will assist in Data from the level
identifying both the 

commonalities and differences 
in such a way that

project *nterventions can be tailored to actual 

needs. 


Entrepreneurial Perceptions of Constraints 


A secon way 
to explore the relative importance

of constraints at 
firm level is to ask entrepreneurs

themselves in 
large enough numbers that the results 

can be expected to be representative. Given the 

subjective nature of 
luestions about constraints, 

the method for interviewing is fraught with possibi
lities of misnderstanding and inaccurate reporring.
It is, however, useful since 
it gives the proje ;

designer a reasonably representative view of 
how 

entrepreneurs respond 
to questions about their businesses and what factors are holding them back. 

the entrepreneur perceives his problem is 

How 

important 


even if it is later decided from more objective data 

that his perception is incorrect. Over the last two
decades there has been a growing consensus that 

small farmers are rational economic men and very
often have correct perceptions about how to manage

and improve their businesses. While there is less 

concrete evidence available on small-scale, nonagri-

cultural enterprises, what there 
is supports the 

idea that the small-scale entrepreneur is rational 

and that his opinions about constraints should be

considered seriously. 


One method for obtaining opinions on 
con-

straints is to ask a representative sample of entre-

preneurs a question phrased as 
follows: "What are

the most important reasons you do not expand your
production in 
the coming year above your planned 

level?" 


The entrepreneur may then be 
allowed to respond
freely or may be given 
a series of options Lrom
which 
to choose with allowance made for open-ended

and unstructured responses. 
He may also be asked to

indicate which reasons are first, second, third
or 

in order of 'mortance. Where the question is open-
ended, the ln-ervewer may have a precoded list of 

options among whic. he classifies the response and 

may add to the list if the entrepreneur suggests 
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other reasons. Wide experience with such surveys

indicates that entrepreneurs respond almost univer
sally with iittle hesitation and most are able to
 grasp the concept of ranking and seldom appear
 

uncertain about priorities. Additionally, openended responses do not significantly increase the

complexity of coding, since almost all 
responses fit

easily into a preset list of less 
than ten major
 
reasons. To be sure, there is much overlapping in
 
concept between different factors. 
Credit as a
supplies of
constraint, for example, may overlap with increased
raw material 
or scarcity of 
labour,
 
since credit is fungible and may be used to purchase
increased 
raw material or hire additional labour.
 
While entrepreneurial opinion is 
not definitive, it
 
can be very useful, as shown by Table 6.3 
which
 
presents results from a sample of 
small-scale rural
 
enterprises in Guatemala.
 

ESTIMATING THE POTEN'TIAL FOR BENEFICIAL IMPACTS ON
 
TARGET GROUP FAMILIES
 

Estimating the potential of the project 
to

increase income, employ...cnt or some other form of
welfare will require a different technique for each
 

type of intervention. There are, however, some
general principles which may apply to most of the
 
common types of project.


Most projects aim to provide some added
 
service, input or infrastructure to enterprises.

Each project operates on the hypothesis that the

chosen intervention will 
cause additional welfare.
 
At this stage we are not asking questions about
 
project feasibility; we 
assume that the project

intervention is feasible. 
 The issue addressed in

this discussion is: if accomplished, what will be
 
the impact on income or employment
 

Comparisons of Enterprises With and Without Project

Intervention
 

The first method of obtaining evidence indicative of the potential impact of projects on 
income,

employment or other welfare dimensions is 
to compare

the incomes, etc., of enterprises with and without
 
projects. If the intervention is credit, then the
comparison should be between those enterprises with
 
and without credit services, but of similar size and
 
cultural setting as 
the targeted enterprises. This
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comparison could also be drawn 
from 	a before-and
after measurement following a similar intervention,
 
but the probable non-existence of any systematic

before-and-after comparison of similar enterprises

in comparable settings usually rules out this
approach. 
It should 	be noted that adequate post hoc

evaluation of the proposed project will provide a
 
before-and-after comparison for future projects.
 

Setting aside then the use of before-and-after
 
comparisons because they are rarely possible, we 


J 

now
 
discuss the method and limitations of cross
sectional comparisons. The idea of a cross
sectional comparison is to find enterprises with and
without the proposed intervention to identify what
 
the actual differences in income, employment, etc.,
 
are, 	with the implication that if the project

provides the intervention to those enterprises

without in the comparison they would achieve the 
income levels of those enterprises with in the 
survey. This approach has a number of strengths and

weaknesses, and the discussion which follows 
attempts to examine both. 

Can with-and-without enterprises be easly
in the area? The first difficultywith cross

sectional comparisons arises from the fact that the 

intervention may in fact be new to the
 
area, and in fact may be new to the country
 

as a whole. Indeed, one might argue that, 
if the
 
intervention is common, there is 
no justification
 
for a project to introduce it. Careful examination
 
of the proposed intervention will reveal in most
 
cases, however, that the project will extend or

expand a service or resource rather than actually

introduce it. While there may be strong reasons for
 
aid agencies wanting 
to present the project as
something 	"new", the specific intervention is almost
 

always somethinc, which already exists bu~t only on a
limited scale. If we take the major project options
 
as examples, the lack of newness in most cases may

be more obvious. Usually the element which is 
new
 
in the project is the method of delivering or organising the intervention, not the intervention
 

itself. More concern has typically been directed to
the feasibility of the delivery rather than to 
the
 
potential impact if delivery is feasible.
 

The above discussion may be clearer if examples
 
from 	each of the major project interventions are
 
examined. The potential of credit as an intervention could be estimated by measuring the income
 
of enterprises with different levels of credit. 
 If
 
those enterprises with credit had incomes double or
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triple those of similar enterprises without credit,

that could be evidence that a credit intervention 

would have an impact on in.come. It is unlikely that 

there are so few enterprises with any crdit that 

such a comparison wouid be impractical. Credit may

not have been delivered the way the project proposes

to deliver iz.(in most cases enough of the basics of 

the proposed delivery system can be foun,! to make 

comparison viable), but in 
almost all situations the 

proposed intervention (i.e. increased credit) 

operates widely enough 
in the target r,r -,imilar
areas to permit a c mparison. 

Technical assistance may be more difticult to
analyse, 	but is in many ways similar t,) the credit 

example in that it is 
usually the delivery mechanism 

which is novel arid not the intervention Itself. 
Ascertaining the potential of technical assistance 
requires an examination at the level of firms in 
case similar technical assistance has not been

extended 	to enough enterprises to urjvide a viable 

comparison. In the 
case of technical as-istance, 

there are two possibilities. First is where a suf-

ficient number of enterprises have already, received 

the proposed service so that a comparisor of perfor
mance with those not receiving the service is pos
sible. Second is situations in which the service isentirely unzried. Where there is experience, the 
comparison is direct and relatively easy 
to make 

between those enterprises receiving non,- and those 

receiving varying amounts of 
the assistance. Table 

6.4 illustrates this type of comparison. 


If technical assistance of the type the project 

proposes has never been tried, an attempt can be 

made to determine what the changes in served enter-

prises will be, that 
is, what 	is the "package" that 

the assistance will attempt to get idopted. If the 

objective of the assistance is to get a certain type

of enterprise to change its practices, to 
use a new 

input or 	type of equipment, then that practice or 

input or equipment is the intervention and firms 

currently using the recommended practice, input or 

equipment could be compared with those which are 
not 

to estimate the potential impact )f the interven-

tion. Field assessments are strmoily preferred to 

engineering estimates since they hay.-
 thi substan-

tial advantage of realism if 
they a-- taken in the 

same general environment as the prop)sed project.

Project designers should seek to 
learn what actually

happens in project areas when enterprises adopt the 

proposed practices, inputs or equipment. 
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Table 6 .4.--Income Comparison of Small Farms with
 
Different Levels of Technical
 
Assistance, Guatemala
 

Level of Farms with 
 Farms with
 
technical 
 TA linked to TA but without
 
assistance other services other services
 
(TA)
 

(US$ of net income per hectare) 

None 	 45 76
 
1-4 visits 	 53 
 105
 
5-9 visits 	 68 
 89
 
10+ visits 86 
 123
 

Source: 	 S. R. Daies et al., Guatemala Farm Policy

Analysis (United States Agency for Inter
national Development, Washington, 1975), p.
 
106.
 

Such evidence is, of course, not conclusive.
 
One might argue that the observed intervention was
 
not as well organised or not as well oriented as the
 
one the project plans. However, such assessments
 
proviJe a baseline from which intelligent discussion
 
can proceed. It is unfortunately true that the
 
pro-ect development environment creates an atmos
phere in which project designers are cast at a very

early stage as 
defenders and not analysts. They may

choose not to undertake comparisons such as those
 
described above simply because they would rather not
 
have to explain away negative findings; they know
 
that in the project review cycle an assertion of
 
potential is givi-a roughly equal weight to 
firm
 
evidence of project potential. Having the evidence
 
also has the significant disadvantage in the project

selection process that it almost inevitably leads
 
discussion by project opponents into the weakness of
 
measurement procedures; it is easier to cast doubt
 
on a quantitative comparison (for example, the
 
groups were not similar encugh, the sample not 
representative enough, all other factors were 
not
 
equal, etc.) than it 
is to attack a bald assertion
 
of potential.
 

121 



Examining Project Potential and Feasibility 


Accounting Projections 


The second method of estimatinm project poten
tial using data from the level of the firm involves 

using ac ounts as a basis for making projections of 

impact. These projections may use expert judgment 

about what will happen if the project intervention 

is implemented, or may be based on the expressed

intentions of surveyed entrepreneurs. It is impor-

tant to note that the judgments or intentions do not
 
refer to 	final impact, but rather specific changes 

in the firm. The simplest case would be a project

with the aim of expanding production in targeted 

firms without changing technology, practices or 

efficiency. In this case the analyst would use 

firm-level data to estimate first h much expansion 

could be obtained per unit of project-supplied input

and then, by using income accounts for each type of 

enterprise, how much net income would result. Such 

accounti projections are much less reliable than
 
comparisc:s based on an observed intervention 

because there are so many assumptions involved. 

Assume, for example, that the input provided by the 

project is credit nd the incent is to increase 

production withoL;_ changing technolocy. To add 

reliability to the projections, the interest and 

intent of entrerreneurs can be assessed and compared 

with the proje:t designer's assumption that they 

would take additional loans and use 
them to expand
 
production. Each additional assessment adds further
 
evidence and reduces reliance on the analyst's

guesswork. Every project intervention presents a 

different problem of how to estimate potential 

welfare and how to increase the reliability of that 

estimate, 


Table 6.5 presents an estimate of impact- based 

on a sample of entrepreneurs indicating the quan-

tities of project input they would want, and what 

they would do with it if free to choose. The esti-

mates in Table 6.5 illustrate the use of enterprise
 
accounting data (net income accounts, credit/output
 
ratios, etc.) and data on entrepreneurial intentions 

(size of loan desired and use of funds) to estimate
 
the total income-generating potential of a proposed 

rural enterprise project. 


A CHECKLIST FOR ASSESSING PROJECT FEASIB[LITY 


A project may have excellent potential for 

improving the welfare of the target group and yet 
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Table 6.5.--Estimated Impact on Income of a Rural
 
Enterprise Project [a]
 

Sector 	 Average Number Net in- Increase
 
size of fami- crease in
 

loan re- lies in income family
 
quested benefited [b] income
 

(US$) 	 (US$) (Per cent)
 

Wood products 2,380 504 701 79
 
Textiles 800 1,500 265 53
 
Leather 2,133 609 670 90
 
Baking/foods 1,939 619 892 121
 
Coimercial
 

services 1,290 930 593 60
 

All small-scale
 
enterprises 4,162 544 75
 

Source: 	 United States Agency for International
 
Development, Agribusiness and Rural
 
Enterprise Project Analysis Manual
 
(Washington, 1980), p.89.
 

a With US$8.5 million in credit disbursed.
 
The table includes owner-families only.


b The net increase in income is per family
 
per year.
 

not be implementable because the institutional
 
structure is inadeqiate, because the would-be parti
cipants are not willing to participate in the
 
project as designed and presented and/or market
 
corditions are such as to make the project unfea
sihle. This remainder of this chapter provides an
 
overview of those 
items which need to be considered
 
in examining the feasibility of projects.
 

INSTITUFIONAL 	CAPACITY
 

A wide variety of institutional capacities
 
ought to be subjected to an analysis of feasibility.

In many cases, this analysis is complicated by the

fact that one of the common project objectives is to
 
strengthen particularly weak aspects of the institu
tional structure. Where institution-building ii one
 
of the central objectives of the project, the
 
analyst must first assess the feasibility of .his
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component (tha.it is, is the institution capable of 

absorbing and internalising the proposed improve
ment?) and then prnceed to analyse whether the
 
institution as inproved will be capable of sus-
taining the ofher oroj- ct responsibilities. 

Methods for examining institutional capacity 

are not standarrlisud or systematic enough to permit 
extensive expos'tifan. Some factors can of course be 
quantified, yet 'n the main the subject is more one 
of judgment than of statistics. What can be done is 

to suggest a series of topics which should be 

examined and to present examples of the types of 

information which have been used. 


Outreach Capability 


Most agt-business and rural enterprise projects 

involve the delivery of some kind of input or 

service to a large number of enterprises. The geo-

graphic dispersion of these enterprises often com-

plicates the delivery problem. The capability of 

the institution to service large numbers of small-

scale enterprises mnd interact with clients whose 

business and accounting experience 
is very limited 

is usually a vital issue. 


Financial Capabilityv 


Funds and 
resources will usually be channelled 

through an existing institution. The financial 

integrity and performance of the institution are of 

utmost concern and should comprise a large part of 

the institutional analysis. Such factors as the 

proportion of current loans delinquent are useful 

indicators for credit institutions. The capacity of 

the institution to commit Funds necessary for the 

operation of 
the project should also be examined in 

terms of both the availability of the funds and the 

commitment of institutional personnel to the alloca-

tion of funds for project-related purposes. 


Technical Capability 


Where projects involve technical expertise, 

which includes almost all conceivable rural enter
prise projects, an assessment o)f industrial engi
neering, enterprise management and technical assis
tance personnel and 
systems should be an integral
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part of a review of institutional capacity.
 

FINANCIAL FEASIBILITY
 

There are two important aspects of financial
 
feasibility: first and foremost is 
the issue of the
 
profitability to the entrepreneur of the interven
tion, and secondly the financial viability for the
 
institutions involved.
 

Profitability at the level of the firm. Profi
tability is never a more useful indicator in project
 
analysis than in assessing feasibility. If an
 
intervention does not have a 
very high probability

of increasing profits to the entrepreneur, it should
 
not pass the financial feasibility test. This seems
 
so obvious as not to need restatement, yet very few
 
project analyses provide satisfactory evidence of
 
this potential beyond the assertion that the inter
vention will be profitable. Data indicating levels
 
of profit of enterprises in the target area, or at
 
least in similar areas where the proposed interven
tion has already been tried, should be presented to
 
support the assertion that the intervention is
 
financially feasible.
 

An additional difficulty related to profita
bility is the fact that entrepreneurs may not appre
ciate the potential of a workable and profitable
 
intervention and may not, therefore, be willing to
 
participate. While this may be treated as an issue
 
relating to financial feasibility, this manual deals
 
with it under the heading of demand for project
 
services.
 

Financial feasibility at the institutional
 
level. In addition to concern about the capability
 
of an implementing institution, there is also
 
concern that the proposed project will not return
 
sufficient funds to allow the institution to retain
 
its financial viability. This is particularly true
 
of credit operations, but may also apply to techni
cal assistance and research programmes in that
 
project activities may drain institutional resources
 
without proper allowance for their replacement.

Interest rate policies, public commitment to insti
tutional budget allocations and the like are all
 
topics of concern when examining the question of
 
institutional financial feasibility.
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ESTIMATING THE DEMAND FOR 'rHi: PROPOSED INTERVENTION 


While some interventions may be less sensitive 

to the level of demand for the service or input, it 

is usually true that target group interest in and 

acceptance of the project concept are crucial feasi-
bilit' issues. It is important, therefore, to be 
able to estimate the magnitude of interest and wil-
!ingness to r ~rti:ipate in the project among the 
intended benrt:ciaries. The method for estimating 


the demand for the project intervention varies by 

type of intervention. Estimating the demand for 

credit allows a variety of analytical methods to be 

used, while there are only a f w, relatively 

imprecise methods for estimating the demand for 

technical assistance and research services, 


Estimating the Potential Demand for Credit and 
Financial As-istance-


Credit :nterventions depend centrally on the 

willingness of etrepreneurs to assume additional 

liability, and there may be concern that small-scale 

rural entrepreneurs will be overly cautious in 

avoiding risks and aioid even wise borrowing. An 

important issue for credit projects or credit compo-

nents of br-ader projects is whetuier there is suffi-
cient interest and willingness to borrow among 

target group enterrnises. There are at least four 
method- which mioht he used to estimate that demand, 
and each is given a short description belo,-,. 

1. The most obvious, and probably tht jest, 
method is to ask the entrepreneurs themselves if 
they are willing to participate. It is necessary 
only to ask a sample of firms, as described in 

Chapter 8. The manner in which the questions 

relating to psssible interest are phrased may 

provide different cerspectives which may be of con-

siderable use to o1anners. Three approaches are 

described here, each providing a different measure 

of interest. 


General interest in credit. Entrepreneurs can 
be usked about their general interest in credit in 
order to otsLess their perce[ntion of its importance. 
This may be done either by an open-ended question 
about what the/i need to improve their business, or a 
list of potential constraints may be named and the 
entrepreneur asked to comment on the relative impor-
tance of each. 3oth these alternat:.ves were 
described arid illustrated in Chapter 5. The entre-
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preneur may additionally be queried about the availability of credit and asked if there is sufficient
 

already available for his needs. This general
 
approach is quite different from more specific
 
methods, but may give a better idea of the
 
"pronotable" level of demand, or the level of demand
 
which may be accessed with adequate promotion.
 

Interest in borrowing and possible uses of
 
credit funds. Many entrepreneurs may be interested 
iSncredit in general and sense its importance to the 

improvement of their enterprises, but may still be
 
unwilling to undertake the added responsibility and
 
risk of borrowing. It can be seen from Table 6.6,
 
based on a survey of small-scale rural enterprises
 
in Guatemala, that an average of 77 per cent of
 
respondents indicated that credit was a priority

need, yet only 61 per cent indicated that they
 
actually wanted to borrow additional money di .ing
 

the coining year.
 
in order to ascertain willingness to take addi

tional risk, three elements should be added to the
 

questions of general interest. The first element is
 
the description of terms and conditions under which
 
credit could be extended through a question such as:
 
would you be interested to borrow additional money
 
at 10 per cent interest with a mortgage or other
 
security, for repayment )n a naonthly basis beginning
 
in 6 months, for a 12-month period? The very speci
ficity of the question will help sort out responses
 
which are not grounded in actual interest. The 
second element which can be added is what the ent:e
preneur would use the credit for. If he/she has 
specific ideas already in mind with reasons for 
thinking such investments would return the money 
necessary for repayment, one gets the feeling that 
the estimated demand is closer to effective demand. 
The last element which has been effective in 
reaching a more realistic estimate of demand is to 
ask the entrepreneur how much he or she would be 
interested in borrowing for each intended use. Not 
only does this financial element make the estimate 
of "effective" demand more reliable, but it also 
assists in estimating the quantity of demand. 

Table 6.6 indicates the responses of small
scale entrepreneurs in rural Guatemala to both 
general questions and the more specific willingness
to-borrow formulation. 

Interest in the specific proect. The third 
level of specificity which may be used to estimate 
demand is to mention the proposed project by insti
tutional name, stating the project terms, conditions 
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Table 6.6.--Responses to Credit-related Questions 
 demand situation, yet if all expand at once the
by Small-scale Rural Enterprises, 
 demand may rapidly be met and exceeded. Each firm
 
Guatemala 
 may perceive correctly, yet the sum of the
 

Ty-e- -of ..... 
enterprise 

Firms ndf-
cating that 
credit is 
their main 
problem 

FYirms- re ......-
questing added 
loans under 
stated terms 
and conditions 

Ave-rage 
amount of 
added loan 
requested 
per firm 

(Per cent of firms) (US$' 

Wood products 65 
Textiles 82 
Leather and 

miscellaneous 33 
Baking anu food 

products 84 
Commercial 

enterprises 81 
Average 
per cent 77 

Source: S. R. Daines tt 

prises 


72 2,380 

58 800 


73 2,133 


57 1,939 


60 1,290 


61 


el., Guatemala Rural Enter-

Sta;es 9unitedAgency for Interna-


tionT Development, Guatemala, 1978), p.42. 


and qualification requirements, and then asking 

about the interest of the respondent in participa-

ting during the coming year. It must be clear that 

the survey does not imply any kind of a commitment 

either way so that subsequent problems are not 

created by the survey, 


By using these methods with a soundly chosen 

sample, a reasonably realistic estimate of the 

demand for credit may be made. The responses of the 

individual firms may be extrapolated to the target 

population of enterprises and the total credit 

increment may be used as an estimate of effective 

demand, subject to tie ccosschecks outlined below. 


2. An alternative to the survey approach in 

estimating credit demand, and a crosschecK on such 

an estimate if made, is to estimate the demand for 

products 4hich would be produced by the target 

enterprises and then, working backward, estimate the 

additional credit which could be absorbed 
in order 

to meet the estimated demand for the product. This 

method may be an important crosscheck since indivi-

dual entrepreneurs -a,- each percei-ie a favourable 


perceptions is incorrect.
 
Projecting demand for products of small-scale
 

enterprises may be very difficult to do, both
 
because of conceptual problems and lack of data. If
 
reliable statistics are available, such as price or
 
income elasticities, income growth rates, etc.,
demand may be approached directly. Since these data
 
are seldom available, however, demand must be esti
mated indirectly from extrapolated trends in produc
tion. Credit supply can then be projected, and
 
assuming a constant credit-output ratio, a credit
 
shortfall or credit demand can be estimated. Table
 
6.7 illustrates this approach for medium- and large
scale agribusinesses. From the table it can be 
seen
 
that only in food products is there a credit short
fall, hence this method indicates a demand for addi
tional credit only for enterprises in the food sub
sector.
 

3. A third method for estimating the demand
 
for credit is based on a microeconomic analysis of
the accounting relationships within the firm. 
This
 
method attempts to measure the net income producti
vity of credit for the last unit of credit obtained
 

i by the average firm for many types of firm represen
ting the target group. If the estimated marginal
 
revenue product of the last unit of credit supplied
 
to the firm is significantly above the cost of
 
credit (interest and related costs), then it would
 
be assumed that a rational entrepreneur would desire
 
more credit. Assuming a profit-maximising business
person, the analysis could estimate the total amount
 
of credit which the firm could absorb befoce the
 
benefit (net revenue produced) by the credit
 
equalled the cost of the credit.
 

While this method is conceptually interesting,
 
it requires a data base and time frame for analysis
 
normally not available for project design work. In
 
addition, it ignores the fact that most small-scale
 
entrepreneurs have practical problems which may make
 
this simple model inaccurate.
 

4. Many interventions are based on the notion
 
that small enterprises are discriminated against in
 
the distribution of credit. A method of estimating
 
demand for credit would be to find a measure of the
 
magnitude of this discrimination and assume that the
 
demand would be that amount of credit required to
 
put the small enterprise on a comparable footing

with a larger enterprise. The difficulty in this
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approach lies 
in defining the measure. Acceptable

alternatives have been found 
in estimating credit
operating ratios by sector or 
product type. A
 
credit operating ratio would be computed either by

dividing the value of credit carried by a firm by
Table 6.7.--Demand for Credit Estimated from Growth Rates in the value of its assets 	or by the value of its
production. The first measure would be aimed 
at the
Output and Credit Supply in MK.dium- and Large- creditworthiness of the 
firm, the second at the more
technical question of the amount of credit required
scale Agribusiness Enterprises, Guatemala 
 or utilised to produce a unit of output. 
 If these
 
ratios are much lower for target firms than they are
 
for firms with freer access to credit, it Indicates
 
that discrimination exists and that there ought to
Subsector Values for 	1975 
 Annual growth Annual 
 be a level of demand approximately equal to the
Output Credit Credit/ rateoutput in: short-ratefall 	 magnitude of difference in the operating ratio.
Note that
in 	 the example of this type of computationratio Credit Output credit 	 presented in Table 6.8 is 
not for agribusiness but
 
rather for farms, although the methodology is the
(us$00ooo) (Per cent) (US$) 	 same. From the table it can be observed that credit
 
per cropped hectare on small farms under 2 hectares
Food products 333 20.0 .06 -4.4 
 6.7 889,000 
 is less than 10 per cent of the national average.

It can also be
Textiles 51 12.1 .24 8.8 	

seen that the credit operating ratio2.3 	 -0- rises from less than $10 per hectare to over $200
 
and then fluctuates between $250-400.
Clothing 18 5.8 .31 6.6 3.9 --	

It might be

suggested that $200 
should be the expected or
 

Wood products 34 2.4 .07 
minimum level for efficient production in El
12.9 4.8 -0-
 Salvador based on
ratios. the observed credit operating
The difference in the actual supply and

this expected operating ratio level could be used as
Source: Direccion General Estadistica, Encuesta Trimestral de 
 an estimate of the latent credit demand on 
smallla Industria Manufacturera Fabril and Ban.:o de 
 holdings.


Guatemala, Prestamos Concedidos 
 por el SistemaBanc~rio a la Industria, Guatemala, 1976. Estimating Demand for Technical Assistance and 
Advisory Services
 

The process of estimating demand for a service
 
such as technical assistance or advice is more dif
ficult than it 
is with credit. The first part of
 
the problem is 
that it is much more difficult for
 
the entrepreneur to 
sense a direct need and 	benefit
which may come from technical advice. 
 It is there
fore possible that negative responses from entrepre
neurs, when asked about their interest in receiving

technical assistance, may not be conclusive evidence
 

* :that they do not need 
or would not benefit from such
 
advice. While negative 	responses may not be accu
rate perceptions, they are indicative of 
an accep
tance problem which may 	affect the ability of the
project to succeed. An 	alternative approach is to
 
base the estimate on the acceptance and rejection
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Table 6.8.--Credit Operating Ratios for Farms, E! 

Salvador 


Farm size 	 Credit per Credit per cropped 

cropped ha. as a per cent of
 
hectare the national average
 

(Hectares) 	 (US$/ha.) 


0.0 to 0.49 7.53 	 4.3 

0.5 to 0.99 7.78 	 4.6 

1.0 to 1.99 14.25 	 8.2 

2.0 to 2.99 21.31 	 12.2 

3.0 to 3.99 26.48 	 15.1 

4.0 to 4.99 3A.99 	 20.0 

5.0 to 9.99 48.10 	 27.5 

10.0 to 19.99 73.24 	 41.9 

20.0 to 49.99 195.21 	 111.7 

50.0 to 99.99 396.82 227.0 

100.0 to 199.99 344.25 	 196.9 

200.0 	to 499.99 275.45 157.6 

500.0 to 999.99 350.05 200.2 

1,000 to 2,499 237.5R 135.9 

2,500 and over 383.1; 219.2 


Average for all 

farms 174.82 100.0 


Source: United States Agency for International 

Development, Agribusiness and Rural 

Enterprise ?roject Analysis Manual 

(Was'%ngton, 1980), p. 9 3 .
 

rates of existing technical assistance services. In 

addition to rejection or acceptance rates, client 

perceptions about the benefits derived from existing 

technical assistance services may add realism to the 

estimates of demand. 


Another approach is to attempt to define the 

specific technical package or set of recommendations 

which the technical assistance service intends to 


carry to enterprises. A short description of this 

service could be given o a sample of target entre-

preneurs and they could be asked: 


1. How important would such advice be to them? 

2. Would they be inteested in having a competent 


technician come -o explain the following, or 

how to operate the following machinery, etc? 


3. Would they be willU- to pay for such advice? 
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The results of such a survey could assist not
 
only in estimating the demand for the service, but
 
also in planning the content of the technical assis
tance effort.
 

Estimating the Demand for Infrastructural Projects
 

to Benefit Agribusiness and Rural Enterprises
 

If the intended intervention is the establish
ment of a marketing facility, access roads, improved
 
marketing services or other infrastructure aimed at
 
improving the operating environmenL for rural enter
prises, the estimation of demand may proceed in much
 
the same way as was outlined above for credit.
 
Entrepreneurs may be asked how important they think
 
the new facility is, if they would be willing to
 
participate somehow in the costs of its installation
 

1 	 (donate labour, for example) or other questions
 
formulated to elicit their perception of the impor
tance and expected use of the facility.
 

Estimates should be made of the demand for
 
products to be marketed through the facility, for
 
use of the road etc. The increased profitability of
 
participating enterprises might be used as evidence
 
of de.aald based on the assumption that affected
 
entrepreneurs are profit maximisers and therefore
 
utilise an added input lr scrvice as long as its
 
marginal revenue exceeds its cost.
 

Each of the approaches mentioned above attempts
 
to estimate demand as derived from the benefit con
ferred by the facility and not directly based on the
 
perceptions of those who will use or presumably
 
benefit from the infrastructure. While this may
 
appear to be risky, it should be remembered that
 
infrastructural projects do not depend upon entre
preneurial acceptance in order to be implemented in
 
the same way that technical assistance and credit
 
projects do. In the case of a credit project, if no
 
one wants to borrow, the project cannot even be
 
implemented. It is, of course, true that a project
 
may he implemented and not have the desired final
 
impacts on the welfare of the poor. Yet the
 

question of final impact is one of advisability, not
 
feasibility. Since this section deals with feasi
bility, it should be noted that fewer problems to do
 
with entrepreneurial interest and willingness need
 
be addressed in the feasibility stage of analysis
 
for infrastructural projects; these issues should
 
however be intensively analysed when the project's
 
potential impacts are estimated.
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ANALYSIS OF COMPARATIVE COSTSfoth
 

Even if there is interest 
in and demand for
project inputs, and there appears to be demand for 

project outputs, th,.re 
remains the important issue
of competitive production from other 
sources which
may satisfy 
that demand and
from even prevent participants
implementing the 
interventions contem-

plated by 
the project.
possibility, some in order to examine this
analysis of comparative costs
needs to be undertaken to establish the feasibility
of project activities' competing with other possible 


Comparative cost 
analysis is conducted through
an examination of 
resource ctsts and 
the quantities 

utilised in the productive process. Possible
national, and 
indeed international, competitors

should be examined to ascertain their resource costs
and amounts of resources used 
to Produce and market
the product in questio,-.
 

If the conclusi',t 
is negative, that is
project participants can-iot 
the 

compete on 
a cost basis
with other sources of production, there may still be
reason 
to think that the i-oject may under certain
conditions be 
feasible, 
 The first of these conditions is 
the traditiora 
*-ase of protection 
or
public subsidy. The protective measures may come 
in
the form of trade restrictions, input cost subsidies, or 
special marketing arrangements. There are,
however, serious costs which m-,ust 
be considered
before such market distorting arrangements 
are made.
One must be certain that such 
interventions are
the long-term best in
 
inte-est 
 f the target group.many cases 
the use of such prutectiori measures 

In 

encourages small-scale entrepreneurs into productiveactivities which 
later beco;!.> unprofitable after
considerahle investment has been made.
In some cases 
the small-scale entrepreneur can
compete in 
terms of price 
if his labour is regarded
as a resource obtained at 
a price below that prevailing 
in the market. In 
this situation he 
can
sell a product for a price below that of the competition and still benefit because 

cost the opportunity
for family labour ic substantially below the
actual wage 
rate paid by competing larger-scale
enterprises. 
A finding that 
at current wage rates
the small-scale entreprenu- cannot compete is notsufficient evidence ti at the _ o)ject is notfeasible. The market wage ma,, .e appropriate orthe competing 
 irm's calc .,ationof labour cost, butfor the small-scale e tr--reneur the oPPortunitv 
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cost of family labour should be substituted for the
 
hired wage rate. When comparative costs arecomputed in this way, a realistic view of competitive feasibility will emerge from the analysis.
 

NOTE
 

1. For example, in 
561 rural enterprises surveyed
in Guatemala (which averaged only two workers per
firm), 
the average value of capital goods was 
$940
at original cost and $1,569 
at replacement
See S. R. Daines et al., cost.
Guatemala Rural Enterprises (United States Agency for International
Development, Gatemala, 1978)
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CHAPTER 7 


Comparing Global Results vs. 
Projecting from Firm-
BENEFIT-COST ANALYSIS OF AGRIBUSINESS AND RURAL 
 level Chan_
ae
ENTERPRISE PROJECTS 

In a general sense 
there are two broad 
avenues


of approach to estimating the probable benefits
which would flow from an 
agribusiness and rural
 
enterprise intervention. 
The first is to compare
actual with-and-without situations and measure the
final difference in terms of resulting benefit to
family incomes, health and nutrition, and other
 
indicatoirs of welfare. 
 The second is to describe
the &-sumed changes at the 
level of the individual
firms which will generate the final impacts and,
using any of several types of data, attempt to

relate each of
of the the probable changes
This chapter deals with the process of comparing final result. to the magnitude


of th eslt.
 
potential benefits (discussed in Chapter 6) with the 
 Each of these approaches has advantages and
costs of undertaking an agribusiness or rural enter-

disadvantages; their accuracy and feasibility depend
prise project. on different factors. 
The accuracy and feasibility
the possibility
of the first (with-and-without comparison) depend on
of making comparisons which satis-

ESTIMATING THE BENEFITS: 

factorily isolate the intervention and control other
HOW MUCH AND FOR WHOM 
 factors which may influence final results. 
 To the
degree that such control is possible, this technique
One of the purpo.ses of Chapter 6 was 
to explore
ways of estimating the potential benefits of is useful.
agri-

business and rural enterprise projects. 

The accuracy and feasibility of the second
important failing of 
The most 
most benefit-cost analyses lies 

technique (projecting the 
impact of each probable
in the inadequate data and methodology used 
change contributing to a chain of causality) depends
to esti-
mate on our abilities
the size and probability of expected benefits, to understand all of the ways the
It should be remembered intervention may cause a
that the methodology of final result and to predict
benefit-cost analysis does how individual entrepreneurs in a particular
not 
assist in estimating
the probable benefits, but cny provides a way of 
cultural and economic setting will react in each of
comparing these causative chains.
the benefits, 
once known or estimated by The degree to which the
other means, with project costs. Little added work 
system is simple--if there are only a very few ways
is necessary to in which the
transform a well-developed estimate intervention can affect final welfare
of potential project benefits into (income, employment, health, etc.)
a benefit-cost and the degree of
ratio; confidence in
almost all the work, effort, time and intel-

our ability to predict how the enterprise system will react
!ectual energy is consumed in each of these chains of
in making the original
estimate of expected benefits. causation--will determine the usefulness of the
It is unfortunately
true that in most benefit-cost analyses, "projection" technique.
little
effort has been expended and In the project planner's wirld, it
few data have been used is obvious
in measurement of benefits the time and 
that neither of these assumptions holds very well.
work have
been focused on the arithmetic of benefit-cost 
We cannot normally control adequately all of the
methodology. factors which could
While Ciiapter 6 contains the discus- affect welfare in a with-andwithout comparison, nor
sion on how to estimate the expected potential bene- is it likely that we under

fits of a proposed project, stand how enterprises and households operate in
it is worth summarising
the main options discussed there as an introduction 
diverse cultural and economic situations and how
each Possible
to benefit-cost an'alysis. cause will finally affect the complex
enterprise and household system.
left with a choice between two The planner is
approaches, both of
 
which are questionable. 
 It is difficult for the
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project planner 
to make judgments 
 bout the rela-

tive inaccuracy of methods, and the tendency there-

fore is simply to 
reject all methods which require

time. The approach most often taken 
is si'iply to 

sum the best official guesses as 
to expect d bene-

fits and spend what little time and money 
are avail-

able on manipulating these 
best guesses inside the

internally consistent and easily controllable arith-

metic of benefit-cost calculations. A confused 

planner or manager can 
always defend himself by

making reference to discussion such as 
that outlined

in 	the last paragraph and saying 
"even the experts 

admit that the 
best methods for estimating benefits
 
are questionable at best; if even 
the experts
disagree on how to do it, it 
is 	probably best not 
to

gather data at all." 


A better alternative would be 
to 	review care-

fully the relative confidence which analysts have
the factors which determine the accuracy of the 


in
 
two


techniques and chr"-ose 
one of these approaches for 

estimating potential benefits. 
 Table 7.1 
should

help to structure that 
review by organising the
questions to be asked. The 
two alternatives 
in 

terms of analytical approach will be 
termed compari-

sons and projections. Definitions of 
the two terms 

fol1'ow: 


Comparisons: 


Projections: 


Comparisons, with and without the 

intervention, of existing enter-

prises and households. The items 

compared are 
final welfare indica-

tors such as 
income, employment, 

health and nutrition, housing, sani
tation and education--what 
are often 

termed basic needs, 


Accounting projections, with and 

without the intervention, based on 

what is expected to happen at the 

level of individu&j firms as a

result of 
the intervention. 
The
 
attempt is 
to show the expected
 
magnitudes r-f final welfare impacts
in 	relation to the different changes 

arising from 
the project interven-

tion. 


These methods were descrioed in 
more detai7 ;n

Chapter 6. 


The answer suggested by the method review

questions in Table 7.' 
will vary from situation to 
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situation depending on 
many factors: the type of

intervention, cultural diversity inside the 
target

group, availability _f data of different types, and

others. 
 Yet the questions themselves are 
not likely

to 	be 
answered with equal confidence. It is inter
esting to note 
that the two methods are not equally

flexible in 
the kind of data required. The compari
son method requires data on enterprises and house
holds collected frnm the 
target group in the 
field;

there is little possibility of conducting this type

of analysis based on 
expert opinion or judgment.

The projections method is much more flexible; 
it 	can
 

t Table 7 .1.--Review of Methods for Estimating
 
Benefits of Agribusiness and Rural


i Enterprise Project 
Interventions
 

Question: Which can 
we 

do better? 


1. 	Identify the ways this set
 
of project interventions
 
will change enterprises and
 
households, how they will
 
react to these changes and

how the changes will in sum
 
affect household income,
 
employment, health, nutri
t'an, housing, sanitation,
 
etc.
 

2. 	Identify households and
 
enterprises with and 
with
out the kind of interven-

tions proposed but from
 
simiiar cultural and econo
mic situations.
 

Better method
 
to choose
 

Projections
 

Comparisons
 

be 	conducted at almost any point along a continuum
 
from extensive field data collection to office-bound
 
best guesses, and while the results may vary tremen
dously 
in 	quality depending on the reliability of
the data sources, the results do not vary in 
form.
 
By 	looking at the 
final result of the analysis, one
 
cannot tell in the projection method the difference

between a 
careful and reliable estimate and a "seat
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of the pants" guess. It is )robably the result of

this flexibility and 
not ot a systematic review of 

the alternative which leads most project analysts 
to 

choose projections as the method for estimating

benefits. 
 Where analysts could answer question

in the review table with 

two 

more confidence than they


could question one, 
they h.mve typically chosen com-

parisons as 
the more appropriate method.
also- There is 


indicate that the intervention does not create suf-

ficient benefits to justify the costs of 
the pro-

ject. In the case of projections, sinple adjust-
ments to the projections
imnt o the eproections themselves can easily
hemsts an efitl e
improve the expected benefits to 
a sufficient level 


to justify costs. 


Benefits.. .for Whom? 


Traditional benefit-cost analysis 
is concerned 

with total benefits and does not
special group in the economy. In focus on any
the first half of 

the 1970s, many international aid agencies redi-

rected 
some or all of their activities towards 
an 

explicit focus on 
the poor and disadvantaged. Inte-
grating considerations 
relating to particular popu-

lation groups, such as 
tne pooor, into benefit-cost
analysis is 
not easy because this approach departs

immediately from one 
of the attractive properties of

the benefit-cost ratio; 
that is, if properly calcu-

lated, projects with ratios greater than 
one are

acceptable investments while those 
with ratios less 

than one do not 
generate sufficient benefits 
to 

justify their cost. 
 Ifuonly 
a part of the benefits 

is included in the 
niumerato! )f the ratio, the unity

v a lue o f th e ra t io lose s it s s ig nif ic ance a s a
simple cut-off point. As comparative tools, the 

ratios would retain their utility if adjusted to 

account only for 
income benefits to the poor, but 

the significance of 
the absolute ratio and 
the 

extent of its departure from 
unity would disappear,
For direct benefits and reaso~nably immediatep 

indiroct benefits, it may be 
possible to keep track
indiactbenfits
itmaybe pssile
of the income levels of o kep tackover
the beneficiaries in 

accounting terms so that they can be classified as 

poor or nonpoor.
vic-,,"' For truly
y impossible without indirect benefits, it is
cairly elaborate 

input--output" mode.s t.
wih 
 such a distinction,
hepuor "
whobefit: 
 e sruscnes anistinction.depending
The poor who benefit f -'ribusiness 
 and rural 


enterprise projects 
in a reasonably direct fashion 

fall into the following ouns [1]: 
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Poor entrepreneurs or 
owners of enterprises

(benefits come in 
the form of increased
 
profits, returns to invested capital, or
 

returns to nt esd l aour).
 
returns to management and labour). 

- Poor wage- or salary-earning labourers who work 
inca ed enp rses (bnefs come 
rom
 
increased employment or increased 
wage rates).
Poor farm families who own and operate farms
 
supplying raw materials 
to the affected enter
prises (benefits come as increased farm
 
profits, returns to invested capital or returns
 
t a a e e t
- Poor a d l b u )farm labourers who work for wages on 
farms
(both poor and nonpoor) which supply raw mater

ials to 
the affected enterprises (benefits come
 
from 
increased employment and/or wage rates).
 

If it is possible to measure the proportion of each
affected group wnich lies below an 
acceptably
defined poverty line,
of it will be possible to use one
the three methods described below 
to make
 

b n f t c s a i s 
r f e t a d r c
benefit-cost ratios reflect 
 o c r o
a direct concern for

Include
income to the inpoor.the 
numerator of 
the ratio only
benefits to the poor. The 
first approach is to
 

enter benefits in the numerator nly if they are

benefits to the poor. 
 Income benefits to households
 

above the poverty line 
are simply ignored. This
 
treatment results 
in a ratio reflecting income
 
beefits 
to the rural poor divided by total project

according to 
how much income to the poor is

generated for each 
unit of investment cost. 
 As a

comparative device 
to evaluate optional projects

aimed at benefiting 
the poor, ratios computed in
 
this way should provide very useful
I ncl u d i oth e y e results.
n e n r u s u! lt s
 
holds. The second approach is to include income to
 
all households 
(poor and nonpoor) in the numerator,

but weight the income of 
each income stratum dif
ferently 
to reflect a preference for income 
to the
 
poor. For example, added income earned from
o r F r ex m l , a d d i the
 c e e rn d ro th
 
project by 
families with pre-project annual 
incomes
US$1,000 could be given
families from $150-999 a weight of 0.1,
a weight of 0.5 
and families

f a i nom e of 0 an faget
 
with an income of
group") less than $150
a weight of 1.0. Each (the "target
income benefit would
 

then be multiplied by 
the appropriate weight
on the income of the family to whom the
income accrued before 
the benefit was added into the
 
benefit-cost 
numerator. 
 Many different weighting

sclemes could be envisaged, each with 
its explicit
 

140 

141 



Benefit-cost Analysis of Projects 


relative valuation of the income to different income 

classes. [2] The advantage of this approach is 

that it avoids the intellectually unsettling notion 

of a fixed line dividing rich and poor; it allows 

for a much more flexible valuation of relative 

poverty. The disadvantage of the weighting approach 

is that there is little concrete basis for choosing 

the weights themselves, 


Separate calculations of benefits to the _oo___r. 

The third approach is to calculate the benefit-cost 

ratios including any income to all households, and 


then eliminate separately the proportion of income 

accruing to each stratum. This approach results in 

a percentage distribution of income across the 

various income strata which could be used as a 


separate consideration for project selection. 


COSTS IN BENEFIT-COST ANALYSIS 


The denominator in benefit-cost ratios is con-


siderably less troublesome than the numerator; 

except for a few adjustments, the cost side of the 


ledger can be generated from existing data. The 


adjustments required are discussed in later sections 

of this chapter and will not be examined here. 


Costs are the sum of projec: investments, added 

costs to entrepreneurs and indirect costs created 

outside the enterprises involved but not paid for 


out of project revenues, 


THE TREATMENT OF TIME IN BENEFIT-COST PROJECTIONS 


Time is a vital fact- in benefit-cost analy-

sis. It is therefore important that time-related 

estimates and choices be made with some care. There 

are four principal time-related issues in benefit-

cost analysis of agribusiness and rural enterprise 

projects: first, the selection of a time horizon 

for counting project costs and benefits; second, the 

estimation of start-up times, lags and repayment 

periods; third, thp choice of a discount rate; and, 

last, the choice of social discount rates. 


Selectin_ a Time Horizon for a Project Accounting

Peeriod .logical 


Benefits from a successful agribusiness or
 
rural enterprise project should corninue in some
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form almost without end; costs will continue to be
 
present in direct and indirect forms for at least a
 
generation or two. It might appear that the time
 
horizon for accounting for benefits and costs ought
 
to be likewise very long. Three important reasons
 
make such accounting periods inadvisable or
 
unnecessary. First, discount rates used in all
 
benefit-cost analyses, especially those over 10 per
 
cent, imply an insensitivity to long-run impacts.
 

Even if it were possible to project the benefits
 
which would result from the intervention as far as
 

30 to 50 years into the future with any accuracy,
 
benefits occurring so far away in time would be
 
reduced to insignificance by the simple arithmetic
 
operation of the discount rate. At a 15 per cent
 
discount rate, a dollar of every benefit 30 years
 
from now is worth only one cent in the numerator of
 
the benefit-cost ratio.
 

The second reason for choosing shorter time
 
periods is the obvious difficulty of making reliable
 

projections far into a future we obviously know
 
little about.
 

The third reason for choosing shorter time
 
horizons is that most agribusiness and rural
 

enterprise projects usually put in place some
 
specific combination of inputs, equipment, plant or
 
technical assistance system which has a useful life;
 
and that useful life defines a natural time period
 

over which to consider the costs and--with some
 
stretching of the concept--also the benefits of the
 
project. At the end of that period, if there is
 
little hope that benefits will have had a chance to
 
mature, then two of these "useful-life' periods may
 
be taken as the appropriate time horizon for
 

accounting of benefits or costs. If the
 
intervention is to install a processing plant, a
 
marketing facility or supply improved machinery to
 
rural enterprises, the useful life of those
 
installations provides a convenient and appropriate
 
accounting period. Where no physical installation
 
is contemplated, as in the case of technical assis
tance or an institution-building project, it is more
 
appropriate to choose a time horizon during which
 
final welfare benefits are expected to mature.
 
Costs in these cases are annually recurring, since
 
no physical installations are likely to need to be
 
amortised over a useful life, and there are fewer
 

points to assist in choosing the proper
 

accounting period.
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Estimating Start-up Times and Lags 


Another important time-related problem in

benefit-cost analysis 
is the estimation of time lags
in project costs and benefits. Because of the 

operation of the discount rate, 
the point in time at
which benefits and 
costs occur wi]l affect fundamen-

tally the magnitude ot the ratio. It takes time 
to 
get a project moving; disbursements take time; there 

are inevitable lags 
in construction, installation,

etc. Good benefit-cost analysis should allow reali-

stically for much of 
this expected delay in the flow 

of projected costs. Likewise, benefits will not
 occur instantaneously; 
it will take 
time for enterprises to accept project interventions and to make 

the necessary adjustments before benefits will be
forthcoming. 
 Credit projects aimed at expanding

production without capital 
investment have perhaps

the fewest lags, although projecting disbursements 

may still involve time-phasing the anticipated take-

up rate of loans. 


Choosing a Discount Rate 


In order to put costs and benefits which occur
at different times on an equivalent footing, 
a 

discount rate is used in 
benefit-cost analysis. 
 The 

discount rate chosen will have an 
important impact

on the final benefit-cost ratios, and it is
therefore 
important to understand the basis on 
which 

one is to be chosen. Different projects will get
different scores, both absolutely and relatively, on
benefit-cost ratic 
 usir iifferenc discount 
rates,

A high discount rate will 
not simply reduce the 

ratios of all competing proiects equally; 
it may

also cause their relative ositions to change. 
 A
project which at 
a lower discount rate had the 
most 

attractive benefit-cost 
ratio among the options may
become the least attractive using 
a higher discount 

rate. 


Higher discoun- rates 
tend to favour projects

with shorter start-up times and benefits that 

materialise early in 'he life of the project; lower 

discount ratus 
favour those with larger benefits

arising further away 
in tim.-. Two concepts may be

used to select a discount rie. First, a time-

horizon criterion which foccses on 
the length of

time over which 
a planner '- project designer wishes 

to observe benefits. 
 E'ir- the time horizon
 
employed by a country's nl&~ners results 
in what is
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normally termed a social discount rate. 
 A social
 
discount rate is 
usually the product of a policy
decision made in 
a national planning office. 
 Most

social discount rates vary in 
the range of three to
six per cent. Second, an opportunity-cost criterion
 
focuses on the return to the same 
amount of capital
in optional investments. The opportunity cost of
 
capital is usually taken 
to be the average interest
 
rate which a relatively riskless investment would
 
earn 
in the country where the project is to be

based. The 
rate most often used is 
the market rate
 
of capital.
 

COMPUTATION OF BASIC BENEFIT-COST RATIOS
 

Three major computations are normally carried
 
out for benefit-cost analysis and should be computed

for agribusiness and rural enterprise projects.

These are: 
 a present value for costs and benefits
 
(PV), a benefit-cost ratio 
(BCR) and an internal
 
rate of return (IRR). The project analyst should
 
not use this manual a guide to
as the arithmetic of
these computations; 
the examples presented below are
 
not explained in sufficient detail for this, but 
are
included to give 
the project planner -n overview of
the general methodological processes which lead to
 
the ratios. [31
 

Present Value of Benefits and Costs
 

Table 7.2 illustrates the calculation of
 
present values of benefits and costs using a 
15 per

cent discount rate for a rural enterprise project in

Guatemala. If a benefit or cost occurs in the

future, it i. worth less than if it occurred today

if it is a benefit and, if a cost, is 
less expensive

than if the expenditure occurred today. 
 For

example, the total incremental value of project

output in Table 7.2 would be 
$7,333 for the first
 
year and $11,112 for each of 14 years; 
the total sum

of values is $162,901. 
 This sum is referred to as

the undiscounted value of benefits or output. 
Since

much of that benefit occurs 
in the future, it is
worth less than if 
it took place today. The rate at

which we reduce future values so that they are

comparable in terms of 
today's values is the

discount rate--in the example 15 per cent.
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Table 7.2.--Present Value and Benefit-cost Ratios 

for Small-scale, Rural Enterprises,
 
Guatemala 


Year Years Present Benefit-

1 
 2-15 	 value at cost
 

discount ratio
 
rate of 

15 per 	cent
 

Incremental 

project 

output ($'000) 7,333 11,112 54,678 


Incremental project 

costs ($) 

Hired labour* 
Family labour* 
Other annual 

costs 
Investment 

462 
1,046 

5,514 
3,275 

666 
1,396 

5,514 
--

Total incremental 
costs 10,297 7,576 41,746 1.310 

Source: 	 Derived from S. R. Daines and G. Smith, 

Guatemala Rural Enterprise Sample Survey 

(Guatemala: United States Agency for 

International Develcpment, 1978). 


Note: 	 Family and hired labour are valued at 42 

per cent of the market wage rate to reflect
 
the opportunity cost of labour estimated by

the average erployment rate in rural 

Guatemala.
 

Discounted (reduced) 15 per cent each year, the 

value today of $162,901 is $54,673, or less than 

one-third. This discounted value is called the 

present value of benefits. Costs are likewise 

discounted to their present value. In the example

in Table 7.2, the present value of costs is $41,746. 

The net present value of the project is equal to the 

present value of benefits ($54,678) minus the 

present value of costs f$41,746), which equals 

$12,932. 
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Benefit-cost Ratio
 

The benefit-cost ratio is simply the present
 
value of benefits divided by the present value of
 

_ _ _costs. In the example, it is $54,678 divided by

$41,746, or 1.310.
 

Internal 	Rate of Return
 

The internal rate of 
return approaches the
 
issue of a discount rate from the opposite direction

and asks what the discount rate would have to be to
 
set the net present value of the project equal to
 
zero. The IRR is a measure of the breakeven
 
discount rate at which the project is justified as
 
an investment. Where only benefits to the poor have
 
been included in the numerator, there are conceptual
 
problems with the IRR since there is no longer any

significance to a BCR of 1.0, and the 
IRR implies a
 
BCR of 1.0.
 

If the IRR is lower than the market opportunity
 
cost of capital, then the project would be inadvi
sable. Table 7.3 presents a sensitivity analysis
 
(an analysis showing the consequences of using dif
ferent assumptions) of the IRR for a rural enter
prise project in Guatemala. The IRR is computed by
 
successively calculating the net present value using

different discount rates in a trial-and-error search
 
for the discount rate at which the net present value
 
equals zero. Relatively inexpensive pocket calcula
tors increasingly include a preprogrammed IRR
 
function, which eliminates the need to use a trial
and-error search.
 

SHADOW-PRICING PROJECT LABOUR
 

Underutilisation of unskilled labour is charac
teristic of most developing economies. In many
 
areas, some or all rural wages are institutionally

fixed and do not fall even 
in the face of consi
derable unemployment. Rural wages may not therefore
 
realistically reflect the supply of and demand for
 
unskilled labour.
 

A project should not be charged the full cost
 
of the labour it utilises, since society does not
 
really 	forego the value of alternative production

because a large part of the labour is or could be
 
drawn from the unemployed. It should be remembered
 
that in some cases seasonal peaks of labour demand
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in rural areas 
imply that, even 
though labour is
unemployed much of 
the 	year, the market wage
may still be an 	
rate 


accurate representation of the
opportunity cost of labour 
if the project will 
need

labour during 
the 	peak periods. 


7 3
Table .
 .-- Internal Rate of Return Analysis for a
Rural Enterprise Project 
in Guatemala 


Internal Rate of Return 


Assumptions:Per 
 cent) 


Option 1 


I. 	 Labour at market wage rate 


2. 	 No start-up period 
 25.0 

Op tion 2level
Option 2 


I. 	 Labour at shadow wage of 
42 

per 	cent of market rate 
 5S.6
2. 	 Two-year start-up period 


Option 3 


I. 	 Hired labour at a shadow wage 

of 42 per cent of market rate
2. 	 Family labour at 
a shadow wage 
 64.8 

rate of 
zero 


3. 	 Two-year start-up period

4. 
 Technical assistance 
at 8 per 


cent of the 
loan 


Source: 
 Derived 
from S. R. Daines and G. 
Smith,

Guatemala Rural 
Enterprise Sample Survey 

(United States Agency for International
Development, 


Guatemala, 

1978).
 

The 	computation of the shadow wage
for 	valuing project labour may be rate used
 
Perhaps the 	

done in many ways.
most practical 
is to use the unemploy-
ment rate 
as a weighting factor; 
that is, 
if the
general unemployment rate 
among workers who would be
drawn into project labour is 
50 pe cent, then the
shadow wage ought 
to be 50 per cent of the market
wage. The theory for 
this calculation 
is that on
average only 50 per cent of 
the 	labour diverted to 
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the 	project will be 
employed and hence 
no more than
50 per cent of alternative production, measured by
the 	wage rate, will be foregone. Table 7.2, for
example, values project labour at 
42 per cent of the

market wage rate.
 

cost Using a shalow wage 
rate increases the benefit
to 

ratio of project options in direct proportion
their labour intensity, and it 
therefore automatically biases project choice in the direction of
 
favouring 
those projects which productively utilise
more 
labour in situations characterised by high

unemployment.
 
business shadow wages is 
summarised below. 


An alternative method for computation of agri-

To use
 

this method, three assumptions are required:
1. 	 The probability 

that workers for the
project will be drawn from the 
ranks of 
the
 

unemployed will be higher the higher the
 
of unemp loyment;
approximating
2. 	 The market wage rate 
can 	be accepted as
the worth of previously
 

employed workers; 
and
 
3. 
 The 	market cost of obtaining a subsistence


diet is a fair approximation of the 
econo
mic value of 
a previously unemployed and
unskilled person.
 

The 	shadow wage is 
then a weighted sum of the market
 wage rate and 
the 	market cost of 
a subsistence diet,
the 	weights being 
the probability that workers are
previously employed (in 
the 	case of the market wage
rate) or unemployed (in 
the case 
of the cost of a
subsistence diet). 
 [4] The market cost of

obtaining
of the complex issues
a subsistence diet
involvedis in 

used to avoid some

the valuation of
subsistence consumption; however, farm-gate prices
for 	food commodities could 
also be 
used to value the
subsistence diet for some sectors of 
the 	population,
 

SHADOW-PRICING PROJECT INPUTS AND OUTPUTS
 
Aside 
from revaluing labour, there may be sound
reasons 
for altering the prices of other items which
enter as 
either project inputs 
or outputs.
specific cases will be 	

A few

given below 
to illustrate 
the


The basis on which market prices are
 
general idea. 

rejected as 
a way of valuing inputs or 
outputs for
an agribusiness or 
rural enterprise project is
the market does not reflect the 

that
 
true value or cost
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of the item. 
 Three examples are agricultural

produce which embodies labour in its production,
ipirted goods, and products whiei have subsidies orprice supports. 

Farm Produce Consumed by the_Aqribusiness Subsector 


The discussions in Chapters 2 and
importance of 3 treat the
th s
moTaneofscussthe backwardb Caes linkages of agribusiness
oethis 

and rural enterprise projects to 
farm production.

Increasing the demand for agricultural products will
increase employment opportunities and also increase 

incomes of small-scale farms when they supply
products to meet the 
new demand. These desirable
backward linkages may be treated in two ways. The 


first is to include in the numerator as an indirect 

effect the incremental gross income of the poor
farmers and include 
in the denominator the costs of 

that incremental production, with the labour costs

properly shaoow-priced as discussed above. 
 The 

second method is to shadow price the raw material
input when it enters as 
a cost item in the denomi-

nator. Shadow-pricing the raw farm input may be
done by reducing the market price of 
these products
by the labor- shadow orice (as described above).
For exampie, if 
the assumed unemployment rate is 40 
per cent, the shadow wage may be estimated at 60 per
cent of the market rate. If $1,000,000 worth of 

agricultural produce at market prices 
is to be 

purchased by the project, and 
if the labour cost of
production of that 
raw product was $400,000, then

the market value might b- reduced from $1,000,000 to 

$840,000 (the labour cost 
-would be reduced from
$400,000 to $240,000, or 60 per cent, wnich would 

reduce the total cost 
by $160,000).


A difficulty with this approach is 
that agri-

cultural production will usually demand added labour

during the normal peak times in 
a region's employ-

ment cycle, and it may be is almost no
that there 

unemployment during 
those peaks. Very careful con-

sideration must be given to the 
timing of the labour

requirements of the products to included the
be in 

project. 


Shadow-ricing 
 oea uiucosts
-- r........prt
..... and Su.bsid ed Inputs
.
 

It is oftei! the cas -hat public policy has
resulted in maki-qjnort'd capital goods cheap

relative to oth. goods. It is important Lo correct 
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this 
distortion when conducting benefit-cost analy
sis in order that the true 
cost of these goods is

reflected. An overvalued exchange 
rate may cause
 
such a distortion for all imported goods, and
 
specific types of capital goods may be 
the subject

subsidy.of particularA moreregulations which result in an import
realistic exchange rate 
(shadow
 

price of foreign exchange) which can be used for
the planning office of the central bank or
ad-Jstinent will usually have been calculated by
other
 
t planning ni th
Certain domestic products
central planning unit. used as project
 

inputs may also be subsidised such 
that their prices
 

are not
may be, ame of 
their true economic worth.
for example, that price controls or It
subsidies are 
applied 
to flour to keep the price of
bread down 
for poor urban consumers. A bakery using

this subsidised input should be charged with a more
realistic shadow price to reflect the real costs of
 
the goods in question. It is not always easy to

identify those goods which should be shadow-priced,

but a review ought to be made nf all major inputs
utilised 
to see if their prices are distorted in any

important way by public policy or regulations.
 

Sha
 
.
 

Many agribusiness enterprises are 
involved with
 
products which art destined for export or which
 
compete with imports. 
 These two cases present

problems for benefit-cost analysis because of the

potential for price distortions which affect the
 
maueeto the case whereau the output of
In
measurement of h fpoetotus a project to
the value of project outputs. is 

be exported, it is not uncommon for a country to

provide a set of direct and 
indirect incentives.
 
These incentives can be in 
the form of direct
 
subsidies on 
the price of the output which operate

by allowing the exporters access 
to a more

favourable exchange rate 
for their financial trans
actions. 
The subsidy may be indii-act in the sense

that exporters are 
given soft loans, exempted pre
ferentially from certain taxes, given special
 
transport rebaces 
from public railways, reduced
 

at public ports, etc. All of these measures
 may be beneficial and wisely designed, yet
impact r. oenefit-cost analysis their
 
is to underestimate
 

the costs and overvalue the product of the project.
[5] Most of these subsidies can be adjusted by

properly shadow-pricing the value of the output and
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reducing the actud. mrlce receiveu by the value of 
the subsidies.
 

A second important proilem may be that the 
price of the outpvut is no' subsidised, but competing 
imports are charged tarift to protect the local
 
agribusiness enterprise. When assessing project 
potential, the issue (-f competini imports and compa-
rative costs -eeds ae discussed; and it is 
probably more important to deal with this problem at 
the assessment stage rather than including it in the 
arithmetic of benefit-cost analysis. Thee is a 
simple way to include such a consideration in the 
calculation of the ratios: merely use the lower 

international price rather than the internal 

protected price to value the output of the project. 


ESTIMATING INDIRECT BENEFITS AND COSTS 


Where the project is such that backward 

linkages to small farms and the rural poor are 

assured by their integration into the project, then 

the problem of estimating indirect benefits to these 

producers does not arise since they should simply be 

included in the accounting as if they were direct 

beneficiaries. This treatment implies that all of 

their incremental costs as well as benefits must be 

included. 


If the raw products of the agribusiness or 

rural enterprise are purchased without preference to 

small farms, it w.ill be necessary to estimate the 

backward linkage -ia different way. The major

difficulty arises in attempting to identify the 

added costs as wel as benefits which are created 

for indirect beneficiaries. The practical result 

of this problem is that only in rare cases will 

adequate data be available to integrate indirect 

beneficiaries into the ratios. A better approach is 

to estimate the project's indirect benefits in a 

separate analysis. If an adequate input-output 

model exists, totils may be estimated for indirect 

benefits throughout the economy. Since such models 

are rare, most agribusiness projects must be 

analysed with only the -rudest estimates of 

backward-and-forward-linkage impa"s beyond the 

direct producer,: of raw material inputs. For 

examples of the muas.rement of backward liakages to 

small-scale farmers. see the discussion i-' -hapter
3. 

Examples of the indirecL 
impac,: _3ti-,ates pos

sible when input-outpmt r'efficients are ti-ed are
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contained in Tables 7.4 and 7.5.
 

NOTES 

i. Different approaches to groupings are possible.
 
See, for example, UNIDO, Guide to Practical Project

Appraisal: Social Benefit-Cost Analysis in-

Developinq Countries (United Nations, New York,
 
1978), pp.53-4.
 
2. The UNIDO guidelines cited above also set out a
 
methodology for estimating distribution weights.
 
3. There is a huge literature on benefit-cost
 
analysis and a number of practically oriented
 
manuals, of which some of the better known are:
 
UNIDO, Guidelines for Project Evaluation United
 
Nations, New York, 1972); J. R. Hanson, Guide to
 
Practical Project Appraisal, Social Benefit-Cost
Analysis in Develo!ing Countries (United Nations,
 
New York, 1978); I. M. D. Little and J. A. Mirrlees,
 
Project Appraisal and Planning for Develo ing
 
Countries (Heinemann, London, 1974); J. Price
 
Gittinger, Economic Analysis of Agricultural

Projects (Johns Hopkins, Baltimore, 1972); and
 
Maxwell L. Brown, Farm Budgets: From Farm Income
 
Analysis to Agricultural Project Analysis (The World
 
Bank, Washington, 1979). A broader approach is
 
containea in Dennis A. Rondinelli, Development
 
Projects as Policy Experiments (Methuen, london,
 
1983).
 
4. On the social pricing of labour, see A. C.
 
Harberger, "On Measuring the Social Opportunities
 
Cost of Labour," International Labour Review,
 
vol.103, no.6, pp.559-T9 and D. Mazumdar, "The
 
Rural-Urban Wage Gap, Migration, and the Shadow
 
Wage," Oxford Economic Papers, vol.28, no.3, pp.406
25.
 
5. It was found in Pakistan, for example, that the
 
cost of using electric pumps to deliver an acre-foot
 
of water was 50 per cent more when done by diesel
 
pumps rather than electric pumps. When, however,
 
the alternative systems were costed on the basis of

social prices, it was found that the social cost of
 
diesel pumps was a third less than that of electric
 
pumps. See F. C. Child and H. Kaneda, "Links to the
 
Green Revolution: A Study of Small-Scale,
 
Agriculturally Related Industry in the Pakistan


" 
Punjab, Economic Development and Cultural Change,
vol.23, no.2, pp249-75. 
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Projects
Benefit-cost Analysis of 


Table 7.4.--Indirect Income Impact of a Rural Enterprise 
Project on Low-income Households, Guatemala
 

Additional Income to poor hou-seholds
 
Sector 
 output Per dollar Direct Indirect Total 

caused by value of 
project ouL)4ut 

Wood products 1,210 0.678 497 323 820
 
Textiles 1,360 1.068 
 672 780 1,452
 
Leather 1,380 1.019 590
816 1,406
 
Baking, foods 2,540 0.909 
 695 1,615 2,310
 
Commercial 1,800 1.082 693 
 1,251 	 1,944
 

Small-scale 8,290 -- 2,768 4,559 7,327 
.... __agribusiness


Source: 	 United States Agency for International Development,

Agribusiness and Rural Enterprise Project 

Analysis 	Manual (Washington, 1980), p.110. 


Table 7.5.--Impact of a Rural Enterprise Project on On-farm 

Employment, Guatemala 

Sector Farm employment Person-years of additional

multiplier* 	 on-farm employment created 

by the project 
(US $)-the 


Wood products 0.059 211 
Textiles 0.090 363 
LeaLher 0.092 378 

Baking, food 0.141 
 1,066

Commercial 0.075 402 
Small-scale -- 2,420 

Medium-scale 0.048 
 339 
Project total -- 2,759 

Source: 	 Derived fromS-.-R-Da-es-a-n-d-G.Smith, Guatemala
Rural Enterprise Sample Survey (United States Agency 
for International Development, Guatemala, 1978) and 
S. R. Daines, Columbia Agriculture Sector Analysis
(Washington, 1972). 

Note: 	 The farm employment multiplier is the dolld_ value ofunskilled farm lab ur per dollar of added enterpriseoutput 

CHAPTER 8
 

DATA COLLECTION FOR PROJECT ANALYSIS
 

The first section of this chapter characterises the
 
types of data used in various stages of analysing 

and rural enterprise projects and

inventories briefly optional sources for data. The 
second and third sections elaborate in far greater
detail 	the types of data to be collected and data
gathering methods available for use.
 

OPTIONS FOR DATA-COLLECTING BY TYPE OF DATA
 
Sector-wide Data
 

General economic trends. At various stages in

project analysis, general economic data will be
required. The major use 
of this type of data is in
preparation of 
a general study or assessment of
 
one or more sectors of the economy. This type of
 
data exists in a number of secondary sources, such
 
as those shown in Table 8.1. 
 Given typical cost and 
time constraints, it would be impossible to generate
these data if they did not already exist in 
secondary sources, and it would be prohibitive even 
to process original data which may exist but which 
have not yet been analysed. Project planners are 
therefore dependent on secondary documents in which 
these data have already been processed and appear in
 
final form.
 

Sector profile data and sectoral trends.
 
Chapter 4- contains a descriptio-n of the types and 
SOL:rces of data needed for sector profiles. The
discussion there concludes that industrial and com
mercial censuses provide the best possible source of 
such data. Institutional files and records (industrial associations, credit institutions with portfolios covering appropriate enterprises, etc.) and 
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existing surveys of industrial or small-scale 

enterprise activities may also be possible sources, 


Table 8.1.--Types of General Economic Data and 

Possible Sources 


Type of data Possible sources 


GDP, GN, rade Central bank reports, UN 

balances, agii- regional statistics, 


cultural and national statistical office, 

industrial output national accounts, indus-


trial census, agricultural 

census 


International trade IMF International Financial 

and foreign Statistics, central bank 

exchange balances, reports, national accounts 

international 

borrowing 


Population, education, Population census, appro-

housing, health, etc. priate ministry documents 


for particular subjects 


Data from Enterprises in the Target Group 


Many types of data are required which have to 

be obtained from ert-e is,2s in the target group. 

These types of data constitute the core of adequate

project analysis. Possible sources for such data 

are inventoried below. 


Sample surveys of enterprises. Since the
concern of project analysis is to obtain a represen-

tative view of enterprises in the target group, a 

sample soirvey of the target enterprises is probably 

the most appropriate source of data. It is unlikely 

that such an exercise will already have been carried 

out, and it is difficult to get the necessary depth 

and statistical breadth from the data sources which 

are listed below. A more complete discussion of 

sample surveys is reserved for later in this 

chapter. 


Case studies. case studies, or in-depth 

analyses aE-the-Tevel of the firm, provide a viable 

alternative to sample surveys. Such studies may be 

conducted on a limited number of enterprises and 
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place a much-reduced organisational burden on the
 
institution involved. Some studies of this type may

already exist, yet it is unlikely that thel] contain
 
the particular focus needed for comprehensive
 

project design. The principal disadvantage of these
 
studies is that they can be conducted only by highly

trained personnel (economists, sociologists, indus
trial engineers, anthropologists, etc.), whereas
 
sample surveys--due to their scale--are usually
 
conducted using a high proportion of trained but
 
non-expert personnel. The case study can contain a
 

depth and richness !n concept and coverage impos
sible in sample surveys, and the quality of the
 
resulting data is often very much higher. If
 
properly designed to test project-related hypo
theses, they can provide a remarkably complete
 
picture upon which to base project design.
 

The weakness of case studies is, of course,
 
that their representativeness is impossible to
 
judge. If enterprises in the target group are very

homogeneous, the reliability of case studies should
 
be very high. If Lhere are identifiable types of
 
enterprises which are different yet which vary
 
little within each type, the case study is very

appropriate since a few cases can provide represen
tative information on a large number of enterprises.

The precise difficulty however is that in most cases
 
the degree of homogeneity of the enterprises is not
 
known; it is usually not even known how the dif
ferent types of enterprise are distributed in the
 
target population. The case study is unable to
 
answer preliminary questions of distribution of
 
types of enterprises, incidence of credit use,
 
sources of credit, etc. What the case study does
 
very well is investigate project-related issues in
 
depth at the level of the enterprise.
 

Case studies are much more manageable data
gathering efforts than sample surveys because there
 
are fewer people involved, less transportation
 
needed and simply less logistical support required.
 
That is not to say that they are less costly. The
 
skill levels of the manpower involved are usually so
 
much higher in case-study efforts that the added
 
cost of the manpower compared with the relatively
 
low cost of interviewers used for sample surveys
 
results in similar overall costs for the two dif
ferent approaches. A case study using economists,
 
sociologists or other experts and based on 10 to 20
 
enterprises will ordinarily cost roughly the same as
 
a sample survey of 500-1,000 enterprises. What is
 
gained in depth and richness in the case study is
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traded fof the statistical breadth and reliability
of the sample surve ; the costs cannot be expected 

o thesaple survey thecssor 

to differ significantly.


ilrmatn7rerdterpr isehs i p 

sible source of on sesimay be
information 
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were 	not undertaken, or were done with such poor

control that the results were either not processed
 

were processed but presented such inconsistencies
 
that they were not released. In the past several
 
years, ILO has commissioned a number of studies of
 
small enterprises in the informal sector, and these
 

the files and records of institutions serving agri-mapridusflcrctiaioofuhfrs
 
businesses, agroindustries and rural enterprises. 

Industrial associations, rural cooperatives, banks 

and public credit institutions are the most probable 

sources. Credit applications containing information 

from the balance sheets prepared by enterprises are 

a common example. Coffee and certain other com
modity-focused associations commonly maintain rather
 
sophisticated accounting information on their member 

enterprises. While these sources ought to be
 
reviewed, it is unlikely that they will have either
the product breadth or conceptual coverage necessary 


f:r a useful project analysis. In the event the 

planned project is product-focused, for example on 

coffee processing, these institutional sources may 

in 	rare cases have adequate and very reliable data. 


Industrial censuses, surveys and other blic 

sources. The last two decades of UN-advised indus-

trial, economic and commercial census efforts has 

created a large source of data for analysis of 

agribusinesses and ruraf enterprises. In addition,
intecim surveys have been set up in many countries
under the auspices of national statistica offices 

to update the results of the pesiodic censuses. The 


detail in these interi.n surveys is usually as good 

as or better that, in the censuses themselves, and 

the 34 e of the surveys is such that they can often 

be more easily accessed and utilised to carry out a

project analysis. in many cases, thecoverage of 

these census efforts is such that they can provide 

data not just for sector profiles but also for 

project identification, buesting
hvotheses relevant 

to project design and describinghv.odetail the 

target group. The disadvantage of these censuses 


targt goup.Thedisavanage ensseshold
f tese 

and interim surveys as data sources is that tiie 

qaality of the interviewing and supervision may be 

spotty, particularly in those countries where the
1970 	census was the tirst industrial census. Asecond disadvantage is that in many cases small-

scond diadvntepiss tn rinvany cases mal-

scale rural enterprises (under five workers are 

excluded from census coverae. Under the Nscheme, 

these small-scale enterprisesshuld he the focus of 

a separate questionnaire, s3implified in concept but 

administered in the same year as the general, or 

large-scale industrial census. In many counrnries, 

however, such efforts focused on small-scale firms 


may provide useful characterisation of such firms
 
missing in other sources.
 

Further discussion of the use of and problems
 
related to census and interim survey data follows
 
later.
 

Data 	from Households in the Target Group
 

It is unfortunately true that most cf *he
 sources which may be relied upon to provide oata for
 

the analysis of enterprises fail to provide the kind
 
of information necessary for satisfactov:y project
 
analysis. Agribusiness and rural enterprise
 
proiects may be important contributors to household
 
welfare, but they are only part of the system which
 
impacts on households, which are increasingly the
 
focal point for many aid-funded projects. Household
 
members often have more than one type of employment,
 
and farm employment and non-agricultural employment
may be important complementr. To analyse only employment in the enterprise without information on
 
other household employment activities would be too
 

partial an approach for project analysis.
 
Of the four mentioned possible sources for
 

enterprise-level data, only two offer significant

hope 	of providing the necessary household data for
 
project analysis. These two are sample surveys and
 
the cas -study method. Existing censuses, surveys,
 
institutional and other secondary data sources are
 
unlikely to contain the information on household
 
welfare required to link the analysis of agribusi
ness and rural enterprises to benefits at the h-use

level.
 
Data o ltiu
 
Data on health, nutrition eho , housing,
 

sanitation and participation at the household level
are most adequately elicited in a case-study format

where both the tipie and expertise on the part of the
 
interviewer permit the necessary depth useful for
 
these issues. Project analysis requires a con
nection between the welfare dimensions and data on
 
enterprises, and it is therefore unlikely that
 
existing case studies of these non-economic indi
cators will suffice.
 

Sawill sufie.
 
Sample surveys face a significant disadvantage
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in these areas because of the lack of time for 
 institutions which mobilise savings. Postal

interviewing and the lack of training on 
the part of savings, cooperatives and other rural srAvings instiinterviewer-. The most striking disadvantage is in tutions 
are possible sources for useful data, but
the case of nutrition where nutrient intake, a 
 household savings held as cash or other forms of
 
common nutrition indicator, is simply beyond the investment will not be accounted for by institureach of virtually all f-asible survey efforts. 
 tional data. Again case study or survey alterna-


Data on employment e among the most difficult 
 tives appear to be the best methods, but even with
 to obtain with single surveys or case studies. 
The these approaches it is notoriously difficult to
 
seasonality and 
complexity of employment patterns obtain reliable and representative data on savings.

make it difficult t rely on annual or evwnonthly
 
recall. If detailed data on employment -'e desired,
it is usually necessary to conduct case -':udies or Data on 
Demand and Comparative Costs
 
sample surveys on a weekly basis during a omplete o --- ar
 
year. General employment indicators may be gathered 
 Data onproduction trends. Trends in output

in case studies or siample surveys using recall over
 
a12-month period, but they should be used only for may be used to estimate demand in the absence of any direct data indicating levels of demand. Data on
broad comparative purposes. 
 The same case study trends in production levels are not likely to be
 

or sample survey which is designed to gather data at available for tne target group as a separate system,

the enterprise level may be harnessed also to yet the general production trends captured in the
provide the adoud household data for project sector-wide sources discussed at the -eginning of 
analysis. It is therefore possible to mount a this chapter should provide adequate data for this 
general data-gathering effort focused on households purpose. It is unlikely that theuae study or
and enterprises -'ithout incurring the double admini-
 survey alternatives will provide adequate data for
 
strative and cost burdens which would be 
implied by this purpose; secondary and existing census sources
two separate efforts. 
 are the only viable possibilities.
 

Projections of consumer demand. The principal
 
data required for rational demand projections come
Data on Credit and Rural Financial Markets 
 from household surveys of a different type than
 
would be contemplated for project analysis. This
Credit sueply and demand. Data on the supply type of data is a good example of what could not be


of credit to agribusiness and rural enterprises are 
 easily included in a multipurpose case study or

normally easily obtained for that portion of credit 
 sample survey of target households and enterprises.
which comes fr-)m established institutional sources. 
 To elaborate demand estimates, price or income elas-

It is likely that the files and accounts of fewer ticities are needed. These coefficients originate
than ten credit sources will cover more than 95 per 
 normally from household consumption surveys but, as
 
cent of all institutional credit to the sector. The explained above, it is not usually possible to
 more difficult credit supply to quantify 
is collect reliable consumptior data in the type of
 
obviously informal credit provided from a wide 
 sample survey efforts which would be fielded in

variety of rural lenders from the traditional preparation for analysing rural enterprises.

"moneylender" to local input suppliers and product 
 Import and export data. For projecting demand,
purchaser/marketers. The easiest viable way to 
 it is usually very important to have adequate import

gather information on credit supply 
trom these and export data. The ultimate source of these data
informal sources is to survey o, carry out case 
 is almost always the public entity which controls
 
studies on the enterprises themselves 
 n international trade. Their arnual publications,Information on the demand ',)r credic may be if


available, usually suffice for the level of analysis
obtained indirectly through credi- institutions, but required. Such data are also normally processed
adequate treatment will only be possible when firm-
 fairly quickly by national statistical offices,

level demand can be based on data derived from the 
 which often issue periodic reports containing annual

firms themselves, 
 series.
Rural savings. Information n rural savings Comparative cost data. The costs of production
may be-obtai{ned by gathering dats from tht rural in optional project areas, or even different 
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countries, may be important information to have, as 

described in Chapter 6. The sources for this type

of data are almost always existing case studies or 

other micro-level studies. Some data can be
 
obtained on comparative resource costs by accessing 

information on regional or inteCnatLOnal wage rates,

but the 	richest data will likely come 
from scattered 

estimates of the costs ot production for the 

products in question
r.. The sources for this type of 

information are
project 	analyst fren generating primnary data for 

projec 	 ans, ediscussion, 


very 	spotty, and cost prohibits the
 

this 	purpose. 


Data on Institutions and Infrastructure 

Institutional data. Data oinstitu-

Intitutional da. ata covering 
 inaitca


tional 	 iasle(tTsuch as 
outreach capacity, inatecial 

and technical capability and management potentillb
must usually be gleaned directly from institutional 

accounts. The adequacy of these data is 
always a 

discomforting reality, yet 
the process of gathering

such of it as exists is neither tirme consuming nor 

methodologically difficult. 


Data en 	infrastructure and marketi 
 There 

are likely to be few existing sources of data to 

cover 
the interface between infrastructure and 

marketing facilities and the project. Data on 

marketing margins may be gathered at substantial 

cost, and these data seldom e:cist in any secondary

form. If marketino is a central component of the 

project, both case studies and sainple surveys of

marketing enterprises will be ustie sdegree 

provide 	the necessary information. if non-marketing

enterprises are the major focus of 
the project, then 

a module can be added to the survey/case-study ques-

tionnaires to allow these data to 
be collected from
t h e e	n t e r p ri s e s .
 

There may be 

Theremabetn
sdislaed


mrkjetnga ste 


isolated 
cases in which adequate 

eion which a ate
alrady esimply 


OPTIONAL APPROACHES TO DATA-GATHERING: RECALL, 

RECORD-KEEPING AND DIRECT OBSERVATION
 

This section deals with the ways in which data 

are obtained at the level of the household or enter-

prise. These approaches may be used regardless of 

the method employed to sample or select the units to 

be interviewed or observed, and they apply equally 
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well 	in situations requiring either case studies or
 

sample surveys.
 

Recall
 

"Recall" ref( rs to the use 
of methods which
 
depend on the memory of the respondent for the data.
 
The extent to which reliance can be placed on data
 
obtained through recall has been the subject of much
 

but in the fields relevant to this
manual
I 	 there has been little research which provides 
a concrete basis for judging the advisability of
 
using recall or other methods in particular situations. 	 In general, it is true that direct observation, where the researchers actually measure or
 
observe 
the phenomena oE interest themselves,

produces superior quality data. Recall should only
 
be used where the subject does not permit direct
sdweetesbetde 
 o emtdrc
observation or measurement, or where direct measure
ment would be too costly.
 

While there are 
no overall guiding principles

to govern the choice among different techniques,

there are a few general rules which apply and which
 
can be used to help in making the choice between
 
techniques using recall and those which do not.
 

1. 	 The number of events influences accuracy

io the
number of events
 

of recall. It is obvious that the number of 
events
 
one is asked to recall will have an effect on the
 
accuracy of memory. Few would question that the
 
small-scale entrepreneur can recall with a high


of accuracy the location of his business
establishment, the type of product he produces, or

whether he produces during the summer or not. 
 If,

however, he is asked to specify the number of days

the business operated last year, the recall may be
 
questionable unless tie number of it
periods
u s i n b e u l s h e n m e f p r o s i
 
operated 
is small. It may be, for example, that it
operated only in the summer, in which case he may
be able to multiply the summer months times
 
22 days to arrive at 
the figure. 
 In this 	case, the

number of events for recall purposes is only two, a
 
beginning and an time for the
tion. ending 	 summer opera-
The larger the number of events the entrepre

neur is asked to recall, the less accurate will be
 
the response.
Each time a data item is inserted in a ques
tionnaire to be completed from recalled 
information,
 
the planner of the study should identify the appro
ximate number of items which will be required, or
 
the level of detail to be recalled. If the number
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is large, the item should be carefully examined to 

see if direct measurement or record-keeping could be 

used instead. 


2. The time elapsed influences accuracy of 

recall. The distance in time from the point at 

which the question is asked to the event which the 

respondent is expected to remember will also affect 

the quality of data. If it is deemed necessary to 

have good estimates of what people do with their 

time, it is probably necessary to ask only about the 

last few days. To obtain a reliable view of time 

allocation over a year, daily or weekly visits are 

probably necessary if recall is used. 


3. The importance cf the event to the respon-

dent will affect recall. Different events enter 

memory with different force, and that force may be a 

function of many cultural, social and economic 

factors. For example, deaths in the family are 

usually exceptions tc the 'time elapsed" rule of 

recall; if a respondent is asked to recall the 

number over the last 10 years, the importance of the 

events will probably overcome the tendency of time 

to erode menory. 


4. Types of information inappropriate for 

recall. It should 'e obvious that the timing of 

interviews is a factor that can be adjusted to 

reduce both the numiber of events to be recalled and 

the time elapsed since those e-fents. While employ-

ment data, for example, are generally impossible to 

obtain on an annual recall basis, weekly or hi-

weekly visits can reduce the time elapsed and the 

number of employment "events" to be recalled so that 

reasonable data can be obtained. Multiple visits 

are very costly, however, and most project planning 

cycles preclude such observations. Therefore, while 

the comments which follow identify certain types of 

data as appropriate for recall and others as inap-

propriate, it should be remembered that this discus-

sion assumes that weekly visits over a one-year 

period are not likely to be feasible. In certain 

cases, intensive interviewing may re possible, and 

these comments should be adjusted accordingly. 


a. Employment information organised on a man-

day basis. Employment events are large in number 

even for a small firm if the unit of accounting is 

man-days-worked. Even if there are only two or 

three workers, the respondent may be attempting to 

remember many hundreds of events or days. Since 

man-day figures are particularly useful in analysis, 

it is tempting to try to a-rive a errployment in 

man-day terms. but it is unlikel that recall will
v 


be useful even for the month preceding the inter
view. Without reducing the time interval since the
 
employment events, the analyst can reduce the number
 
of events tG be recalled and obtain less-detailed
 
data for the same period. This may be accomplished
 
by asking for employment figures in terms of months
 
or seasons for each employee. For example, the
 
entrepreneur may be asked to recall the names of
 
workers who worked in his enterprise during the last
 
year. For each worker (if there are fewer than,
 
say, five), he may be asked if this person worked
 
more-or-less full time and for how many months.
 
This approach may reduce the number of events to a
 
manageable level. Even so, the data would probably
 
only be safe if used for comparative purposes (that
 
is, to make comparisons with other firms where the
 
data had been gathered in the same fashion) rather
 
than to indicate absolute levels of employment.
 

b. Data on nutrient intake. Agribusiness and
 
rural enterprise projects often have improved nutri
tion as one of their central objectives. Nutrition
 
may be assessed either in terms of improved diet or
 
better health as indicated by physical growth
 
patterns or patterns of nutrition-related illnesses.
 
Improved food intake is virtually impossible to
 
measure reliably using recall, even for the day
 
prior to the interview, and therefore should not be
 
attempted. Because food intake is so difficult to
 
quantify reliably, even with a high intensity of
 
visits, it will normally be preferable to use either
 
health or physical measures as an indicator. (See
 
discussion of direct-observation techniques below.)
 

i c. Costs of production. Costs of production
 
for enterpri'es may be gathered if the scale of
 
operations is small (that is, if few inputs are
 
purchased) and if no attempt is made to obtain
 
information on input use as opposed to purchases of
 
inputs. It is also generally impossiole to
 
construct product-by-product costs of production
 
based on recall methods. Total enterprise costs and
 
output may be obtained with reasonable reliability
 
if the volume of sales and purchases is small. If
 
the volume is very large, and if the business is
 
nonseasonal, sales estimates for the preceding week
 
or month :ay be used and then expanded. The dangers
 
of unrepresentative weeks or months in the observa
tions will be reduced if the number of observations
 
is large. Seasonality may be addressed by conduc
ting repeated visits in the principal seasons to
 
obtain weekly or monthly recall data on sales. The
 
association of particular inputs with particular
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products is a task of 
very suhstantial proportions

and should only be attempted through multiple-visit 

surveys or detailed case studies. 


5. Types of data appropriate for recall-based
 
methods. Much of the data useful 
in project

analysis can 
be adequately obtained using methods-Direct 

based on recall. Among these 
items are purchases of
inputs (if the firms are small 
and the volume of 

inputs is small), credit information (where there 

aie few sources and the importance of credit is 

great), and equipment inventories and original 

costs. Replacement values may not be known but, if 

the respondent claims to know, the data are 
usually 

reasonably reliable. It ii also reasonable to

gather information on housing, sanitation, family

education and mortality on a recall basis. 


Record Keepin_ 


A familiar method for obtainin
 data is to 

obtain them from records kept by the enterprise,

household or other respondent. If records are 

normally kept, this may facilitate the process, but 

it also brings problems of its own, especially in 

the case of agribusiness and rural enterprise 

projects. 


g 


if income is to be estimated, it is 

important that all enterprises are subject to the 

same accounting conventions, similar depreciation 

methods, definitions of income, etc. 
 It is unlikely

that even if records are 
kept they will be similar 

enough to be used for an fthing more than logs of 

purchases and sales. 


Where records are not kept, the survey process 

may introduce 
them for the purpose of gathering
 
accurate data. The difficulties are many: illi
teracy biases the type of entrepreneur who is able 

to use these systems and compliance is difficult to

enforce between visits. Where accounting data are 

concerned, there are 
few situations in which record-

keeping as a method of obtaining data is of much

help. There are 
limited situations in which 
it may

be useful. For example, if the central problem is

the recall of a 
series of events which atc too 

numerous 
for memory to cope with reli&l-y over a
year, simple record-keeping systems which overcome 

the literacy problem have been used. 
 A sriall box 

may be 
put in a prominent place in the enterprise to 

receive small sticks 
(or other tokens provide(' by

the interviewer) each day the owner works close to a 

full day in the sh:_. This approach may also be 
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extended to workers, and 
in fact to the recording of
 
many types of data for which recall may be inaccu
rate due to the number of 
events to be remembered.
 

Direct Observation
 
Oberato
 

Nutrition is a classic case where direct obser
vation is the only reliable method of obtaining
 
accurate data. Height, weight and 
arm circumference
 
measurements 
are common indicators of nutritional
 
status in children. It is reasonably simple and
 
inexpensive to obtain these data by having survey
 
personnel actually weigh and measure the children in
 
the sample households. The age of the child is 
the
 
only recall data needed, but poor recall here can
 
seriously bias the results. Since measurement in
 
children over six ypars of age is sensitive only to
 
differences in ages 3n an annual basis, recall
 
presents more serious problems in the case of
 
younger children, where both the month and year of
 
birth are required. For children under 
five,
 
however, monthly ages are necessary and there is
 
considerable evidence that 
recall at this level of
 
detail is generally quite poor.
 

Direct observation or measurement of accounting

data for enterprises is 
not usually practical
 
because of the number of multiple visits which would
 
be required to obtain the data. 
 In the event that
 
highly technical data on production rates, labour
 
productivity on different machines 
or other
 
technical phenomena are needed, direct measurement
 
is likely to be the only acceptable method of
 
gathering data.
 

DATA-GATHERING METHODS
 

The discussion here focuses 
in more detail on
 
the methodology of data collection.
 

-stud Ap
 
Case
 

Selection of 
cases. Two major compromises ar
 

involved in selecting the case-study approach to
 
generating data on enterprises and/or households.
 
The first is that the statistical reliability of 
the
 
data is uncertain. The second is that with a
 
limited number of cases, 
the richness of comparisons

is very limited. Both weaknesses draw attention to
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are selected for inclusion 


in the study. 

the method by which cases 


1. Selecting for maximum representation. If 

some survey or census information is available, it 


should be used to help select the cases 
to be 


studied. Even if the data availabie help only to 


clarify the geographical concentration of firms, the 


distribution of firms by scale and/or sector of 


activity, this information can increase substan-


thL be drawn totially the chance that cases will 


represent at least the most important classes of 

one
enterprises. The strongest case-study design is 


which subsamples a small number of cases from repre-


sentative samples in order to provide data of 


increased depth and detail in conjunction with a 


larger sample survey effort. 

By utilising a cens,.s or survey to classify (or 


stratify) the enterprises into classes, the 
case 


firm from each general type with 


some confidence that the resulting cases boar some 


desired relationship to the sector or target group 


as a whole. With -ome overall data to use as a 


weighting scheme, the relative importance of the 


findings of different enterprise case studies can be 


roughly estimated. For example, if small baking 


enterprises reoresent only four per cent of the 


target group, the case study on baking will be 


placed in its proper perspective. If the importance 


not known, then the relative 


study can draw one 


of baking as a whole is 

to be given to the
importance and weight which ought 


case study will likewise not be known. 


Selection for, representation is therefore 


accomplished by stratifying the population into 


major components based on the best global data 

truly
available. If the casEs must be drawn in a 


to know how to
haphazard fashion, the-:e is no way 

in saying that careful stra-
interpret the results. 


tification will increzse the representative nature 


of a series of case studies, it should be rememberej 


that there is little basis for choosing the enter-


prises or households to be studied within the 

straLum, and it is impossible that one single case 


could be statistically representative of the group 


as a whole. To achieve scatistical reliability from 


nave to be at least 30 

cases fromn each stratum; and by the definitions used 

in this manual, the study would 

case studies, there wouli 

then be a "sample 

survey" and not a case study. 


2. Selecting for comparisons. A continuing 

emphasis in ioe data requirements for project 


analysis ha: been the 
need for comparative data of 
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many types. Data with and without project activi

ties and data to compare and search for differences
 

which may help identify project activities with
 

significant potential. The selection of cases will
 

have 
a direct impact on the ability of the analyst
 

to make these comparisons and should be kept in mind
 

during the process of identifying cases.
 

If, for example, the case-study method is
 

adopted in an evaluative context Lo provide data for
 

then cases would need to
estimating project impact, 


be selected which match cases for participants with
 

those for nonparticipants, or which treat "before"
 

and "after" cases on the same enterprises or house

holds. If the case-study method is adopted to esti

mate project potential, selected cases would need to
 

include enterprises with and without the interven

tions proposed
 
The use of data for comparison can contribute
 

added detail for analysts and should be seriously
 

considered whenever a micro-level analysis is
 

chosen.
 
Training. One of the principal advantages of
 

the case-study method is that subject-matter
 

specialists are the ones who normally conduct the
 

actual fieldwork. This implies that there 
is no
 

real need for training. The difficulty is not in
 

training the personnel involved in the case study,
 

but in selecting them. The general style of most
 

case studies tends to be highly personal; that is,
 

it tends to depend very much on the choice of inter

viewer. Two different interviewers may unfortu

away from the same case with different
nately come 

In case studies, the
viewpoints and different data. 


potential for bias is much greater than in sample
 

surveys because of the weight carried by personal
 

this bias, however, may be
interpretation. Much of 


reduced by the use of comparably specific instru

ments as discussed below.
 
Desion and testing of instruments. The use of
 

to
instruments (questionnaires) is closely related 


the degree of standardisation imposed on 
a case
 
in the degree to
study. Case studies vary greatly 


which the interviewer attempts to ask standard
 

questions to complete a preset format or conducts an
 

open-ended discussion and interviews with the intent
 

of reaching his own judgments.
 
There are many problems with standardisation,
 

case
but on balance the attempt should be made in 


studies to force standardisation as far as 
the pro

the actual interviewing will
 

permit. There is an obvious difficulty in making
 
fessionals involved in 
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each situation fit 
into a standard format; each
enterprise or household is 
a different experience, 

and there is strong
subject-matter specialists

resistance 
to 

on the part of the 

having their role
reduced to 
simply filling out preset questionnaires, 


If no reasonably consistent 
format is adopted,
however, the potential for personal bias, for seeing
what the specialist wanted to see, 
is strong. Over
and over, the results of 
case studies can be 
seen to
correlate with 
the field and 
even personality of 
the 

interviewer. 
 If he or she is an industrial engi-

neering problems. 
 Problem identification for 
a
 
marketing specialist usually turns out 
to focus on
marketing problems, and 
so on. To use 
sc-called
generalists (sociologists, economists) is 
not a
specific area of 
interest even of generalists and
satisfactory solution since one can 
identify the 

see that same interest crop up as a defined 

"problem" in the conclusions, 


Without a standard or nearly standard instru-
ment, the case-study approach ujends almost indis-
tinguishably into the 
field trip method for genera-
ting data in which subject-matter specialists travel
to the 
field to observe and identiry problems and
solutions through "development tourism".

Anal ysis and interpretation. 
 For the case
studythe issues -a-rls-n
tation are again related torom analysis anc interpre-
the degree to which andiavnge
 

instrument is 
used. If no instrument is
likely that the fieldwork is the analysis, 
used, it is 


or that
all that is left is 
to wri-te up the conclusions
already arrived at 
in the field. In 
the event that
there are instruments and 
those instruments contain
the 
kind of micro-level data and comparisons

described in Chapters 5 to 6 and 
9, the analytical

phase should attempt
described in to produce the results
these chapters. 


The Use of Informal Methods 


project analysis is normally uorne by 
field trips
and interviews with officials. 
While 
these methods 

are generally inadequate because of
toto their inability

personal bias, 
there are situctions in which they
are 
the only accentable mode of data gathering.
the poor patickiate The
attempt 
to. focuc in their own development has
aid efforts Lnto projects in which 
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increased the difficulty of relying on 
field trips
and informal discussions 
as

I the basic sources of
a l discussion 
 of
 

data. [1] Before going on 
to a discussion of 
the
disadvantages of 
these methods, recognition should
 

methods of gathering information.
 
Advantages of informal methods. 
Where data to
be gathred relate
tution to to the commit-ment of an 
instia proposed project activity, the best way
to gather that information is 
by direct discussions


with the institutions concerned. 
There may be
 

commitments of funds, 
or other indicators, yet
direct discussion is probably the best method for
ascertaining intent. 
 Institutional capability may
be assessed most adequately in these informal ways
with experts whose long experience in similar situations qualifies them to draw conclusions regarding
 

capacity from face-to-face 
interchanges. 
Outreach
capacity 
is an exception to 
this general rule;
statistical evidence of historical accomplishments
is superior to discussiona 
 aasource of data.
Informal methods have 
the advantage that they
can fit the 
time frame of almost any project, deal
with almost any problem, in any season, and require
only limited administrative support. 
 Their flexibility is at once 
their principal advantage and
 

Disadvantagesof-informal methods:

1. 
 PersonalTatd Poesonalbases. There
is 
an old axiom about consultants: 
 you can predict
the outcome of a consulting visit if yo..
know well
the consultant, his field and his 
interests and
opinions. 
This axiom embodies one of 
the principal
disadvantages of 
the less-structured methods of
 

data-gathering, and field trips
sions are the and informal discusleast structured of all. 

methods the biases of the analyst may surface virtually untouched by the realities of the situation.
 
To be sure, if 


In these
 

the analyst is particularly
unbiased person this may not 
a 


be damaging, yet even
 
professional training gives economists, engineers,
extension specialists, agronomists and all other
 competent professionals 
a particular outlook or
 
focus or approach to problems. It is notto difficult
understand why the sociologist fails identify

the engineering obstacles 
as the central issues, 
or
why the engineer does not usu. 


2. 
[y identify religious


attitudes High cost per observation.
as constraints.
 While informal
methods 
may seem 
inexpensive 

because the 
total cost
 170 
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is easily manageable, if the amount of data gathered 

per unit of expenditure is calculated the method 

turns out to be one of the most expensive ways to 

obtain information. To most professionals a field 

trip is not justifiable as a "data-gathering" 

exercise; most who think that field trips are bene-

ficial would argue for them on the basis of the 

"field sense" that is obtained by simply spending 

time probing haphazardly. While it may be easy to 

argue for this, it is difficult to counter the 

over.4helming conclusion that few cases exist where 

minds were changed by a field visit, 


Using Existinq Sources of Primary Data
 

Without undertaking fieldwork, a wide variety 

of data may be available in original form which can
 
be used for project analysis. These are most often 

in the census offices, in institutional files and 

records, or are the result of some earlier project 

evaluation or record-keeping system. 


Data from industrial censuses or interim 

surveys. In contrast to population censuses, indus-

trial, commercial and service census questionnaires 

contain considerable accounting information which 

can be useful at all stages of project identifica-

tion and design. Standard topics include; 


- personnel, employment and wages; 

- data on seasonal operations; 

- equipment inventories; 

- inputs of primary materials; 

- consumption of fuels, lubricants and 


energy; 

- other costs; 

- output by product type; and 

- other sources of income. 


It is not uncommon to find 500-600 items repo cted 

for medium- and large-scale enterprises and 200 or 

more for small-scale ones. 


Institutional files and records. Credit insti-

tutions often gather balance-sheet information and
 
sometimes more complete accounting information on 

applicants for loans. Such information is normally 

considered confidential insofar as individual cases 

are concerned, but it may be possible to aggregate 

and then average data for different types of firms 

or scales of operation. The records of coopera-

tives, industrial associations and other institu-
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tions may likewise be examined to ascertain the
 
itility of the data contained in them.
 

Both bilateral and multilateral donor agencies
 
have mot'nted data-gathering exercises over the
 
years. Accessing these sources of data may be
 
easier than gaining access to the files of local
 
institutions, and there is usually less concern with
 
confidentiality if data were gathered with funding
 
from an international donor. Because much of these
 
data will have been collected in the context of
 
identifying and designing a wide range of types of
 
projects, they will often be particularly useful for
 
testing hypotheses and estimating the potential of
 
agribusiness and rural enterprise projects.
 

SamleSurveys
 

The most comprehensive method for obtaining
 
data which are representative of the target popula
tion as a whole, and of its principal components, is
 
a sample survey. By a sample survey, what is ieant
 
is a carefully selected subgroup of enterprises
 
and/or households whose resemblance to the total
 
population can be predicted with standard statis
tical techniques. Information from the sample will
 
represent, at some measurable level of reliability,
 
the characteristics of the enterprises not surveyed.
 

There are many decisions to be made regarding a
 
sample survey. The discussion here is decision
oriented, with its objective being to provide a
 
project-design team with the level of understanding
 
necessary to write a scope of work for a survey, and
 
then monitor the process. It is not possible to
 
condense into a treatment of this size all of the
 
necessary information to allow managers to become
 
research statisticians, but it is possible to make
 
certain that managers get what they want.
 

At each decision point in a survey there are
 
options. This section attempts to outline these
 
options, but without detailed description, and to
 
suggest the pros and cons of each. There are six
 
principal areas of choice:
 

- A method for selecting the sample must be 
chosen and the size of sample determined. 

- The number of visits for each case must be 
specified (one visit, weekly, etc.). 

- The instrument must be chnsen and/or designed 
(questionnaire, records, direct measurement, 
etc.). 
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- The methods of selection, training and 

supervision of 
field workers must be chosen, 

- The approach to coding and data processing 

mustb. .
selected. 


Each of 
these topics is discussed separately below. 

1. Sample selection 


Definition ot the unit of observation,

The first step in sample selection is to define the 

unit of observation. This can ber.t be done by

describing concisely who 
we want to respond and on

whom and what the respondents are to provide infor-

mation. It is important to be co-prehensive in the 

definitions so that there will be 
few exceptions to 

the definition. For example, an agribusiness and 

rural enterprise survey might have 
one of the fol-

lowing definitions of the unit of observation: 


The survey should include households outside 

urban areas (urban areas or their environs with 

more than 100,000 population in the last census)

where any household member ov'ns or o2erates a 

nonfarm enterprise. The respondent shouid 
be 

that member of the household most familiar with 

the management of the enterprise. The target 

area includes provinces A, B and C. An enter-

prise for the purposes of the survey shall be 

any nonfarm business engaged in selling goods or 

services excepting services paid for by wages or 

salaries. 


In the above definition, the enterprise-owning

or-_eratin household is
q the unit of observation. 

The respondent will be answering questions about the 

household or its enterprise(s. The definition 

should be 
such that there is sufficient detail and 

clarity so that one can easily tell whether or not a

particular household qualifies. There is an issue 

missing from the above definition which deals with 

the size of the enterprise and/or the wealth of 
the 

household. Under the definition, even the 

wealthiest of rural households 
(perhaps one owning a
large sugar mill, for example) would be included. A 

simple addition to the definition, such as "House-

holds owning or operating enterprises which employ

more than 10 workers should be excluded" would solve 

that problem. PT may be however that such house-

holds, even though they are outside the target group 

on income grounds, should be left 
in the sample.

First, they are 
likely to be relatively rare and 

will not therefore consume a larg.e amount of time
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and, second, if left in the sample, can give some
 
idea of the relative importance of different scales
 
of operation in the target area. The simple impor
tance in terms of employment may be reason enough to
include them.
 

Deterninin__sampie size. 

6 

Having defined the
 
unit o bservation (for ecxample, households owning

rural enterprises), the next step is to determine

the size of the sample, that is, the desired number
 
of households to be included in 
the survey. This
 
step is one of the most technical in the whole
 
survey process, and what is 
said here is oversimpli
fied. Even though the choice of sample size may be
 
technical. 
the basis on which it is decided is
 
essentially nontechnical and must be determined by

the users of 
the survey rather than by statisti
clans. The basic choice relates to the level of
 
detail and reliability desired in 
the final results.
The project analyst must decide how detailed
 
comp,.risons or measurements need to be; 
that is, how
 
many subgroupings of the surveyed enterprises or

households will be wanted. 
Will the analyst want to
 
see provinces A, B and C separately, or is it good

enough to have them all together? Do large enter
prises need to be separated from small ones, or will
 
it be necessary to have three or four different
 
groups to represent the various scales? 
Will the
 
analyst want to compare findings between different
 
types of enterprises; if so, how many different
 
types will be necessary? Will it be important to
 
compare truly rural enterprises to those located in
towns and villages; if so, will there need 
to be
 
comparisons between small villages and towns? 
These

choices, which relate 
to the final use of the data,

need to be answered in detail before the sample size
 
can be determined.
 

The reason for following this sequence grows

out of a fundamental principle of statistical
 
sampling which is important for the project analyst

to understand. 
A short quotation introduces this
 
principle [2]:
 

The greatest hurdle to the acceptance of
 
sampling concerns the reliability of estimates.
 
The potential user of survey research will
 
often ask how one can possibly take a sample of
 
2,000 people in a country of over 200 raillion
 
people and arrive at a reliable estimate of the
 
number cf ... potential voters who favor one or
 
another candidate and so forth.
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Usually the most important facto- in reducing 

the standard error is the absolute size of the 

sample . Newcomers to the field sometimes 
advance the common-sense hypothesis that 

sampling error depends primarily on the 

proportion of the sample to the total popula-
tion. They might argue, for example, that a 5 

per cent sample of a national census will be 

five times more reliable than a 1 percent 

sample, a 10 per cent sample twice as reliable 

as a 5 per cent sample and so on. While this 

argument may seem plausible, it is erroneous. 


The size of the target group does not centrally 

influence how many enterprises or househo ds need to 

be surveyed. The number surveyed depends on how 

detailed the subgroupings in the analysi- need to 

be, since each subgroup roughly doubles tine number 

which will need to be surveyed. For example, let us 

assume 
that the number ieeded to provide a reliable 

estimate is 30. 
 If we wish to have results 

comparing enterprises using credit with those not 

using credit, we need 30 for each of the two groups. 

If we want further to compare these two groups for 

each of three subregions in the target area, then we 

will need 30 for each of the two groups (creeit and 

noncredic) in three subregions, for a total of six 

subgroups with 30 in each, or a total sample of 180 

enterprises or households. if the type of enter-

prise is important and there are six types of enter-

prises, then the sample size would have to 
be 1,080 

(6 types x 3 regions x 2 credit categories = 36 

subgroupings x 30 per subgroup = 1,080 total sampled 

enterprises). 


If certain of these subgroupings can be made 

without having at the same time to maintain another 

subgrouping, 
the total number can be reduced. For 

example, if we wish to make the geographical compa-

rison, the type-of-enterprise comparison, and the 

credit comparison all at the same time, we would 

need the 1,080 sample size. If, however, we allow 

the comparisons to be made in separate tables, one 

at a time, we would only need 180 sampled enter-

prises. We could still compare enterprises by sub-

region, and then in another table compare them by 

type, and then by credit use (though with some loss 

in statistical reliability). What we could not do 

with the smalle- stnple size of 180 would be to 

compare enterprise type and subregion. The dif-

ference in cost and time for a survey of 180 enter-

prises is substantially different from a survey of 
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1,080 enterprises, and the only difference is in the
 
type of comparisons which the analyst must have to
 
complete an adequate project design or evaluation.
 
It is therefore worth considerable thought to deter
mine the level of detail which is needed in the data
 
to be obtained from the survey.
 

This decision is not one which can be delegated
 
to the sample designer; it is an issue for the user
 
of the survey results. Once these basic issues have
 
been decided, it is simply an arithmetic exercise to
 
determine the total sample size. 
 For rough estima
tion purposes, the survey designer may use the
 
number 40 (to allow for possible mishaps during the
 
survey) as the appropriate number of households or
 
enterprises needed per subgrouping in order to give
 
reasonable levels of reliability. The final number
 
of usable responses usually lies somewhere between
 
30-35, which is about the minimum required to give
 
acceotable levels of reliability. To get a general
 
idea of sample size, the nonstatistician may first
 
estimate the number of subgroupings he will need for
 
purposes of analysis and multiply that by 40.
 

Choosinq a method for selectinq the sample.
 
There are two basic methods of sampling: one based
 
on lists and the other on maps. These two alterna
tives are usually called "list" or "area-frame"
 
methods. The best method is always the list menhod
 
if it is possible and practical. Area frame methods
 
are a compromise on statistical reliability but have
 
the significant advantage of being generally cheaper
 
and faster.
 

- Using lists. If the group to be studied
 
consists of enterprises with loans from an institu
tion, then the easiest and best method is a list
 
frame sample. It is likely that all borrowers from
 
the institution are contained on some existing list,
 
or on records from which a list could easily be
 
compiled. If the number to be sampled (determined
 
by the process outlined above) is 200 of these
 
borrowers, then the 
4,U00 names of the borrowers on
 
the list could be put into a hat and 200 of them
 
drawn at random. This would yield a statistically
 
pure sample and would 1-e cheap and simple to
 
construct. This is known as a simple random sample
 
(SRS), and it is the ideal which all other sampling
 
techniques strive to equal. Where there is an
 
existing complete list of all households or enter
prises fitting the definition of the units we wish
 
to study, the choice of sampling technique is
 
simple--use that list and take a SRS from it. If
 
you cannot draw from a hat, then number the 
names
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and draw numbers, :)r take *evury twentieth name 

(4,000 divided by 200 = 20) from the list. 
 All of

these, and many oth~er roodnis ing techniques, will 

work 	 satisfactorily. if thece is no existing list,

then it will be necessar- t, compile one; the only

requirement is that "it h that
the ! complete; is,
it should inclde all the onte'prises or households
which will qualify unde-r u definition of the group 
to be studied. if it is i'-nossible or impractical 
to compile a complete list, then the very attractive 
properties of an SRS must 
oo foregone and the more 
complex area-frame_ techniques must be used. In many 
cases it is possible to c;reate a list 
by conducting

a field census, but the o:,sts )f generating the list 

are even higher 
than 	thorpe a)f using an area frame,

Where list-based samples --re not used, it is usually
because of the :costs of j,rierating a complete list

where one does no! exist. 


- Area frane: and cluster sampling technique,.

Where the population of interest 
has not been listed 

or would oe to:) expensive to list, area-frame 

samples are a viable alternative. While they com-

promise the statistical reliability of 
an SRS, they

can yield acce-Otable confidence 
Levels if properly

administered. Suppose that 
the project analyst

wishes to 
learn, more about, rur,-l small-scale enter-

prises in an area. 7jsin: a'vailable maps, the target 

area 	couLd be divided in,,) three subareas outside
the maj,.r city. First might be 
towns, villages and 

rural groups :f more tha, 10 houses. Second would 

be areas of farming. Thir-i would be 
lakes, swamps,

mountains and other virtually uninhabited areas. 

Expecting that enterprises will be 
rare in the third 

area, this might be disregarded completely (unless,
c course, forestry and fishery enterprises were 
known to exist in the area). By looking at the list

of subgroupinj desired, the dosigner finds hethat 
wants to compace town and village enterprises with

farm-base! ones. The town and village areas which 

constitute the first set ,f areas on the map could

be an essenti-[y :o,,parate sample from the farming 

areas. Reviewing the list of subgroupings may

suggest other subdivisions on the map which will 

dictate how the areas are be
to structured. 


The next step is to divide each of the villages

into equal-sized segments an a ,nap)in su h a way
that the dividino lines between segments can be
identified in the ;:ield as well on the map.as 	 This 
means following streets, fences, rivers or other

natural and observable boundaries. Let is suppose

that there are 546 of the villages and that there 
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are 1,352 equal-sized segments in all of the
 
villages, some villages having as many as 14 of
 
these segments and many villages containing only one
 
segment. By visiting a haphazard group of just 10
 
of these segments, we 
find that there are about (as

a very rough estinate) 3-5 nonfarm-enterprise-owning
 
households in each segment. From the list of sub
groupings, it 
can be seen that for the village

enterprises we need 
a large enough sample to divide
 
them into 10 subgroups (five enterprise types and
 
two scales of enterprise). This means 
that 	approxi
mately 400 enterprises will need to be drawn from
 
the village areas (10 subgroups x 40 per subgroup).

If we are right that there are 3-5 enterprises in
 
each village segment, the about 100 segments would

yield the necessary 400 enterprises. If our esti
mate of 3-5 per segment is too high-, we may have

less 	than 400 and be 
able to have less detail (for

example, perhaps only four enterprise types) in the
 
results.
 

Knowing that we wish to sample about 100
 
village segments, we can now simply number all of
 
the segments from 1 to 
1,352 and put these numbers
 
in a hat and draw 100 of them. These 100 selected
 
segments could be found on the map by the field
 
survey personnel and the interviews conducted. 
The
 
same 	procedure could be 
followed for the nonvillage
 
farming areas.
 

There are many variations which can be made on
 
the general idea presented as the model for the
 
area-frame sample method. If the survey wishes to

focus on a certain type of enterprise--fruit and
 
vegetable processing, for example--it may be 
neces
sary first to enumerate all enterprises in a larger

number or 
larger sized set of village segments with
 
a questionnaire which 
is very short, asking each
 
household only 
if it owns or operates an enterprise

and if it is a fruit and vegetable one. Then a
 
random sample could be drawn from 
the list of fruit
 
and vegetable enterprises for the final detailed
 
interviews. 
 This design would then be a combination
 
of list and area-frame methods.
 

- Without undue delay it is possible in most 
setting3 to design a sampling method which will 
yield acceptable results once the definition of the
 
target group and the 
level of detail desired in the
 
analysis have been specified.
 

2. 	 Determining the method and frequency of
 
field observations
 
The three basic methods of observation are


recall, record-keeping and direct measurement. 
All
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three of itse be used in the same surv.y ort .ay 
each nay be usedi sepI-ate lY as the sole technique of 
observation. A discw-dsion -f tht situations in 
which each is most appropri-.te' i; co)ntained at the 
end Csater 7. i.f 


Interacting with muthods of observation is the 


frequency of visit. For scone types of datai a single 


annual visit will suffice; for oler type of data, 

daily -isits over a 3(]-day perio) or weekly visits 

over a year will he requirA-I. The number )f visits 

will probably dhoi iot only on the type of data 

but also or. the meth)ds of bservation selected. If 

recall is the method, then the nuimber of visits will 

be used to- adjust the recal tperiod and the number 

of events to be recalled. 


If cona'iaisons ace intended in the analysis 

between two well-defined jroups, then the structure 

of the sample and the number of visits will be 

affected. For example, if it is decided that to 

estimate the potential of a technical assistance 

project, it would be useful to estimate the income 

of enterprises with and without technical assistance 

in the tirget area, the structure of the sample 


t:o adjust to this design.
would obviously have 

Longitudin-i! c,)mparisons ("before and after") 


are common in evaluative designs, and it is obvious 

that multiple visits (at least one before and one 

after) are required by such a design. 


3. Instr nent design and testing 


The d sigin and testinrj -f the instrument 

(questionnaire, reco)rd-keeping formats or forms for 
direct measurement) are ioiLortant parts of the 
survey process. This is perhaps the stage at which 
experience is moer required on the part of the 

personnel involved in d.esign. Familiarity with the 

alternative types of questions w.hich might be effec-

tively used to elicit usabl,. data is one critical 

element. A second is linguisti: familiarity with 
the local terms for the itums to be included in the 
survey. Local personnel with a close working farni-
liarity with the area must be involved at this 
stage. 

Once the questions have been selected and the 

general structure of the instrument is known, pro-


fessional-an qustonar
help inic

fessional help in Jt,:signing tke questionnaire so 

that it will be easy to adiminister, cole and process 

is an investment 4.,Cl worth the cost. 


With a draft questionnaire it is in[mortant to 


administer a f.l0 test to see if the design will 

function in practice. This test should be coordi-

nated in such a way that .t can he undertai:en by the 
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supervisors and inte-rviewers who will take it to the 
field ft- the actual survey. The field test also 
serves as a method for training the personnel to be 
involved in the survey. 

4. Supervision and training

After randomising the selection of the
 

sample, supervision is perhaps the second most
 

important element in conducting a successful survey.
 
Many surveys attempt to correct in the office, after
 
fieldwork is done, errors and inconsistencies which
 
appear in the data. This is unfortunately too late
 
for such corrections. Once data have been taken out
 
of the field, there is little chance that useful
 
corrections can be made. The time to make these
 
corrections is while the team is still in the field;
 
in fact, while the team is still in the area a re
interview is possible. To catch these kinds of
 
errors, there must be a field supervisor with the
 
time to review all of the instruments within a day
 
after they are administered to detect errors and
 
omissions so that the household or enteprise can be
 

revisited. This generally means that there must be
 
one supervisor for every three or four (at maximum)
interviewers.
 

The training of interviewers and supervisors
 
should be conducted at the same time that the draft
 
instrument is field tested. Before actually begin
ning the survey, each supervisor and interviewer
 
should have completed at least three actual inter

views. This initial experience should be followed
 

by time in a rlassroom setting to discuss problems
 
encountered ,ith a highly experienced trainer.
 

5. Data cod;.ig and processing
 
'<h approaches involving case studies and
 

informal .ietho,-s, ti-he coding and processing of data
 
seldom arise as issues of choice. Where sample
 
surveys are used however or data from secondary
 
sources are reprocessed, these choices become impor
tant.
 

There is now a very wide range of options open
 
for the processing of data--ranging from manual
 
extraction and tabulation through desktop microcom
puters to institutionally operated mainframe
 
computers--and the choice will influence the coding
 

wisinininluec oon
 
scheme used. Perhaps surprisingly, it can often be
 
faster to obtain selected results by manual proces
sing fro-n a simply coded set of data than to enter
 
the data into a computer and process it electroni

cally, particularly where staff require training in
 
coputer-based procedurest
 

The guiding principle is whether the main
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emphasis is on obtaining limited results quickly or 

on obtaining a full depth and breadth of analyses
 
from the data collected. Normally the project 

analyst requires the former while the latter is of
 
more interest to acadenic an( other researchers. It
 
is well worth repeating Robert Chambers' cautionary
 
note about the practical worth of much data [3]:
 

There has been an overkill in data collection.
 
...Much of the material remains unprocessed, or
 
if processed, unanalysed, or if analysed, not
 
written up, or if written up, not read, or if
 
read, not remembered, or if remembered, not
 
used or acted upon. Only a minuscule propor
tion, if any, of the findings affect policy and
 
they are usually a few simple totals. These 

totals have ofcen been identified early on 

through physical counting of questionnaires or 

coding sheets and communicated verbally, inde-

pendently of the main data processing. 


Precoding possible responses into as few categories 

as possible (but leaving the option for "open-ended" 

responses) and using clerical staff tD tabulate the 

results are an approach likely to satisfy the imme
diate requirements of most project designers and
 
analysts. The same data sets used in the design 

stage can, of course, be entered onto appropriate
 
computers as the first entries in what may become a 

growing database on a project if it is approved and 

funded. Normally, however, this will not be a major 

priority unless data used in design have also been 

deliberately collected as part of a systematic base-

line survey of the project's target group. 


NOTES 


1. Robert Chambers stresses that many of the "pro-

fessionally respectable" methods of ruro" research 

are all-too-often inefficient and calls tor 

"approaches which are open to the unexpected, and 

able to see into, and out from, the predicament of 

the rural poor themselves" (Robert Chambers, Rural 

Develonrt Puttinq the Last First (London,

Longman, 1983), p.74). ly his chapter

3. 


2. Donald War-wick and Charles Lini:j~c, The Sample
Survey: Theory and Practice (New York, McGraw-Hill, 

1975), pp.82,92. 
3. Chambers, 1983, P.53. 


CHAPTER 9
 

IMPLEMENTATION, MONITORING AND EVALUATION
 

The first half of this chapter outlines some of the
 
principal themes related to the process and methodo
logy of implementation as they specifically apply to
 
agribusiness and rural enterprise projects. The
 
treatment given the subject here will of necessity
 
be less complete than would be possible in a manual
 
dealing only with implementation. The second half
 
of the chapter goes on to discuss the evaluation of
 
agribusiness and rural enterprise projects.
 

BASIC CONCEPTS
 

Implementation is defined here as the period in
 
a project's life, after design ir completed, when
 
planned activities are carried out. ft is the
 
direct action phase. While volumes have been
 
written on methods of project design and evaluation,
 
comparatively little has been written on methods for
 
improving implementation. The analysis of implemen
tation has been called the "missing chapter in con
ventional analysis" [1] and, despite the existence
 
of copious documentation, there can be little doubt
 

that implementation remains the stage most ignored
 
by analysts.
 

This chapter distinguishes between two types of
 
activities which take place during the implementa
tion phase of a project. The first of these is
 
termed implementation and the second monitoring.
 
Implementation is taken to be the project activity
 
itself, the undertaking of project tasks; while
 
monitoring is defined as information-gathering and
 

reporting which provide those who monitor and manage

projects with the knowledge about progress necessary
 

to allow them to improve the process of implementa
tion.
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DESIGN CHOICES AFFECTING PROJECT IMPLEMENTATION
 
Most agribusiness and rural enterpr'ise projects
 

involve the provision of some financial, technical Problems du!ring implementation can be antici
or physicAl input to articipating enterprises. pated throug. adequate project design work. Various
 
Critical to this process is the entrepreneur's design choices will have fundamental impacts on the 
taking business ricks, integrating project-supplied nature of the implementation process, and the major 
inputs into his buciness ar-a seeking increased design options and issues with critical implications 
income and welfare as a result. Even research and for implementation are discussed in this section. 
infrastructural projects fit this ;xttern, although 
in a less direct way than credit or technical assis
tance projects. Viewed in chis lijht, implewenta- Imolem entation Problems: Prevention or Cure 
tion might 5e redefinedas the process of getting
 

project resources (advice, cic ita . goods) t- ris - If the analytical process outlined in Chapter 6
 
taking entreprer:eurs, is followed before projects are approved, many of
 

Since risk-takin rntrCpreneurs are at :he the problems which later surface during implemen
heart of most pi-,jccts, ;t may be fairly said that tation will be prevented. An analysis of institu
most of these pojec ,,lve a "private uctor tional feasibility conducted during the design phase 
approach" ihis is not - suggest that public enti- should suggest areas where implementation bottle
ties are not cents-,I to t e proiects. Public necks are likely to arise and where increased staff, 
developmient banks and research dn- sechnical assis- staff training or added resources and assistance 
tance agencies -' s vital role, but th,: iost will be required to prevent subsequent crises. 
important link is t-he private entreprenevr. The There is great benefit in early identification of 
private sector, represented by businesses o-f many problems; in many cases the sheer momentum of a 
differnt scales, is the final part of the implemen- large project prevents the solving of problems which 
tation system in most projects; and it is imprortant were not identified early enough. Changes made in 
to approach imple-nnt-ition with a view to making the design phase are relatively painless, while 
certain that ; complements rather than undeimines modifications made later are costly, it indeed they 
existing financial st-uctures ar ysrois are possible. One way to get a project design which 
resource distribu iu;. can be imnlemented is to include the people who will 

Beyond the jimeciate concerns )f those involved have to implement the project in the teaa respon
eJ ible for elaborating its design. Those who are 

iss,,es relating to whethe- the p,)ject, as designed, facd with the responsibility of actually under
acnieved its itcM- cbjective nd whether- it is taying activities are often more serious abc'.. 
worthwhile rep ic:ti>g the d 3igr s.isewnere, Tlie making certain tihe design is institutio:,itly 
most :-mmediate purpose of eiauation therefore is to feasible. 
det- , ine the eftEiven ss of a particular project. Institutional feasibility relates not only to 

The evaludti:) - u be planned around a the entities involved In providing resources or
 
logical framework (<'al led a iogf: ne by some id technical assistance to enterprises but also to the
 
agencics), which stt the projecrt's ov;erall objec- institutional and organisational feasibility of 
tire and r:elates ta' t r ?ndicatrs of the achieve- project activities within enterprises. Enterprises 
rant of sub-goals andI perf':rmance of activities. j varyv widely in the early stages of their development 

IePrators ,, 'io u. t, .ar project I and in the ability of their management absorb andi to 
perfo)rmancs cln, t,1,... ,e 1 structure for the benefit from project interventions, and care must be 

that proposed roject activities fitevaluation effort, since in a sen:e the logical taken to assure 

framework may be vite,wed as a plan 'or evaluation at the develoent stage of the eterprises to be
 

be under-, assisted.
a general level. Evaluation exercises may 

taken during the courso of a projIct to provide In addition to nsttutional feasibility and
 

project managers bith inforeation on its implications for implementation, there is
mid-course the 
project perfmance, but they are more commonly important issue of the demand for project services 
conducted a:: ixposit exercises, omrticularly for and resources. If there i. no v.able market for theprojects of short *4urmtion.
 

poutput of enterprises, there are likely to be major
 

18., 16.5 



Tmplementation, Monitoring and Evaluation 


problems of implementation. r/'here are also likely 
w be proilems if there is inadequate demand for 

project services by ajribusines- and rural enter-
prises of thte right numbers an, types. 

A few extra weeks of careful analysis of insti-
tutional feasibility, and of the demand for project-
supplied services and rkus(urces, at the design stagecan prevent months of struggle with bottlenecks 

later during implementation, 


An Experimental Ap-roach to Implementation 

More than three decades of experience with 

inadequately evaluated development assistance 

projects has left - legacy of uncertainty about 

which technical assistance and direct investment
 
approaches work. In this setting, it is not easy to
 
derign projects aroUnd tested principles, yet the 

project review process demands a decisive and
 
definite tone in proposal documents. Project 

designers feel compelled to claim to know Lhe right 

way even if they are uncertain. While there is in 

reality mich that is experimental in almost all 

agribusiness and rural enterprise projects, desiin 

teams rarely express the experimental niture of
proposed activities, and more importantly, almost 
never design the implementd LionlPou is a 
conscious experiment. 

At a variety of d2cision points in the design 

process, analysts will face several different 

options, none of which is clearly superior. Irstead 

of establishing- the project as a format for finding 

out which of the options works best, most design 

teams select one witni very little rational reason to

explain the choice. Experimental implementation 

need not be elaborate, Experiments can be as simple 

as varying the ratio of 
rural credit officers to 

vehicles from one to three in different areas to see 

if the added investment really results in sufficient 

added lending activity to justify it. Experiments 

are not without their problems however, and design 

and budgets need to be fl!Yible to adjust to the 

results of even simple exper ments. But even 
with 

the added difficulties which may be associated with 

experimental approaches, they have significant 

potential to assist learning from the experience of 

implementation. 


Aaribusiness and ru:l enrerprise projects 

operate in r1skv environments and must somehow build 

in adjustment mechanisms to accommodate to their
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realities. Risk is an explicit part of private
 
sectur lending, and allowance for risk is an inte
gral part of every private sector financial and
 
business institution and organisation. Public
 
sector programmes are unable to deal with risk in a
 
flexible and agile fashion. Business risks make 

every investment or technical intervention in
support of small-scale enterprises an experiment,

and explicit provisions should be made for mecha
nisms which deal with isolated business 
failure
without casting a cloud 1'-c the entire project.
 
Being able 
to cut losses d redirect investments
 

easily is a central part of the flexibility inherent
 
in privaLe sector acti-,nies and one which
 
government- and donor-igency-funded projects would
 
do well to imitate.
 

Plexibility in Project Design
 

An important choice which will affect the
 
implementation process is that of the level of
 

1 deta~l in the design. A very highly detailed design
leaves little flexibility to make mid-course adjust
merts based on changed circumstances and mistaken
 

i perceptions on the part of project designers. An

overly tlexible design, on the othar hand, leaves
 
too much to be decided during implementation and may
 
be the same as issuing a blank cheque to the
 
implementing entity or recipient of the project's
 
resources. It is important that a middle ground be
 
found which leaves the necessary flexibility in the
 
hands of the implementing bodies yet assures the
 
funding body that th- project will not drift from
 
its original inlent.
 

A useful ,echanism for finding the appropriate
 
middle around is to be absolutely clear about the
 
objectives of the project and The principal means
 
which are to be used to achieve them. Beyond that
 
core, which would not be amendable or subject to
 
review, there could be specific mechanicms for
 
review and revision built into the design to allow
 
all parties to participate in deciding mid-course
 
adjustments to important elements of the project.
 
All those other areas of decision-making which can
 
legitimately be left to the unilateral judgment of
 
the implementing agency without affecting the intent
 
or principal means of the project should be relieved
 
of the necessity for complicated and cumbersome
 
approval procedures.
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The Project__Implementation Cale-.'Iar 


Project desijri iala ves e-tablishing a chrono-
logy of project activities and ,;timating completion 
targets. rhese targets ofter -,,:).se a structure for 
implementation wh! l is unrea :-.ic, and it is very 
common to encounter 'elays in -'I;ementation. 

Settin. an ambtiious cal,-- ',ar for project 
achievements -lay b!.used as ar uxplicit mechanism to 

encourage hard -or, ?nd to place a certair. amount of 


personnel concerned with
 pressure of

constructive 

implementation. The difficult' with this approach 

is its potential for creatini, 7ust the opposite 

effect--if funA d<3nu-s'enents ind reviews and docu-
mentation are Kuved to the s calendar, problems 

may be causeO' o implementation by unrailistic 
targets. Ti-- pressure nay -e ubeful, but it can 
also cause in-fficient allocation of resources; that 
is, both time _vn money may be unwisely spent to 
meet artificial deadlines. A reasonable solution is 
to set tarjets but at the same time create a mecha-
nism for revising the calendar. Tlis will allow 
monitors -'"anag the tire-press;ure factor and 
prevent L, fr,r oming counteroroduct.ve. It is 
important: that c-cern about disbursement rates on 
the part of -,,ndinr- agencies not dominate the design 
and implementation process. Multi-year funding can 
be a useful mechriism for reducing pressure on the 
implemenLation calendar and allowing for adequate 

staging and fle.-ibility during implementation. 


Planning of Disbursem .. s 

Choices ab,. - tih-: procedures required for
 
release of funds a,! Lproject resources can have a
 

significant impact on implementation. As in the 

areas already discussed, there is a tension between 
emphasising flexibility and ensuring that project 

objectives for appropriate shares of financial par-
ticipation by both government and the funding body 
are met. Elaborate arrdngemnts for the disburse-
ment of counterpart funds may ensure the pdrticipa-
tion of local agencies but also place burdens on 
implementation. A balance must be arrived at which 
includes enouQ'. comple<ity to distribute risk, 
assure participat ion and commitment. and protect the 
integrity of project funds. At the same time, 
however, procedures must allow sufficient speed in 
operation so that funds are available when badly 
needed. Project designers s"ould always ask them-
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selves how Long it will take to process the counter
part and disbursement arrangements required. If the
 

period is unreasonable, ways must be found to
 
simplify procedures.
 

INSTITUTIONAL MECHANISMS
 

Deliver_Channels for Access to Agribus Lness
 
and Rural Enterprises
 

If the number cf enterprises is small, rela
tively little work will be needed to build and
 
refine access channels. If the project involves
 
large numbers of small-scale rural enterprises,
 
delivery systems for services and resources will be
 
a major concern during implementation. In most
 
cases there are optional public and private channels
 
for the delivery of services and resources. For
 
example, in the case of credit, there are public
 
development banks, and in the private sector there
 
ate commercial banks, moneylenders, suppliers'
 
credits, and so on. Care should be taken to explore
 
all options. Where viable private channels are
 
available, there are significant advantages in uti

lising and improving them. In many cases, however,
 
public channels are the only viable option.
 

Each case is individual and the channels for 
outreach to enterprises must be determined on a 
case-by-case basis. It is important that the 
channels be well outlined and, if possible, an
 
analsis should show evidence of their capacity for
 

the type of outreach implied by the project's objec
tives.
 

Private and Public Intermediaries
 

Many systems and mechanisms can be found
 
for extracting maximum benefit from joint public and 
private sector participation. It is up to each
 
project manager together with government and the
 

funding agencies to decide which mechanisms, or
 
combinations thereof, are most appropriate. The
 
ultimate choice will depend on the sophistication of 
the infrastructural system in the country and the 
capacity of the private and public sectors. Before 
private sector mechanisms can function so as to 
achieve the desired benefits, government must take 
steps to ensure that the implementation process can 
proceed. This is done, as noted in previous 
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chapters, by having governm,_nt p-o!icies give pri- -itorts may be needed to create "integrated lending 
oritv to reorienti ng and sy!,;hronising private and packages" for agribusinesses and rural enterprises 

public activities in support -f a rmcultural and to combine credit, technical assistance, design and 

small-scale enterpr ise deel .	 marketing advice and managerial training. Appraisal 
Where public or priv: pr,r ;rmmes exist, 	 ai.d lending procedures may have to be liberalised 

advantage should be taken 'f th,- Programmes such and should be based on the merits of proposals 
as those conducted by the tnvn'-r; ty of the Philip- rather than an credit ratings of borrowers. 
pines Institute of SmalI Scale Industries (which Active cooperation between large and small 
assists entreoreneurs in ,rpariT., formulating and enterprises is another method of linking agribusi

analysing the teasibility of nrop;sals and poresen- nesses, agroindustries and agroservices in the 

ting them for government and com'- -ccial funding) process of expanding participation in agricultural 
have led tz; the t in,ing ot . significant number ot and rural development. Larger firms can usefully 
projects. GovernIent subsidy r incentive contribute inputs and assistance to small-scale 

programme: .int encourac' urban 2nterrises with ar. rural enterprises through technical assistance in 
agribusines $ s to cosider rral market towns organisir: and supervising proauction processes, 
and villages a,; 70,erneative ications Le-o larg er 	 control] :g the quality of products and providing 

cities. [21 managerial training to satellite industries. 
mpr,)vme ts- -, project n andi ;. planning Expansion of export potential for the products 

of production and mrrketir' to briefit entrepreneurs 	 of agribuninesses and rural enterprises will be 
can 	 be made tirouuh goverri;icnt tdinirig and exten- important in some countries and could alleviate 
sion 	assistance- n most -'--3loping countries, problems related to inadequate domestic demand and 

agribusiness firns tend t) Iave-- n)ralised 	 low levels of production. One way to tap the neces

management structure, and t e' iis a scarcity of 	 sary expertise and training is through organisations 
trained managerial ,ersonnel. implementation proce-	 that specialise in this area. One such is the World 

dures should assure that a move away from centrali-	 Trade Institute, which promotes export expansion in 
sation to the rural .reas is accnpanien ,y initial 	 developing countries through training, workshops, 
management train~ng programmes and subsequent 	 market studies, design of production processes and 
follow-up. For _xample, industri-l extension 	 identification of export opportunities. Another 

services in India, 7apan and Korea provide prospec-	 organis ttion which performs essentially the same 
tive 	entreprenu-r and owners of small-scale rural services is the UNCTAD-Gatt International Trade 

enterprises wit:. -diicE a-" production options, plant 	 Centre. 
.
" 
layout and mahhine stallation and operation. 	 Another approach is linking private interme-


Demonstratio ns of efficient technical processes are 	 diary bodies to frod and fibre delivery systems in 

conducted by :xtenson service entres in India, 	 the project countr:. Examples include both non
reaching rural areas with small mobile workshops. 	 profit and profit organisations, multinationals and
 
[3] 	 other firms. A number of intermediate organisations 

Limited knowieige of accounting and iinancial have created some promising new initiatives to 

analysis and of banking and credit procedures, as 	 utilise the skills and resources of large corpora
well 	as the complexity of requirements imposed by tions in the developInent of food systems. In
 
lending institutions, make it difficult for small-	 essence these organisations serve to link corpora
scale rural enterprises to obtain credit. N:ew 	 tions to the local political and social environment
 
mechanisms must be found to counteract these factors 	 and to the needs and aspirations of the country in
 
if implementation is to proceed by bringing more 	 which they operate. The new processes they have
 

enterprises into production. Both entrepreneurs and 	 developed use local. labour, capital and natural
 
credit personnel need to be trained in accounting, 	 resources, plus modest outside capital, to create
 
financial analysis, borrowing procedures and loan 	 viable enterprises which would not otherwise emerge.
 

negotiation. Mechanisms must be decentralised so 	 Their projects all emphasise the transfer of techno

that 	institutions end personnel are located in the logical and management skills to nationals in the
 
same 	rural areas a,- the enterprises themselves, project country. Most, although not all, manage to
 

It is not enough t,, !.ssume that the proper operate on relatively modest budgets.
 
mechanisms will fall nato-_1.41y into place. Special Sources of expertise frequently overlooked
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luring imp1 
are local 

i. t ion , t , Loternaily func,. projectsin 'tt, i )ns. : !n1ipr)jects, a determi-nation )u .. 
 jir r.1 r)c apacity to 
overcome 
 [l ),It,r Lt I .r~ldeve lo-
pme nt.
contractrin I, <, -- -I I Ire 1.1ring or,s s ,." lpment and 
commerciai
ducti, bk 

*., 
rei, 'i , mnark',tinj and pro-. ri s of ilIltinational 


firms, indigc, rrr, ,t 
 firms And local
universit, 
 a i .chn: 
 1 c' es. : of these
are pot-ent ' ,uanr s , i, ia technical 


personnel I 

1 a of 

u Iis in botri the design
and imfl'~em,'tic [)i ,9. 


PROJECT AN1'i'M9N 


In s 
 the analytical skills 

needed ir. tht 
 . ::1: , project, the implementati-n sta, 
 -. .1 , e managerial skills.Project manaJ 
whi c h in t ern i -. I mny challenges, some ofr , . b ' .': )poi.. . -ncre saare not

inherently e''jn.. 
 . ]isnf'
Management 

can be a pr )lem , Par' 
 fact that, for 
many projects, 
 !'jr' -. .jjomu is not suffi-cientl t 
 t, handle all aspects

,f corplx p;,, r, 
 s. 


A c.m," tnt. rTrj r 'I Cough mch of therecent literat 1v . policy relates tothe extent of i, " ' ia ion". As it relates 
t., agrbi riss, 
 rise projects, par-
ticipati evolveent 
 of benefi-

caries 
',r,'. "efiting families) in
tie mnau<j i 
 ,i reject. Since many

stud i,; [)rt , 
 ta f participation in 

determin 1
J nrformanc,sh.'iuld i-, in 

t decisions 
,n trepreneurs and pro-
duc in, f ii : 10,t, extent possible.
As ai t-.i , r - r, i- is easier to involve

participants i, 
 .: thn 'in implementation andadmninistrati,. 
 t ideas off local,

small-scale e,' "rneur T'-
 existing critical
constraint-;an 
 ',ential
s~olutions 
to their
problems is an '-,tgral part ' 'he analysis process

outlined in C. 
 -::-5. C-'in local ideas andperspectives 
 ,i- -ich 
easier process than involving
a 'widely dispersei ond heteroreneous1awgnel" roup of small-

scale entrepreneurs in the day-to-day work ofproject implementation. 
 If only a handful of enter
prises is involved, 
as in the case of projects
 
dealing only with large-scale agroindustrial firms,
the difficulty is lessened and 
intimate involvement
 
of local entrepreneurs in
process the decision-making
is more feasible. Where large 
numbers of

households are 
involved, participatory management
presents 
a range of practical difficulties; yet the
evidence of 
its importance 
is such that project
 
planners should be encouraged to move
"Participation", in this
direction as rapidly asof possible.
course. 
whether orGanised
 
or not, 
results from the activities of implementing
agribusiness 
and rural enterprise projects; because
projects operate directly with the private sector,
 

local individuals must participate.
 

Personnelanagement and 
Training
. .
 -

The most obvious gap in 
all implementation


processes is the availability of capable and moti-
I vated people to act as 
mana.oers. 
 Even a poorly
designed project in 
the hands of effectively trained
and motivated managers has
success. Implementation is a very good chance of
affected by more likely to be
success or failure in attracting compe-


Analysis ofE institutional competence will
tent management than any not
other single factor. sub

stitute for the "analysis" of personnel. The competence of 
the handful of individuals who end up
managing the project, and not 
the general competence
of the organisations involved, will 
probably be the
predominant factor ir.luencing the success of imple
mentation. it is important that 
the dominatino
influence of individual managtrs not 
be overlooked.
 

While the capacity of local managers may be 
an
 
important constraint [5), it is also 
true that
there are 
likely to be many capable people who maybe draiwn to project management if the project offers
sufficient incentives and opportunities for 
initia
tive. 
 While there is no simple solution to this
problem, an 
imp.Jrtant contribution is 
a personnel

management plan integrated 
into the project's

design. it is unfortunate 
that while almost all
analysts of dev~lopment recognise the 
importance of

personnel management, it is rare 
indeed that a
project design devotes much time 
or energy to a plan
for persontnel management and 
incentives. 
 "Person

as a subject is dealt with as one of 
the four
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or five stand.-Ar,' ' !.ocke ,f knw]e Ije taujat in 
management scoo :, yet ir i a lmost alw-'ys ignored 
as a s ject 2. p: ject ies ijn. Thero ;esedorn any 
systemat,- a. . for" erning !at the :.- knowledge
in eacn tield is employed to cmtribut. project 
succe5,.
 

Wher- the -a te manageci and other 
personnel, hiwovor leni, are weak, training
component will be a vital par- )f project design. 
Funding a-1 p'annin j will ,h,. r-equlted t , make this 
c.omponent _-n efficient and -ftective t-I for
improvin: mnientati )n. [6! 

-FormalProje ' ana, "'n S'!s', 

-ne i 
about proje:- a .,e nv been inx-.prated into 
formal ma n ent ,y- ' "I' ,i tao re aimed at 
providinj , V i-'e r'mcatro. d informa-
t-ion. .s r-nt --eltively 

Many or infor-i.:, nts oie, -.. awledge 

1- n 
large sh ir- ,, - r mnontation, 
these tichni1-, ai.: , tvely -,ater 
utility. Pr,-: nay n I i : a- th. *xnli t 
inclusl . i n. f these f rai 3ed systems 
into th,.'ir ', nt- t: ,n plan. H] 

PROJECT %i(),1IT" ,IN, 

Monit, '. j 1 : , he pr ,isic': inf(rma-
tion, and tle use th t inf -anttin, permit 
project !1:,aL.n 1 -':'ess k0mpr .,' of imple-1 .', 
mentatin itti t, -, *y:; , priate dec i )nns at the 
right timne to ;. :,t prolC'[s cv 1 i ues
according , -. m.. 

Monit-rin' lnstit-,i i,,nal !_,vf:e pient 

An im[sp),int l. .. 1r ,3-,9; and 
rural eit wm- mj- n irl-itm t ion-huilding 
focus which a , .i -n, an oein inj insti-
tution, or i s-,, ; ,) ii a i-' ne. Moni-
toring the , i)r t: it - ilding 
objectives s -i >men., , teiffe'the par-
ticular inst i1 t i,i i he.1j)t )tt , that 
genernl guiioli. , oh virt ., Iy useless, 
Speciti. obje't i'',s An t Ir Jos ahiol.' - set, and 
the perform,, 'o towar d thes,- Iret,; IIt be-2 
tracked. 
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Much more can be said about monitoring non
iristitaftion-building objectives of projects. In 
many -ys adequate monitoring implies a flow of 
information which allows for serious assessments of 
Progress. The possibility that such assessments ca 
be based on statistical evidence of project impact

is very glight. The simple realities of field admi
nistration preclude this from happening. What is 
possible is to structure those elements of the 
evaluation design that are practical into a mnni
t )ring system. Two major segments of this moni-I toring System are explored below: first, asystemto track intermediate flows of goods and services
 
and, second, soie modest tracking of final house

hold- and enterprise-level impacts. 

Monitoring_ Intermediate Flows of Goods and Services 
-- - , 

The project's logical framework contains the 
basic structure for fleshing out a monitoring 
design. 9 rojects nare based on the assumption that 
outreach will take place and that it will be appro
priato in nature and quality. These two simple
assumptions which appear in different forms in most 
project logical frameworks provide the basis for a 
sufficiently complex monitoring system to track
 
adequately the intermediate part of project objec
tives.Monitaris_ service outreach. 
 The first element
 

which may require monitoring is the outreach of
 
services. While this task may be simple in concept,
it requir,:!s an information system to be established 
in the implementing entity to record numbers of 
visits to enterprises, numbers of training courses
given with numbers of participants, and numbers ofdemonstrations and attendance. Monthly or at least
 
quarterly progress reports with this standard set of
 

data would he an improvement over what passes formonit)rirlg in mnost projects. 
Monitiring the qualit of service The ulti

mate test of the appropriateness and quality of 
services is their impact on enterprises and the 
incomes of participants. There are, however, other 
tests and data which can be used to monitor quality. 
Spot-checks on quality may be made through regular 
supervisory visits by representatives cf the funding 
body, or by contract personnel in charge of the 
training of extension or outreach agents. If such 
staff are unable to formulate a systemR for judging 
the quality of the final services, it is unlikely
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that they know *=n,; .*it the )roCeSs t) implement 
a useful pIo.]r,-'vne If s)pt-checks;,,s )n) 
technical-as an:-an . v..Kiits, :urne; and demonstra-
tions can be ma l i rin i,,, the results should 
provide i re.h)rkihie 1, a of gradal changes i-
qua~lity of t. serv ices. 


Monitf)ri_____.\IltQ:[ ,i ] in<ts f Au 
usines~t__aieP

business a' 
escontrol 

Traci ; the, i , , al i'paIt projects 

on beneficiars'! 
raises a 
true that the 

f.Fi 
inton-i 

rst, it is probably
"Lstthe level of 

households will nt- '-tr.in the early stages ()f 
implementationA..s-,_), 4 .v' after begin toyn they d,) 
mature, it is !irjeLy inpropriatu t. ,valuate such 
impacts as a 7)art ,f the monitor ing systti, since a 
mid-couroc ev .uati-on is prjW)-I'y already built into 
the project's evplu,-tion elan. "ni- role )f moni-
torinn fin :, imi:ic's Iurinj implementation may be 
seen, howev- as t.vi 'nj a ' ff erent perspective 
on final r.sjitfs thurin - ;ed-c Ita evaluation. 
may, in fact, !h'e '-ry us.cf Il negin gathering data 
on final impact. even bef.:,re tinj would be antici-

pated to interal's,-


Monitrin inal . :' as . methoc ,: 
imronulilt_ ',ces. A useful ,hjective 
of early . n ri n- ten e final in,:-, ts is 
that the very- -).. . i)l'erin- data mtd training
project personn, ' r ut ii su data 

1
ill have an iw-i. .n t gu. ty of the technical 
services. F e i i,-rrural enterprise
projects, te';. r..U . assistance 
provided will .4-;en4 on , '_y of enterprise, the 

,
stage of entrepren.ur" i' levoelonment an many other 
factors. ; Ccerue! ,,.- . technical assistance 
is that . 

, fits poorlythe packa, itervotions 
with tht- ' , f tr t 'r't '-,up. An ,ie,.uately 
designed1 mni-)ri- : s,_-em whi hseeks tt identifyhow techni url whmsneks aidtually
em tre 


changing and ipr vi ng bun ines:',s can b, one of the 
best ways of fine-tnninj tne technical ptckaje. One 
would n,)t exeo-t, c:hnge n operations or in 
household4 irt-o0 :ri'. the first few months of 
implemeti,'. Thet ,periti )r- )f a household-level, 
impact-m,:- tri---.,t ern,howevr, will pr)bably 
have a 1ic-sr on th. q uality perhapssignif o1pat ind 
even the stru,-tur. F t -'- servi,-,es themselves. 
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Methods for monitoring intended final impact
It was noted earlier that impact monitoring is m--uch 
like a mini-project evaluation. This concept ay be 

broadened to the Statement that the basic methods 
outlined for the project evaluation should be used
in the m,nitoring stage. The instruments designed
to measure final impact and project "success" should
be applied in niniature to serve as impact

monitoring tools. If, for example, a survey of a
 
group is contemplated as part of the evalua

tion methodology, the same questionnaires, indica
tors, etc, could be used as monitoring tools but be
 

administered to only a small sample of enterprises.

As the project operates over time, tne moni

toring results will become part of the evaluative
 

design. Not only will the assessm,;!nt of progress
 
toward intended final impacts enhance implementation
 
by signaling changes needed in direction and
 
emphasis, but also this assessment should provide a
 
sound basis for ex post evaluation.
 

EVALUATING AGRIBUSINESS AND RURAL ENTERPR1SE 
PROJECP-

The most immediate purpose of evaluation is to
 
determine the Effectiveness of a particular project,
 
but evaluation also has important implications for
 
improving the design of future projects.
 

Guidi Prject Design from__Project Evaluation
 

Beyond the obvious need to record information 
on performance, there are other potentials in the 
process of evaluation. Designing effective projects 
requires a w variety of,i' information about imple
mentation mechanisms which work in practice. All
 
internatioaial agencies have expended considerable
 
effort to improve their project design work and have
 
encouraged the Governments with which they deal to
do the same. Adiditional analysis is now conducted
 

before making funding decisions to assure that
 
projects have a good chance of making a cost
-ffectiv, contribution. There are, however, many
 
factors which hinder ore-project analysis and render
 
it relatively impotent in practice. This section
 
argues that, for both practical and conceptual
 
reasons, evaluation of previous projects of a
 
similar type usually benefits design work more than

analysis undertaken at the stage of project design.
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Ana'ysis t,) m i, in iF not likely to be 
as useful as eva.:it; , ,r proje:st. because
the projramming tiv q')st aid iSen 
allocate 1_itt le ,esuroeW , to preject 
design. There is ,otter ] >t~e, ndertaking
the necessary i a clitri and analytion l acti-
vities nece:;s-y t ) a] li prict choices to be made 
wisely. Ani, :, id(get a !o ns, the project 
identil icati ,i re,,ow cycle, aril the ever-
present n s to i-t al make the like-
lihood of dies ' , the et-ign and approval 
process nlVly, and perhaps oven imavisable for 
many organisstion;.L and managerial reasons. 

Even though it may ho ,itually impossible to 
improve the ,jesign process sinificantly, evaluation 
is not limited by the same constraints. Evaluation 
is different from design both in terms of time 
pressure and limitations on resources. Most devel-
opment projects probably hav time horizons of only

two to five years, although it is often accepted 

disbursementthat their impactsto materialise.may take at least a year beyond 


disb nth aterialise mostoninnet
Another, and perhaps the most convining, 

reason for empiasising evaluative analysis, even at 
the expense of analysis of design, is that evalua-
tion is carried out in the situation which would be 
ideal for analysing design. Tn designing a project, 
the analyst wishes to determine what will work, to 
estimate the potential impacts of doing one project
rather than another, or doing the project ,one way in 

contrast to nnother. n the design stage, the 
project's poential can he estimated either by the 
educated guesses of experts - by the analysed 
experience of past interventions. Certainly time
will not permit the planner io analyse past inter-
ventions careful!y if that w-rk has not already been 
d3ne; the dz-igner must rely upon a personal best-
gaess, which can harily be regarded as "analysis".

f information t; )eroit effective evaluation is not 
available, the -3;,-,of design must be super-
ficial because tnore r; no analytical background 
upon whcl, t' .,sign'- an build. Moreover, there 
has been :t.an o '-caluations to concentrate 
more on d1 't.ti nj f. 1, trac,:; )f "success" ratherthan to con in- ; ,ob._-tive appraisals oFT 
why success ;:'; hard t - : what went wrong and 
why. Eff.:,c ,( -v , ati,) :d:' jradually build a 
reservoir r 'i tr o:u , o. t de sign and 

' 
impact Qhc 1)'rdje t) - urden f pre-project
analysis a"' r nelp levtate the bureaucratic 
and practic- )5ems wich beset aid prcogrammimg, 
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.vailatic n of Intended Final Lm_acts on Households 
iGrutnu Tg Gro ..... . . 

The 
-

chain of causation. For the purposes of 
evaluation, it is useful to outline a chain of 
events which causes a project intervention to have a 
favourable impact on households in the target group.
While any causal chain involving human ehaviour is 
endlessly complex in reality, simplified versions 
may help to structure a useful analysis. An
 
extremely simple, generalised chain of causaticn for 
agribusiness and rural eterprise projects can be 
constructed by distinguishing changes or impacts
which occur at three different and sequentially
 
related levels:
 

i. 	Institutions--instit,tions make available 
credit or provid technical assistance 

2. onter vises--enterrises outp tr 	 increase 
with the increased credit, or efficiency

with the technical assistance; and
 

3. 	 fouseholds--household members obtain more 
income or enjoy a higher level of

welfare 	as a result of the increased
 
output -! efficiecy.


These are only examples and, it must be emphasised,
 
very simple ones, but the three levels defined can
 
be used 	to tit most, if not all, rural enterprise
 
projects. 

This p)articular conception of a chain of
 
causatio; is useful because it provides a structure
 
f,)r evaljation and fits neatly into the logical

framework, which should be an already functioning
 
part of the project programming cycle and documen
tation. Each of the three levels should include anevaluative compon-ent s) that results can be used to 
draw judgments about the performance of the project 
evaluated and to prc,vide guidance for design in the 
future. 

The im[/ortance of focusing evaluation on 
househ-olds. After a long period of preoccupation 
with examining institutional changes, most aid 
agencies now insist upon at least equal attention 
being devoted to securing evidence that their 
programmes have beneficial effects at the level of
the household. If an evaluation does an acceptable
job of measuring and evaluating impacts at this 
level, it implies that the other levels--institu
tions and enterprises--have also received adequate

attention. It would be conceptually and opera
tionally impossible to determine adequately what the 
final impacts of a project are without making the
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necessary conn"ti ,t s t, i-) ternel ate enterprises 


and institutional 
 t: t)rs. The conversa, however, 
not true.is it :c possible,

instit itional hanger 
indeed easy, to reviewimpacts wiatso, wi thiut '-., r-< ,-Iingver at the level i)f h i;eholds.any

practice, Inaim st .' I evalilationslatter type o' review. They resemnmleexamine (adequatelyinadequately) thisinstitutional per-forn1[ce 
or 

withoutmeasurement any-of what npact s~s i,'tually achievedthe enterprise ataii ly level,
Ant ther re a fo"Cs vlv.the ua tior nhousehold level is th'at know ije as tDturional int-r--,ent:()ns what insti-ceali: cause impr'vemeitsfa'nily '- 1 a inthe missinj ecedesign pMue. Much 

of the project-
is '.;awn and discua3sedduvelopmte.- in the 

-literatur-einstruments a:ar., availabi, tand what to 

them, 


how institutionalus- and adjust 
but thereactually mea;ur. 

s nly -! handfi ofr idies that-he ben.ofits 4' these interventionsat the housh)o1d level.design is an a:ti1'y -As mentionedwith an insatiablabove, projectfor this kind appetite
)tin, hut for bureaucratic,budgetary, organ -itionaI cii )ncentual reas'onsseldom ithas acce- to such infornatinn. 

Evaluatio
income and otht,_- a ste~as fr'-ework.welfar, Fam iyt-to ruralin agribusiness 1).)r engagedanJ oth snall-scale e'nte-prisesnot derive xc-i'vly ctitest do 
s enterpsi aEmployment in )',her activiti such as a tamilyfarm or othe- fanily-owne sses, ma'an important rpesentsour: inome Changes in thefamily enterpri;e t v-,lo-

Systen 'or 
as part )t a large-rthe ; evJ11inleading. may !'ztimesFoar , tia- imly-educed by 

:e nay actually bei -1 1 from the family 

familyrpr ise if
rsnu h Iii icr,,, i{ . en t - ( th- , r1rir om i c rngfrarnother purs_ 


All aa!i our, 
 an e 
attempt to 

i 1 'rpris prrjects 

to increase 1:: ;3;: n an enterprise
th.s i m it ':. rs and /r
workers. 
 Whi 1 the -. 'lte- r1 , 1Y*.y operatesmall sc on a1- they a ' nevtrh[.ss c anpIicatednesses. Ar i" . busi-

')r chanpe in ria part ofthe bus iness . aug.;' :nothe-r.important, thier 
, 

fi h n 
It is 

' s., i .-V; a 
systemic pr enocenon.credit .Ir _l-:1all funqi-,' li ti s andt-7. . v-I)f Ih,prise. It enter-r t-
the projecf ide-nt ify whetherT. 'i,)n h ,i  'ecr .o-pll, an ]complet or i!c"I t is -.1,; t) identify 
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if the expected, or other, unexpected, changes have 

occurred in he enterprise system. 

Instiuonal ardP I 

In additinn 
to evaluating the 
impact Dfproject theon the 2nterprise, evaluation is needed of 
the inistitutionalprises. process by which project inputs orMuchinterventions less quantitativeare Provided to theprecision entertargetat the institutional is neededlevel, but compenzatinginc:eases are requi red in tie organisaciotication sophisthe evaluative design 

hl 
levels 

of and much higher-)F I)cal awareness are necessary in the per
sonnel condu-tinj the institutional evaluation. 

DATA FOR EV '-xFiON 

The importance of project-specificbe overemphasised. data cannotAlmost all evaluations proceedwithout data bearing directly on enterprises or
households in the project area. Collecting data 
from householdsand painstaking and enterprises is aprocess; long, difficultas long as evaluationsaccepted which avoid arethis elffrt, there are fewincentives to undertake it; indeed,reveal that many documentsevaluat,)rs saw their role as one ofinterviewinj various officials to glean theiropir, ions ,as ti) what happened. Such collections"official" ofimpressions and opinions, linked toinsightful observations at 

about the institutional process, have in some quarters come towidely accepted beas adequate project evaluations. 
There are exceptins, ofto note course, andthat they are it is importantmore distinguished bygath,_rud thin he datahv the methods usedThe to analyse them.gathering f 5asic data, not its interpretation,is the hardest ptrt of carrying outevaiua t i.n. an adequateMire effort needs to be made to developreliabl.- 2Lta-jathering methods than to refine statistifa techniiues tor analysis.

gatierij If the dataf fort is poorly stru,-tured and inadequatel, cent r)lled, no anount of sophisticatedanalysis will be able to s;alvage meaningful results. 
[91 

A necessary but not sufficient conditiongood ev. !ation ais an appropriately designed 
for 

carefully managed system of 
and 

gathering primary dataat the level of the enterprise. While many other 200 
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elements are al~r needed, theabsence or incorrect 

application of ;' ione wili -in the 
attempt to 

conduct a sound evaluation. 


_parisons, 


Using Comparson to Assss Impact and Causation 

The most basic method to determine whetherobjectives have been achieved is by usiNg compari-
sons as both an analytical and a data-gathering

method. The data themselves must be gathered in

such a way as to permit valid comparisons. The task 
can be defined as gathering comparable data and 

comparing 
the right things at the right times. The

analytical method outlined 
in the section following

this will add very little to the comparisons which 

could be made using raw 
data if gathered correctly. 


Compay-nons function better at the 
level of
enterprises anO :useholds than at that of institu-
tions simply because large numbers of the smaller 

units will 
probably be excluded from participation.
There are two reasons why observing larger numbers 
of units (househds or enterprises) makes resultsof any analysis nre believable. The first reason 

is simple logic. 
 The more c.ses that fit the rule
or the findinc. The more secure one 
feels in the
finding itself The statistical corollary to this 

intuitive judgment states 
that results obtained 

from sampleE wth 
less than certain numbers of ob-

servations ack 
 eliability when generalised or 

extended t- covez
the whole population from which 

the sample io drawn. 


There are nica ly two types of omparisons

which can be uso io p-ovide conclusions on impacts

for evaluative purposes. 
 The first is comparisons

of participatinq households, enterprises or 
institu-

tions in "beforo-and-after" fashion. 
 The second is
comparisons between participnts and nonparticipants

with similar characteristics. In the first type

(comparisons over time) are
we attempting to see if

the project has changed the articular entity from 

what is was before, with the implication (liter to 

be examined) that the difference is "caused" by the 

project. This -ype of comparison of che same house-
nolds, enterpries or institutions over time is
called a l-ngitiina] aomparison.

in the , ther case, where participating enter-
pri.,es are -..
 red wi: , cimilar nonparticipatingenterprise., we wish to i)serve differences, which 
by implicat:i ire "caused" by the project, since 
they are Th. *y differences between the two groups 
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of enterprises. A comparison made at same time
the 

between two different groups of households, or
enterprises, is termed a cross--sectional comparison,
In both longitudinal and cross-sectional comanalysts are to
trying isolate influences
 
due to the project from the endless oter influenceE
 
which 
can change households or enterprises in order
 

identify changes which can reasonably be assotocated with the project's actiities in a causal 
way. Since no one believes in causation by a single

factor, the project evaluator is not looking for the
 
true "cause" in the strict sense of the word.
 
instead evaluation analyses impact associated with
 
the project, changes related to the project and
 
changes strongly influenced by the project.


The process f isolating project-specific

influences from others 
is an imperfect one, but it
 
is inescapable if choices 
in project design are to
be eilightened by experience. The discussion which
follows outlines the logic and explains the proce
dure by which various types of comparisons may be

used to draw conclusions or inferences about 
impact.
 

1. Longitudinal Comparisons of 
Enterprises
 

The design of a longitudinal comparison for
evaluating the 
impact of a project on rural enter
prises or households often begins with what is
 
called baseline information on the participating

enterprises-o-r households. 
 Let us simplify the
 
impact which is to be measured in order to explore

the data-gathering technique. Assume that we wish
 
to measure the impact of the 
intervention on the

volume of production in participating rural 
enter
prises. To 
assess what the project has done to
 
production levels, 
we would take the requisite

numbers of 
randomly selected enterprises. (See
Chapter 8 for discussion of sampling and surveying.)

We would then go to each enterprise before its entry

into the project and obtain from the 
proprietor the
 
amount of production over the past year. 
Then, each
 
year after the project begins, we would return to
 
the ai--me
group of 
firms and obtain the same informa
tion for the ensuing years.


If we find that production has increased by 40
 
per cent ,ach year, we might say the 
project has
been successful. There are, however, other factors 
in the environment of the enterprise which influencelevels of production and which have nothing 
to do
 
with project interventions. Credit may have become
 
scarce and more costly for firms outside the
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project, or 
prices may have made production more 

profitable and hence more 
attrictive. 
 The weakness 

of longitudinal c:nparisons 
is that exogenous

changes may invalidate or 
distort the association 

between the observed change and the activity

intended to promote change. 
 Longitudinal compari-

sons 
control the enterprises by insisting that the 

same ones be observod oven time. We still deal with
the same enterprises but fail to control the changes 

in the environment in which 
they operate. 


2. Cross-sectional Comoporisons of 
Enterprises 


Cross-sectional cowparisons between participa-

ting and similar, but nonparticipating, enterprises

present almost a mirror image of 
the strengths and

weaknesses of 
longitudinal comparisons. In a cross-

sectional comparison, we select 
a group of enter-

prises about to participate in the project and match

these enterprises with similar enterprises which are 

not going to participate. This group 3f 
nonpartici-

pating enterp.ises is commonly, although somewhat 

erroneously, called a controlgrou;
 [10] No com-
-
parisons are made oetween the two groups until after

the project has been implemented because they are by

definition and by selection similar before the

project begins. The comparison after implementation

is between participating and nonparticipating enter-

prises. The idea of the cross-sectional comparison

is that the only difference between the 
two groups

is participati on In the project, and tnerefore any
significant differ.nces tha" enmerge during the 
course of implementation can r.oasonably attri-be 

buted to participation in the 'project.


Since crass-sactional comparisons are made

simultaneously, 
there is;no atortion from changes
in the envirnonent over ti., Fluctuations in 
demad, chanj.s in pricol ann all the other external

factors in luencin: ente-prise. These factors 

remain constant for both pal ti ipating and nonparti-

cipating groups because the 
comparison is made at
the same time. 

The a:rsence of external distorting influences 
is the main strength of cross-sectional comparisons,
in contrast to longitudinal comparisons, where itthe main weakness. The principal weakness of 

is 
cross-


sectional comparisons; however, 
in that they admit

distortion based on 
uncontrollabtt 
 differences

within enterpriseq between participating and nonpar-

ticipating Oroups. It is impossible to match parti-

cipating and nonpn-iicipting O'oqLrms so well that
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the only iff rence between them is participation in
 
the pr ,]>w. It iq always possible therefore that
 
an ofsr d. ,"nc ine eso indicator, such as1ev Id f 'I a twoen the project group and
the "-cat 
 iq dii"Awe not to participation but 
to some it1 !'it rnc in the firms which is
 
not r.'1 i0 
 it.
 

3. C ,ti in 
 nd Cross-sectional
 
C OpIrl,
 

'Inc ;t njta s in I -eiknessasof the two compa
rative meth di ice ni rr images of each other.
Longitudinil )mparisons hold internal character
istics of enterpri-; n, by using the same
c-nstant 
firm :tsasanittof os,'rv.tion before and after, but
influences outsid, th, project may change over time
and di'stort the findings. Cross-sectioal compari
sons try to hol, nutside influences constant by
taking measiremQcs simultaneously in project and 
nonprojct groups, but internal differences between
 
the two groups, however much we may attempt to
 
adjust for them, nay distort the results.
 

An obvious solution to the relative strengths

and weakno;nses of 
the two methods is to combine
 
them. This can be accomplished by taking before
and-after data from participating firms and a group

of nonparti-ipating 
firms. In this combTid
approach, the asic comparion is longitudinal-
examining the before-and-after state of participa
ting enterprises--but changes in the environnent 
over time are "controlled" by following 
a second
 
group--orevious:1 matched, nonparticipating enter
prises. Changes observed in the participating group

can then be scaled, or "deflated", by changes which
 
are occurring naturally in the nonparticipating
 
group. For exanple, if it were observed that output

increased by 80 per 
cent 7ompared qith the level

before the project began, this increase would be

reduced by the 
increase in production which occurred 
for the nonproject group of enterprises. Thus, if
production for nonparticipating fi had-,ns increased
 
by 35 par cent, the increase which night reasonably

be associatd with the project would 
be 80 - 35 = 45 
per cent. 

This type of combined cross-sectional and

longitudinal comparison is considerably more
 
involved than either of 
the others, since it

involves 
tle more costly and time-consuming elements
 
of both.
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4. Comparisons Based )n Rar,,! )f Sam:ales 
Impact-sectional .-in a .... asingrando snamples at Simple cross-fir.s ind analyticalgroupings and statistif-al t-,hni1.-uts. Becajtse oftheir complexity, thuse mothseparate o.-anual 

Vi wosuld rO-cuLce at) treat th,. sati: f1 oriy;be yet itmay useful t leua to makepossitility. planners aware of the 

There 1--- '4-r appm--)ache..
istics of orniy 

The fir t involves ran sam':)]e Participants or of allenterprises 
group 

i -1,1 regji )n. o)r example,of part icinalts a random- ijht 5e surveyui. If theinterventio)n is, tchnial assistance,prises might these enter-
Survey: t 

e a in three groups after the_s rec ivi ] min~imal technicalassitance (perha2 = nar 5 
1_h 3 visits), those receivingmoderate a!noints r)' i-,;istance (3 t- 8 visits),

those receiving irten- Ve atteit io, 
and 

visits). fmore than 8If thosinput perform wittho same -is iSbstantiaithiose with amountal,;)st none,)f itcreates a p esun'ptionlittle impact. tiat th,To strngthet. theinterventionconclusion,will probably hastherebe s ,n -2rterprise- ;ampied which 
had 

intended to participate hut fr soi, reasonget assistance, did notand these might 5e ised after tne 

fact for comparatLve Purposes. If
were significantly their performance

poorerreceived project- inputs, than that of thosethe inference whowould be thatthe project had iWith some significantreflection, oenet can icial-, that impact.method is attenoting 
5etn this

do, wh Is precisioncare, what the lang-i-u. 
t 

131, d 
and 

cr ss-ectionalcompaisonare desgn,! 
: .
The other app 1,-a - tcorrelat ion c ,"ession andtechni, ues, and r -f - ya combinationof the two, to identify thr . s which car-relate highly. The ariment i3 -hat a high degreeof correlation implies a caue[I-el lionship;
however, if the dircti-ndetermined of ty Is to be! 1eare very ca.u[ n 7 t s . echriitus 

' n of , lean.ilyticiljuirementsmodels a n ] i n s i g h t t ,h - t -, - j.,the natUrH f I u.I 
- be in . ed a n d 


the priject. IL Imhips in
f, < ,-<ampI,,,, 1:ica) aand tancein-easotha pen t ,e .highly crre--e, are
i th tenen-y i:5 "that .y aor -us uae

inj " thcr.cause '>ich ch0Y Cs 4 tJU, f1r-exampole, it e h 
ar. F: 

a gh-r 'I ' _ r .)se 
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increased technicalversa; assistanceit may be that techriial rather than viceassistancetend to visit aggressive personneland progressive firms.The major problems with this type of analysisare that 
it may take an extended period of time,
requires access 

Irelatively to computer facilities and demands a
higl. level of statistical and analyticaltraining on 
the part of the personnel using 
it.
More fundamentally, those conducting this type of
realms of academicanalysis tend researchto allow towithit drift veryoff into thecation limitedto either project design or appliimplementation.
It should be notedcross-sectional that in both longitudinal andcomparisons the basic ideas aresimple and, except for the techniques usedcollection in dataand skills in data-processingspecialised analytical training is 

no 
required to administer the process or 
extract commonsense conclur sions from the results.
 

ANALYTICAL 
 METHODS FOR EVALUATIVE COMPARISONS 

This subject requires a manual of its ownis beto treated thoroughly, if it
and the discussiononly attempts here 

to raise 
to outline a few simple approachessome the andof issues encountered in analysis. 

ictComparisonof Avraes 

The simplest method for making comparisons is
to measure the average of some important indicator,such as 
the level of output, both before and after
the project (for a 
longitudinal comparison) or
participating for
and nonparticipating
cross-sectional groups (forcom2arison) For example,9.1, production per hectare 

in Table 
is compared betweenticipating and parnonparticipating 
groups of smallscale fareers. 

Emat.Lthe Reliability_ofComparisons
 
. . . . . . .
 . . . . . . . . . . . . .. -o
 

_roup Thein olh Cross-sectional rland longitudinalcomparisons have been discussed above. Tothese minimiseproblens, the two methods can be combinedgroups matched andwith utmost care. There is accepnotable way to estimate quantitatively the possibledistortion- from a lack of care in matching or of 



Implementation, Monitoring and 
Evaluation 


Table 9 .1.--Average Value of Production of a Sample

of Participating and 
Nonparticipating 


Small-scale Farms 

r-size ....-Value of -output r Level 


hectare of arable land 
 of 

Partii- -_ onp~arti- signi-
pants cipants ficance 


__a) (S$)
(Ha. <i t
1,221 (US$) 
 3superiority

0 to (1 1,221 446 


t6 

3.80


1 to <5 401 384 
 0.70

5 to 10 303 296 
 0.08 


Survey qualitycontrol and 
reliability. The
largest sources of error in most analytical work

relate to difficulties of a practical nature in the 

survey work, or nonsampling errors. These diffi-
culties (discussed at length in 
Chapter 8) relate to 

quality control of interviewers, coding, training,
supervision and designing satisfactor 
survey

instruments, or questionnaires, for otaining infor-
mation at 
the level of the enterprise. 


Statistical reliability and samplinq 
error,

The third type of reliability 
is called statistical

reliability and refers the
to reliability of working

with results from a sample rather than the whole

popc'ation of enterorises. 
 Assume, for example,

that Ln, results in Table 9.1 come from 
a sample of
1,600 smal, arms 
twith equal numbers of participa-

ting and nonpaLZi7-ating farms). 
 If some 6,000

farms participated in the nrnject, the 800 
represent
a sample from the "universe" .: 
 it is pos-

sible to estimate statistically what 
the probability

is that the comparisons based 
on the sample are the 
same as a similar comparison based 
on a suLcvey of

all 6,000. This 
test is known as the t test; if the
value of 
t (an algebrav: computation the method for
which can be foun,-
 n any elementary statistics 

book) is high, -n:n
it o that there is a very high

probability that 
tls., -mple results are "reliable",

meaning that they d not be 
significantly dif-

ferent if hadwe surv 'ed all of the participatingfirms and not just a S mpie.

The t-test d,-)ends not on the absolute -ize of 

the observed diffeence but 
rather on its stability, 
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For example, in Table 9.1 it 
would be possible to
 get a high value of t a
from small difference such
 

as that 
found between participants and nonparticipants in 
the

9.i 5-10ha category. in
indicates that The t-test
the reliability of the findingTable
 

that participants had higher output 
is only good for
the smallest farms (0 to
3.8. This means that <iha) where the t-value is
we can feel confident that if
all participants 
in this size class had been 
inter
viewed, they would have shown a similar margin of
 over nonparticipants as 
that shown by

the sample. 
 For the other two size groups (1 to <5
and 5-10ha), the are
results very unreliable. There

is no assurance that the 
same margin of difference
 
would have occurred in the rest of the 
farms which
 were not sampled. The t-test helps 
us to decide how
much confidence 
to put in observed differences from
 
a comparison based 
on a sample survey.
 

Usin! ndice to Evaluate Impact 
-- _vl e 
Considerable attention was given in an earlier 

section of this chapter to the importance of
 
tracking project impacts
enterprises. on both households and
The idea was to be able 
to see how
different parts of the enterprise or family "income

system" contribute to the 
L~sults achieved by the

project. Simple comparisons of averages such as

those described above do not help 
this process,

since all that is 
known when the comparison is

finished is that output (or inccme or any other

indicator of achievement) has been influenced and by
how much. The intermediate mechanisms by which the

project interventions stimulated this 
impact are
obscured in these simple comparisons. Slightly more

complex methods are required to conduct evaluations

which get at such interrelationships. 
The more
 
sophisticated of these methods (multiple regression

analysis, production function analysis, etc.) 
are
 
not discussed here simply 
because these techniques

would require timn, resources and skills out of
reach in 
the analysis of most rural enterprise

projects and 
because their practical usefulness is
dubious. 
 A technique which has been successfully

used within 
these limits is the elaboration of sim
plified indices 
to capture the contribution appa
rently made by number of
a 
 factors.
 

For this technique 
to work, there must exist a
simple arithmetic and accounting framework in which
 
any result is the sum of 
a series of component
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factors. This tewhniiue works well ssfor busin 

enterprises where
output or th. objectives are increased
profit sin 
the i ,ernal sources nEincreased output ay , divided among the i-.urces,as shown in Table 9.Vi 

The fol lowing e, ple will show how indicesmight work in evalua tin the impact of a ruralenterprise prject Assume that a project fcused 
on proyviding t.., maj or inputs to a group of 
brick-
making enterpise anid had 
the single objective that 

these three !te-vntios 
would in :roase the level 

of output .of'ho 
nar icipatinj fir.s. Assume
further that nhe
tudinal co.p'qo 

,Yutive design involves a longiof i sample of participating 

firms before 
anu .-[ur projoct iop lementation. Thecomparison indicates 
!hat pr.oduction inzreased
participating enterprises by 

in 
48 p . cent, and thereis no reason to suspect that anyt ing but the


project inputs 
 s,, this increae. The thre main 

p r ojec t inp u t ,a - - t ch u oca l ass is tance to ge t 

entreprenears 
to 2se better technologies, credit to
expand proa'cti r, a-!provision of energy-efficient

heat sources co reducing the cost "f 
tiring kilns.

The intent of the indices is to attempt 
to under-
stand how th,v :iterprises a.hievei 
higher (Ty48 per
cent) lev.1q of ,ntput in order 
t illuminate how 

much of that incrase came from changqs the project
hoped to make and 
to help design other projects by

understandi n the process of bene -ical change.
The application of indices 
is 5est understood 

by identitying 
 L.esources 
of the increased output
in terms of rt-_n acounting concepts of the 

enterprises "fon, and 
after project interv-ltion.

What things mioht he
.,.g afiter ifferent about thewhich i_"idhave fir'm beforegive:. risne t theincreased output? F-irst, entrepreneurs may haveincreased op Fir prdu s ay habeincreased thn size of
Second, they may have their productive capital base.
increased the level 
of output

from the previously nxisting capital base either by
using the same capital better (thn j 
 increased 

managerial efficiency) or 
they may have changed thetype of capis ta irough changes i the ,r oduct ivetechnolog ies that oroduce more output uni oftooL ft 

samesame ph l volume V outputi ma tophysiv al entrepreneur
higher but- aro.pri>,,: :;each unit arotcing ubtainiqgsolId f. the r-osu t 
thitghe vle 7 ec
.utnt
that the value of ,it.ut oldn, w theu resultontains inc2's fixe scapital b~e has incocasad. This increase in pricesmay have b- ohnianc by different marketingm

arrangemenmts or improvements 
in the quality of the
products. Piv. th. 
value "mf output mav Usc 
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have been increased by changes in the mix of 
in capital 
invested or
products produced without any corresponding change
efficiency of operations.
While these causes could be broken down still
further, the discussion above serves 
to illustrate
 
the use Df 
indics for attributing proportional

contributions amnong 
several different factors. 
 The
value of each of 
these factors would be compared

before and after the project, and indices would beused to associate a proportion of the total increase
 
in output with each fac tor, as shown in Table 9.2. 

2Table 9. .-- ecomnposition of Output Gains Across 

Contributing Factors* 
Witributi - -o - - , increasedC 
 Proportpon of increased 

enterprises associated
 
wt e a ch a c o r
 

with each factor 
-- ( er ~ -

cent)
Increased value of capital 
 38
Increased yield from capital 
 2 

rices for outputs 
 -6
 
Increased p

Changed mix of products 14Total inc tase in value of output

Ti e 48 

Note: Data are hypothetical. 

The example shown 
in Table 9.2 implies that
credit may have played
most of the most important role since
the increased
increases in scale value of output was due to
(the capital base), which is what
ond would *-pe- from an infusion of credit. Thechange in ix E products 
cal as sta To i lso have made 

f", suggests that techni
a substantial
 

contributi 
n, hit aiditional information should 
be
sought 
fr , thrs, involved or 
from project documents
 

the maj,.r Fnu
to see ma if changinj ofthete mixh iofa productsss was.{mr.,f-o- s a c itechnical . one ofass istance. It 
should b nam-I 
that prices obtained for
actually duclned, and products
this 
drop could indicate one
 or more of sucral thingb The lower prices may
reflect a drop in quality or some sort of 
marketing

problem. On 
the other hand. prices may have dropped
simply as a consequence of 
increased production and
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Table 9 .3 .-- Sources of Increased Production among 
 nents of a 
Project with multiple interventions. It
Participating Small Farms, Guatemala 
 should be noted that the technique does not attri
bute causality with any high degree of 
precision,


Farm size inhFec a ...... _
0-<l 1-<3 3-<5 5-<10 i0+ All 	 but it does help to raise or support hypothesesabout the causes of project impacts.
 
farms 
 An actual example of such an evaluation is
(Per cent) 	 snown in Table 9.3, which uses indices t- divide the
increased output assoziated with a pcoject among a
Mean increase in 
 series of contributing factors. The enterprises in
total output 
 this example are small farms, not agroindustries or
per farm 147 37 20 
 12 17 32 
 other small-scale rural enterprises, and hence the
 

Sources of difference in output: 	 categories are not the same as
applying tie 	 those outlined fnr
technique to rural enterprises.
 

Differences in land use:
 
Increases in 
 NOTES
 

farm -:ea 6 
 9 i 3 7 17
Intensification 
 1. Allison favours increased emphasis on methods
of land use 
 -8 10 15 14 18 18 	 of implementation and argues that policy analysis
 

Shiftd
Shift tot highier-on, 15 80implementation. 	 pays little attention to the problems encountered in
 
valued cro' 15 -8 

See Graham T. Allison, "Implementa-l -i 0tion Analysis: 'The Missing Chapter'," in R. E.
 

Increased yields -4 1 15 2 0 	
Zeckhauser et al. (eds.), Benefit Cost and Policy
-3 	 Analysis (A1dine, Chicago, 1975).
 

Increased prices -< 2 -3 -6 -7 0 	 2. D. A. Rondinelli, "Small Industries ir Rural
Development: 
 Assessment and Perspective," National
 
Productivity Council Journal, 1978.
Source: S R. Daines et al., 
The Impact oFmall-
 3. Ibid.
Farm Credit on Income, Empoyment and 
 4. Rondinelli 
and Radovich show that management
Production (Washington, United States 
 and administrative difficulties appear in 
almost all
Agency fo- international Development, 
 projects. Two further conclusions from their review
1975), p3. 
 ace relevant here. First, they observe that
 
knowledge of implementation problems does exist
 
within development agencies. although this knowledge
 

competitive marketing of larger supplies. If is not effectively utilised due to inadequacies in
this 	 institutional learning. Second, they suggest 
that a
is tha case, it suggests ti.at consumers of the 
 relatively simple diagnostic study can be 2sed to
products have be.efited from lower prices, while 
 identify major problems or deficiencies that can
participating enterprises have benefited 
in a 	 affect project performance through succeeding
variety of 
ways. Such an utcome, however, 
is 	 stages. See D. A. Rondinelli and H. R. Radovich,
likely to have had adverse effects 
on nonp.rticipa-

ting enterprises because it is likely that they now 	

A Study of Development PrcJect Administration:
 
Diagnostics for Improved Impleientation (Vanderbilt
face lower prices for unchanged levels 
of output. 	 vU.nersity, Memphis, Tennessee, 1975).Technical assistance ained at making enter-
 5. For a more complete treatment, 3e- Robert
prises more efficient by increasing the yield from 
 Chambers, "Executive Capacity as a Scarce Resource,"
existing capital 
ar changing the types of technology 	 International Development Review, vol.11,embodied in capital seems not to 	 1969.
have worked well, 
 6. There is 
a large and growing literature on
since only 2 per cent out of 
the 48 per cent 
 design and planning considerations for training
increase appears to 
hve come from this source. The 
 programmes in public management. A useful overview
technique of using indices helps Lo sorL oct causa- is Morris Solomon, Flemming Heegaard ad Kenneth
tion and to associate' impact with specific compo-
 Kornher, "An Action Training Strategy for Project
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Management," Internationpl Developnent Revi 

vol.20 (1978)pp.13-20.

7. A rangt cf models of formal project management 

systems exists upon which planners and designers can
draw. The fcllowing sources provide a jtuide 
to some

of the documentation based 
upon practical exper
ience: 
 D. K. Leonard, An Evaluation of the Programmingand Implementation 
 r --


Institute -for Develoroment Studies, Working Paper No.
89 (University of Nairobi, Kenya); 
Peter Delp et
 
al., System Tools for Project Plannin2 , Interna
tional Develoupment -nstitute (ndiana 
University,

Bloomington, Indiana, 1977); 
and H. R. Radovich,

"Development Project Management: 
 An Integrated
Approach to 
Project Planning and Implementation,"

PlanningProcesses for Project Manageme 
nt, vol.1,

Graduate School of Management (Vanderbilt Univer-

sity, Memphis, Tennessee, 1974).

8. Increasingly attempts 
are being made, with 

greater and lesser s'ccess, to incorporate microcom-

puters into formal management systems, but the
inconsistent experience has yet to be 
systematically

documented.
Bank, Forthcoming joint work by the World
the Food and Agriculture Organization ama the 

Bankthetio 
Fd AgriculturOr atlonendthe
International Fxid for Agricultural Development
should provide useful guidelines if pLzl iminary work 

is indicative. 
See Jean-Marc Boussard; "The Use of

Computers 
in Monitoring and Evaluation of Rural
Development Projects" 
 (Institut National de la

Recherche Agronomiaue, Paris, 1986).
Rechecellro 
 e arcica! re9e8
ee aand
J. Casley and D. A. Lury, 
Data Cllection in

J aD__° 
 Data ollectio in
eeopincountL s (ClareonPress, Oxford, 1981)
and, by the same authors, Monitoring and vluationof Agriculture and Rural Deve- ent ProEvluts (Johns

Hopkins University Press, 
 a m Marylnd,
2). 
 Bl r Mand
1982).
10. The terminology has been borrowed rather uncri-

tically from scientific research. See the two works 

by Casley and Lury for the 
reasons whl the identifi-

cation of such jroups may be difficult any why
resources 
are often not allocated for the'study of
r es abenefits 

them. 


CHAPTER 10
 

SUMMARY
 

While agribusiness and 
rural enterprise projects

have very attractive potential for generating growth

with equity, such 
a result is not automatic; consi
derable care in design and 
implementation is

required to achieve significant and positive

resuls 
 d oc t fi are ar fomrre
 
evets.
 

is required initially to
 
contributeCareful analysis tis e
r etti ng in
to an understanding of 
the setting in
 
which it 
is proposed that agribusiness and
enterprise projects will operate. rural
The nonpoor are
comparatively agile in most 
rural and urban situa

tions. 
 It is they, the nonpoor,
take advantage of who can usually
new resources, new government

programmes and incentives, 
new market opportunities


the like. The nonpoor are the ones who by and
large have the skills an6 mobility to shift, to
adjust and to 
capture the benefits of most realignments in the rural economy. Perhaps the best way at
least to reduce the natural advantage of the nonpoor
 
the poor
 

is to design projects so as to incorporateMthelpoor

their resources directly and actively into the
Iinterventions proposed.
i Three principal recommendations are 
made in
th ree princpa r eom en at i tya t
 

this volume 
to increase the probability that
 
projects will generate positive employment and
income impacts for 
the rural poor without the
 

being syphoned off by those who need them
least. The three recommendations all have a common
 
focus of building on existing structures and of
 
maximising the involvement of the poor through the
 
utilisation of their skills, resources and products.
rhe basic recommendacions appl', to all types of
 
interventions and constitute an analytical checklist
 
against which to test 
each intervention and its
 
components.
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First, all interventions should be designed so 
as to focus primarily , the thouse of most 

important resource possessed by 
the rural farmi and

nonfarm poor--their 'abour. Thu-e are two basic 
ways to ensure thdt fljicbusiness and rural enter-
prise projects flaximise tlieir impact on employment
creation: by favouring the production of goods
which use large proportious of labour relative to 
capital and land and by using methods of productionwhich utilise hi,:her proportions of labour. 

Second, all interventions should He designed 
so 

as to focus on t!u sec,-nd mos7ct importa-it resourc,_ -f
the nonfarin rural p(o---,eir small-sca'le enter-
prises and the Itroorcr-n.vrial skills they have 
developed to operate trnrn---in order to harness the
entrepreneurial capabilities the inof pou)- the 

solution of their own problems and to reduce the 

leakage of benefits to tho noipoor. 


Third, all agroindustrial interventions (those 

using farm products as inputs) should be so designedas to draw their raw materials from the small-tarmsubsector in such a way as developto further 
existing entrepreneurial sKills and maximise the 

benefits of backward 
links, 


This checkl ist provides a framework for 

selecting activities and interventions which will

maximise the benefits of agribuisiness and rural

enterprise projects for tue rural poor. The actual 
instruments chosen through which implement
to an

intervention may encompass a considerable range,
including training, 
research and advisory se-vices,

credit projrammnes, facilitating procurement of raw 

materials and/or equipment, aids to :no:-keting, and 

the like. 


Two concepts--appropriate technology and local 
participation--need 
to be borne in mind in applying

the appraches sot out 
in this volume because both

incorporate implicitly the notion of significant
local involvement in the definition of problems and
the possibility that purely indigenous solutions may
be found. Both concepts can serve as important

focusing devices in project design.


W'ile it is difficult to summarise- ade..uately
the full range of techriquo s used in project identi-
fication und .nalysis, the point )f dep rture is the 
creation r) a b-ctdrop f )- rational. Lification 
of project op,-rtunit' i. [1) d o tnroug,Ihis ,nne
preparation ot F an ajihusiness. e )f and
rural enterpri. , Next an 
process of project id. titncatiun h-, on - ruiking
of constraint!, -* e'elineation of ,alifyinu 

_-ieoorder-.y 

Summary
 

groups in the population. This step is followed by
the estimation of project potential in terms of the 
magnitude and probability of improvement in target

group welfare and a rough assessment of whether a 
project is feasible and whether liKe=', benefits 
justify the anticipated costs. Finally, a full
 
comparative analysis made theis of potential
benefits with the costs of undertaking an agribusi
ness and rural enterprise project.

The range ot data required to conduct a full
scale, pre-implementation analysis of a potential

project is wide, and the demand for data once imple
mentation is underway is--while quite different-
potentially as far-reaching. A typology is elabo
rated covering data utilised 
in the various stages
of analysis and design, and an inventory is provided
of optional sources of data and methods of acquiring

the data required. The emphasis is placed strongly
 
upon exhausting all possible 
sources of secondary
 
data before even contemplating an exercise to

collect primary data. 

If all the stages outlined in the first eight

chapters of this volume are followed, the likelihood
 
is that a sound project concept will have been

developed 
into a viable and focused set of activi
ties. On the premise that there is more money
available for development efforts than there are
good projects, a project designed in this way and
 
addressing the issues raised in 
this volume should
 
find little difficulty in attracting the 
resources
 
necessary to launch the project. 
With the beginning

of implemcntation, one is 
in the direct action phase

of an agribusiness and rural enterprise project. In
this phase, two major types of activity take place:

the carrying out of the tasks designed into the
 
project and the systematic gathering and reporting

of information to permit decision-makers to improve

project performance. The improvement of performance

is an immediate objective for all 
current projects,

but there is also a longer-term goal of learning

from current experience so as to improve the design
of the next generation of projects.

Finally, both before any activity begins and as 
project isnplementation proceeds, information will
need to be generated relating to the effectiveness
 
of agribusiness and rural enterprise projects in 
terms of wider developmental goals. This continuing
analysis needs to be just as painstaking as was the
initial analysis if staff in carefully designed
projects are not to lose sight of broader objectives
and drift into a preoccupation with the mechanics of 
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keeping day-to-day activities going according 
to
 
plan.
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