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TECHNOSERVE
 
T.chnoserve, a private, nonprofit organization, aims to improve the 
economic and social well-being of low-incomi people in developing countries 
through a process of enterprise development which incre,'ses productivity, 
jobs and income. We concentrate on agriculturally related enterprises of 
medium scale. These take various forms, but are generally community based. 

\Ve accomplish these goals through a systcms a0proach to enterprise 
development which involves management, tech nical assistance and training. 

Technoservc was f.unded in 1968. We work in Africa and Latin America. 
We currently have astaff of over 160 persons, made uip primarily of highly,
qualified citizens of the nine countries where we operate. 

Technoserve isfunded by religious organizations, individuals, foundations, 
corporations, host country institutions arid the U.S. Agency for International 
Development. 

REPLICATION &DISSEMINATION PROGRAM
 
Technoserve's Replication and Dissemination Program combines research 

with an effort to document our experience and apply the results in a number 
of new settings. 

The fundamental thrust for R & D activities remains strongly consistent 
with that of the history of Technoservc to date-continued self-examination 
and learning so that our work of improvimig the lives of low-iucome people 
can become more effective. 

The papers in our FINDiNGS series as well as the CASE HISTORIES 
series are meant to share our experience and stimulate debate and dialogue 
with others who are concerned with Third World probleMs. 



THINKING ECONOMICALLY:
 
APPLYING TWO CLASSICAL
 
CONCEPTS TO GRASSROOTS
 
ENTERPRISE DEVELOPMENT
 

SUMMARY 
Even at the grassroots level, economic concepts such as comparative advan
tage and opportunity costs play a crucial role in determining enterprise 
viability. These concepts help business planners choose the best option given 
the constraints they face. Individual enterprises in the Third World, no 
matter how small and local, are increasingly part of a wider commercial 
network; therefore, their managers must acquire the habit of using the same 
kind of economic analysis used by businesses elsewhere so they can compete 
in the larger marketplace. Lconomic tools are applicable not just during the 
start-up of a business but throughout the life of the enterprise. Through 
hands-on management training, PVOs can transfer the economic skills that 
small-scale entrepreneurs nCed in order to seek out new opportunities and 
respond to changing trends. 
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While business advice 
may help the enterprise 
maneuver through one 
crisis, it will not neces-
sarily teach the managers 
how to get through the 
next one on their own. To 
help create a truly self-
sufficient enterprise, the 
PVO must instill in local 
participants the habit of 
continually responding 
to the evolution of corn-
parative advantage and 
weighing opportunity 
costs anew as conditions 
change. 
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THINKING ECONOMICALLY: 
Applying Two Classical Concepts to 
Grassroots Enterprise Development 

Thomas W. Dichter and
 
Scott Zesch, Technoserve Inc.
 

INTRODUCTION 

A small group of African womcnI decides to start a commtunity beekeeping 
project as a means of earning more income for their families. Thev have 
heard about similar projects in other commiunities wlich have been 
successful. TlleY ask for help from an American private voluntary organi
zation (PoV)), which 'agrees to provide eqluipment, a low-interest loan for
starting capital and initial training. 

The project appears desirable to everyone involved. ApiculturC is a 
traditional pursuit. The operation is expected to be relatively simple, 
,-cqu iring neither foreign tcchnology nor sophisticated prodtction tech
niq Cs. It will not consume a large portion of the wonien's time or land, 
1 611nthem free to gow food for their families. In time, it may even 

'c r, 
generate acouple of new jobs in the commtunity.. Eventuly, and most 
Important, it is expected to help the local people become more self-reliant 
.1id shape their own fturcs. 

But things gradually start to go wrong. Little problems grow into larger 
ones., Neithc the women nor the PVO had prCvious experience with this 
type of enterprise. Both technical and commercial aspects of apiculture 
tu,'n otit to be less simple than anticipated, and the business suffers some 
significant initial losses. Transporting' the product to the nearest market is 
costly. Most distrc';singlv, the group does not sccm to be able to produce 
and sell honey as chcaply as its compctitors. The domestic market is 
becoming moe flooded every\V day, and there is little export potential. 

After three or four years the enterprise still has not shown a profit.
 
The PVCO is faced with a stark dilemma: it mIust either keep subsidizing
 
the group indefinitely in hopes that things will improve or else abandon it
 
to sink or swim.
 

How do such things happen? There are no easy answers. But it has 
become clear that enterprise dcevelopnment-whethcr under the guise of 
micro lending," "Income generation or "SMI'D" (Small and Medium 

Enterprise Developmcnt)-is as difficult as it is desirable." Like most 
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In business thinking,
"comparative advantage" 
means specializing in 
what one can produce
and sell most profitably at 
a particular time. 

other sectors, enterprise develop- Economists are careful to point
ment is intended to promote both out that comparative advantage
the social and economic well-being refers to the relative rather than 
of low-income people. But it is absolute efficiency of one's pro
easy to get confused about pre- duction. According to Ricardo's 
cisely where the borderlines of the theory, a country (or individual 
social and commercial spheres lie. business) that can produce several 
As a result, the economic analysis goods more cheaply than its 
that should be applied to the competitors should nonetheless 
marketplace sometimes gets lost specialize in producing the good
 
among the myriad factors compet-
 for which its cost advantage is 
ing for attention in the enterprise greatest in )rder to gain the most 
development process as we now from trade. To use a simplified

know it. 
 example, an agricultural cooperative

Two of the basic concepts used in one conmnunity may be able to 
in economic analysis are comtmra- produce both tomatoes and 
tIre advantage and opportunity pitchforks more efticienthy than any 
costs..While not strangers to iliany' other producers in surrounding
 
practitioners of rural enterprise areas. However, if its cost advar,
development, these tools are not 
 tage is greatest for pitchforks, the 
vet a fundamental part of the grass members would do better to bI'
 
roots development kit. Yet both their tomatoes 
from another coni
can play a major role in determin- munitv and concentrate on makinging the long-term sustainabilitv of more pitchforks to sell. (Of course, 
an enterprise, in reality, this is possible only 

when adequate markets and means 
of distribution exist.)AEQUICKLOOK A HBy its frequent a:isociation with 
international trade, the term 

Comparative advantage refers to "comparative advantage" has unfor
the ability to provide a certain tUnatel' acquired some excess ideo..
good or service at a relatively lower logical baggage, attribuzable largely 
cost than competitive producers. In to dependency theorists.* ::As a
business terms, it means specializ- result, some people automatically
ing in what one can produce and connect the concept with unregu
sell most profitably at a particular lated market forces, free trade,
time, given the resource endow- dependency on outsiders and a 
ment and marketing opportunities dangerouslyIi' ulnerable economy
availab!e. It implies selling goods relying on a single export con
produced using locally abundant modity (usually a cash crop or 
(and relatively cheap) factors of mineral). Taken literally, however,
production and buy'ing goods that the principle of comparative
would otherwise use uP scarcer, advantage denotes none of these 
more expensive local resources, things. Rather, it i a tool for 

*Small enterprises are receiving increasing aiicnti as a Le 'Clopment target in the 1980s. In Africaalone, by earl, 1986 at least thirty-five America': PV.s had established enterorise development
projects. From 1986 to 1987, AIDmore than dot,(11'ed their furInds devoied to selected developtieit
activities that support private enterprises flon S4. million to about S100 million. 
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examining a particulir situation to all her land, money andi phy'sical 
determine the most profitable way effort to produce maize and beans. 
to use ones resources in a heavilx' There is a trade-off involved in 
interdependent world. every, choice. Although producing 

"Opportunity re-costs"re .By comparison, (op/,rtunityV sts maize and beans may be profitable, 
fers to the cost of fore. is a rclativel\ neutral term. It refers she should nonethless consider the 

gone opportunities when to the cost of foregone benefits potential net benefits to be gained 
one chooses to use lim-
ited resources in one way 

when a decision is made to use 
limited resources in one way from other crops before decidingwhat to grow. 

instead of another. instead o' another., Economists In a sense, "comparative advan-
Measure opportu nitv costs accord- tage" and "opportunity costs" are 
ing to the value of goods that merel' different sides of the same 

cannot be produced when the coin. The two concepts play coin
necessary resources have been used plementary roles in making rathmal 

choices, since both have to do with 
speciali/ation. Comparative advan
tage can be used to dterm in 

motcost-effective activit o 
the 

wiiich to concentrate and from 
wxhiclI to deriVC laximumf gains 
ttom trade, wiil!e opportunlity costs 
easure the foregone bcncfits from 

the alternatives not chosen. 
I1"..", - - These concepts have spawned a 

vast bodV of economic literature 
since the earlh' nineteenth ccnturv 

- and warrant oiore discussion than 
we can give them here. Instead, We 
shall consider how these classical 

to make another good. '[be crucial theories pertain to CltC;'prisedevel
criteria for analysis are the )pment at the grassroots level. 
fret benefits those salle resonurces 
couLi )lave gelerated 
alternativel'. 

if deployed 
APPLYING ECONOMIC 

More simply put, opportunityv CONCEIPTS TO INDIVIDUAL 

costs are related to the broader eco- ENTERPRISES 

nomic problem of scarcity, of 
choosing whether to have one's 

l-conomic anal'sis of a rural busi
ness venture requires. among other 

cake or- eat it. A farmer cannot things, a compr'ehensive view of the 
gi'ow cassava Ifshe decides to use past, present and future. One's 

Tiie dtcpcldenc, sichooi of thought .'gi es that i i a.rlisil and International Capitalismi, not dif
tercriCLS ill cltural ]isory'arc r i nsi b l l ntt 0tihC Third \\'orld.th Co ,nhinucd UItcrdcvliopiTI 
Accortilmi to, I urtado and otthrc proponents of this themu , tile \Wcstcrn natiols at th core ot tile 
Modl hecCamC dv0CopCd b Cxploiting tile rIs Norccs o th tI niidCrdtvcopj rcgnls on tile 
peripIe\ry. I)CpCtijdCIc ill , sis clain, that this corc-pcriphci, sttuN rcn1.iins il cffe today, ill 
part because ot tile inhusion of hIrcigl capital and ticchn log% which kccps tLc nations oi) tic 
periphery dependent oil the West. The. niaiitin that acctclcrated dvecopinctnt and 
impr, scrnticls in living stand rds in ti TIird W"\rd caIn occur onlYi iiibaiancsN in \wrd power 
are rcdrcssf'd. 
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Even if a business plan is 
expected to beProfitable, 
unless it is superior t thebs chc 

alternatives. 

A rural enterprise, no mat-
ter how well suited to the 
inhabitants of a cominu, 
nity, is building on shaky
ground if it blindly as-
sumes that a market for 
its product exists and can 
be tapped. Managers of 
rural businesses must 
acquire the habit of con-
tinually seeking out new 
opportunities. 

current comparative advantage is 
partially the result of what has hap-
pened in the past-the infra-
structure that has been built and 
paid for, the skills that local people 
have developed through the years, 
Moreover, it would be imprudent 
to plan a new enterprise \vitIlout 
giving thoughtful considcration to 
future trends, since a major corn-
mitment of resources is hard to 
retract. As one author notes, "As 
soon as a decision taken today can 
no longer be undone toiorrow 
without costs. tile'f'utire ILeeds to 
be taken into account in taking 

action i the present.":, 


SOmlle economists have recently

emphasized the dynamic nature of 

coiparative advantage. A,; the 

corecia: and social environ-


merits change, so does the relative 
cost-effectiveness of' makili and 
selling different produets. A nalor 
shift in anY of the cornplex inter-
wvoven components of Colirmerce, 
be it local transport or international 
prices, can have a significant impact 
at the enterprise level. 

For this reason, it is iIsu fficiei 

for elergig, entrIPreniCtnrs to use 

the tools of comparative advantage 

and ()pportuiitV costs on/ during

planning stages aId then disc.Ird 

thenm once their busriess is Operat-

ing. Instead, nlallagers of rural 

businesss rutst icquire the habit of 
continally 

ntinual seeking out new oppor-
tunities iiorder to best respond to 
changing trends. 

Look, for example, at the expri-
ence of the farliers of La Libertad 
Cooperative inri)anala. "h urs far, 
they have been able to raise their" 
inIcomes Iygetting onioris to 
market four weeks earlier than 
most farmers in the country, at a 

':Schydhowsky,1984, p. 445. 

time bwhen andonions are scarce 
prices are high. They were able to 
do this by introducing a faster
growing variety suitable to the 
valley where the farmers live. The 
natural resources wx'ere there all 
along; the tricky part was deter
mining how to use them most 
profitably. Through participation in 
a commercial organization-their 
cooperative--many farmers were 
able to benefit f,oni a few key 
people's know,cdge of markets and 
new technology. 

What is important in this exam
pie is not the clever scheme of get
ting onions to market fotur weeks 
early. After ill, a trick like that
doesn't work a second time in the 
real world if just dum-bly repeated. 
We arc concerned instead with a 

way of thinking about tie patterns
Of change ir the iarketplace. 

For instance, if othcr farmers ill 
Panalma started marketi ig oiiions 
earlier and dr(ve prices down, what 
should La L.ibertad's riembers do? 
TIieV wouild need to turn their 
attentio, to other under-exploited 
opportunities. II fact, there will 
continue to be "what-to- do-next" 
dileiiias as the d 1namicOf the
 
marketplace ebbs aid flows. Read
i1g those dviinaics then becones a 
core skill of the mnlembers. After a 
while, nlereh' turnirg their atten
tron i other inder-exploited 

opportunities wvill not be enough. 
They wVill have to create them. 

What complicates the application
of a illacroecorrlllic principle such 
as comparative ad vantage to local 
enterprise developient is that the 
process cannot short-circuit tile 
iiacro level. On the contrarV, ceCo
norinic analysis of rural businesses 
shiould typically begin with national 
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trends, moving fromi general to assessing future domestic demand 
specific. After all, a particular con-
munitv may provide an ideal site 
for sugarcane production and 

was whether or not palm oil was 
an inferior good-a lower cost 
substitute for which demand 

processing, but this makes little decreases as consumers' inCtlces 

3sector 
difference if the outlook for the 

as a vhole is bleak. 
ToO illustrate, let's trace the course, 

of analYsis leading to the establish-
MIent of a comnIuit v-owned palm 

rise. Once again, the trends w,'ere 
optimistic: West African inComes 
were likely to rise, but palm oil 
was not a inferior good. Con-
Sutption was likely to increase 

oil busincss i Ntinaiko, a small with risin, inrcomes; both domestic 
ViIlae"1n han1. Siice the prod uct and foreign demand could be 
was intended partl V t , export, it expected to growX. 
was necessary' to consider (Ghllla.'s QiCe the out look for the scctor 

,tem coutlparattivc advalnt,lge ill at tile macro level was deterllilled 
. the w-orld market ltr palm oil. A 

SL*survey revaled that the count rv's 
to be good, it was necessary to 
weigh the risks involv.d at the local 

resOLl'CCs an1d CIili ate gave It a nat-
ural edgC in palt o1il production, 
althouh cureillt [V dLtLCti<ut cO-ts 
were relaltive 1 hIl. 'his -ittatioit 

;,a .ttrih~teI largely to a nation-

enterprise level. l'ranspo rtatiOt was 
ideiitified as the largest single risk; 
both Inecht,lIed and non-mecha
nized methods Of traInsptort were 
considered. 'Ihe problem of equip

wvide dccline itt agriIural pr dLic- m ntmainenance made a low
tiVIt  and a cit seq tetIt rise itI the tecltnol.uogv model appear nore 
prices of scarce conmmodities. Si ice 
Ghana's agricuIt taI setler wa, 

attractive, al thtough it would 
require greater labor efficientcY. The 

undergtiing sign ,fic t rehabilta- additional risk of inadequate market 
tioll, the artalvsis coneCLided that 
the ]ong-terlnotlook for hower-

dematid and st, rplus supply meant 
that new channels of distribt tion 

Cost pro IuCtIOn 1tLad marketing of would be necessary to sustain a vi
palm oil was positive, espccially in 
untapped dOiuiVetic markets. 

Another major consideration itt 

able enterprise. 
Next, these findings were 

brotught to bear otMthe evaluation 
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Rural enterprises are not 
isolated and self-con-
tained entities. They are 
part of an integrated com-
mercial network which 
extends well beyond the 

69 TECHNOSERVE 9 FINDINGS '87 

of the particular project site. 
Ntinanko was connected by a good
road to the major market of 
Kumasi, about twenty kilometers 
away. Most of the farmers had 
previous experience in growing oil 
palm. Current local production was 
adequate to support a viable mill 
business, and production Was 
expected to increase once the vouing 

Only at this point, after having 
taken tine to evaluate the options 
and implications at the nIacro, 
micro and site-specific levels, is one 
read\, to make the econonic deci-
sion to go ahead witih the proposed
ente,'prise. 

A dynamic analysis of 
tire advantage calls for a corn-
plicated exercise in probabilities: 
whlether prodLCtioll costs will drop, 

-roads will be improvCd, cU rrencv 
valuations wi"Ill vorldchange or 
market demand will grow. \\"hen 
considered indix'idtially, however, 
these factors tell an incomplete 
story. The process of systematic 
evah,ation requires iore than 
following a pat checklist of 
potential problems. An overall 
knowledge of the commercial 
envi rouinment, combined with an 
understanding of the nuances of 
local hu,man behavior, forms the 
mortar which holds the iidixidtnal 
economic factors together. 
An analytic process like the 

above not only takes coisiderable 
time, but also skill and experience
IoLally and regionally. 

The savvy reader, however, \\ill 
note what we li\'e left out: the 
matter of the coiiitinent of the 
comrt,nit'V to this enterprise.. and 
how that commitment is elicited, 
formed or discovered; the cultural 
.ind social dynamics of tile coimIr-
nity-who has got what at stake in 

the formation of this enterprise, 
and wihy; tile matter of the manage
ment of the enterprise after it has 
begun, and how co11utlnity meme
hers are to be trained to sustain it. 
These other issues, much talked 
about in the catechism, of grassroots 
development, are ip themselves 
enormously tricky, ones. Yet, please 
note, .ve are here focusing on1ly 
On two economic concepts which 
are of great use illenterprise 

dcvelopnert: comparative advan
tage and opportunity costs. And 
tile\' alone stretch our skills as 
developers, not to mention those of 
our be i:Iaries. 

EOMpAYSW 
ECONOMIC ANALYSIS: WHY
 
IT MAY BE OFTEN SLIGHTED 
No rational person stalting a new 
bnsinl(.s or expand ingan existing 
one would comm it resources to the 
project without conducting at least 
rudimentary financial analysis to 
determine proIccted costs and 
re\'enues. These figures measure the 
potential profitability of a particu
lar enterprise. But financial analysis 
by itsLlf does not necessarily take 
into accoiunt tile alternatives. 'o 
ilmove beyond this narroxv mode 
of evaluation and examin tihe
proposed enterprise ina coipara
tive framework, the cnt repreiieu r 
must apply the tools of economic 
analysis. 

Of course, it Would not be feasi
ble to thor'ou,ghly evaluate the 
desirability of every conceivable 

enterprise which might be estab
lishe.i in a particular location. The 
financial costs alone would be 
prohibitive, not to mention the 
tme involved. Nevertheless, itis 
important for entrepreneurs and 
those who assist them to keep in 
rriind that the ir,itial idea is not 



The concepts of oppor-
tunity costs aid compar-
ative advantage may not 
seem real enough to 
those involved in an 
enterprise project when

initial~ concernar1ulinitial concerns are fuel, 

wages, equipment and soforth. 

always the best one; it may need to 
be modified or even scrapped 
altogether. Opportunity costs are 
one way of reminding business 
planners that there is more than 
one approach to every problem. 

But concepts such as comparative 
advantage and opportunity costs do 
not always receive enough attention 
in practice. l)cvelopment organiza-
tions with a grassroots orientation, 
who are in the business of starting 
and/or assisoing l'hird World rural 
(and to soime extent urban) busit-
nesses, d0 not necessarih, mAIke 
maxiitiiii use of these concepts. 
There are several reasons why. 

Tihe simplest explanation is that 
these concepts d0 not seem real 
enough. For a rural grOlp starting 
amaize millin' busnesi (and the 

uue~(n hOtItsider helping them), the cost of
the equipnwnt, the price of fuel 
a tild allie wages of employees are 

obvious consider'atiOn,s in tile initial 
evaluation. These arC all tangible 
:aings which require hard cash. 
However, the pro)jected net benefits 
from processing vegetables 'r rais-
ing rabbits as an alternative may be 
considered too abstract to factor 
into tilefeasibility study. Similarly, 
the qluestion of diversification 
- bether the mill should onY 
process maiz.' or should also grow 
it, for example-sonetines escapes 
systematic eva!tation. 

Another possible reason for 
ignoring these broad principles 
may derive from semantics and/or 
ideology-the attitude that a micro-
enterprise is by definition a discrete 
unit which serves only local needs. 
From this viewpo-nt, tilecomnI-
nity seems two small and tile Out-
side world too peripheral to war-
rant a truly thorough economic 

THINKING ECONOMICALLY 

evaluation. The comnmunity and the 
enterprise are expected to maintain 
a static equilibrium indefinitely, 
happily unaware of changes in the 
world around them. 

Such an attitude may disguise an 
underlying and unconscious con
descension towards tileThird
 
World of tile
sort that some recent 
writings have pointed to as the flip 
side of our supposedly bumani
tarian concern. 

In fact, even the smallest and 
most localized business cannot 
operate in a commercial vacuun, 
iimuie to tile realities of a larger
 
system to which it belongs, either
 
formally or informally. Moreover,
 
the owners of these businesses by
 
and large want to belong to tile
 

larger systemi.
Rural enterprises are not isolatedand self-contained entities; tile), are 

part of an integrated commercial 

netsw'ork which extends well 
beyond tilevillage boundaries. The 
most successful small businesses 
tend to becone larger and more 
complex over time. The nature and 
tastes of the custolers they' serve 
also change. When this happens, 
they cannot necessarily continue to 
rely on the same markets, the same 
methods or even the same products 
as they did in the past. 

Another possible reason for inat
tention to these econonlic concepts 
is the tendency of outside agencies 
to concentrate much more on the 
needs of those operating the busi
ness tha, onl the demands of their 
potential customers and the market 
for their products. This is a natural 
enough tendency, given the assist
ing agency's focus on tile owners 
and enployees of the community 
business as beneficiaries; none

:See, for example,
iascal Bruckners 7'ars o rthe White Man,Compassion is Contempt. 
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theless, it is an instance of missing 
the forest for the trees. Of course, 
it is true that both comparative 
advantage and opportunity costs 
measure the resources and abilities 
of the producer, not lhe consumer, 
However, both principles are ulti-

expensive as well. Eventually the 
Cooperative Society switched to 
salting and drying fish. Although 
the fish were less costly to process 
and ship in this form, they turned 
out to be unpopular with Kenvan 
consuners. As an evaluation team 

matelh used ill business to deter-
mine the potential gain from trade, 
which is always subject to bitlh 
market access and the tastes and 
purchasing power of Consumers. A 

admitted in 1984, "[he project has 
been insertecd into an environ inent 
where there is too little in formation 
about economic, social, political, 
administrative and cultural facors." 

rural enterprise, no) matter how 
well suited to the inhabitants of a 
community, is building on shaky 
ground if it blindly assumes that a 
market for its product exists and 
can be tapped. 

The Turkana processing plant 
may be an casy target. Nonetheless, 
it dfernonstrates how impossible it is 
to judge the suitability of a rural 
business to a Specific locale \without 
weigh inrg t leptions. I-rol an eco-

This latter situation i:, probably 
the illost cornmon failure scenario 
in enterprise developnient esperi-
ence. It is wsel illtistratCd b\'. the 
troubled Ii story' of the Turkana 
Fishermen's Cooperative Societs' in 
northern Kenya. Started in te late 

nomnlic perspective, anticipated 
profits and pro'ected rates of return 
are inadequate iid icatnrs nu less 
measured against corresponding 
figures for otither possible projects. 
Lven if an enterprise is expected to 
be financially profitable, it is not 

1960s to improve the living con-
d itions of the nomadic Turkana, 

the best choice for a community 
unless it is superior to the feasible 

the Society eventu all' constructed a at ternatives. 
huge fish processing plant on tle 
shore ,f lake TlIIrkana, funded inl 
large part by foreigi donors. Tie 
Turkana themselves adapted faiih' 

THE CULTURAL HISTORY OF 
PVOS: ARE SOME OF OUR 

well to their new occupation many 1PAST BIASES GETTING IN 
of them abandoned their seasonal THE WAY OF WHAT WE 
wanderings in favor of" permanent WANT TO ACCOMPLISH? 

PVOs tend to concentrate 
much more on the needs 
of the beneficiaries who 
operate the business than 
on what the market for the 
products of that business 
might demand. 

residences and stead\' employment. 
According to lost social indica-
tors, the living standards of the 
20,000 participants were expected 
to rise considcrably. 

Unfortunately, the attention 
devoted to the Turkana lishernen 

E'nterprisC desvelopment did11ot 
really exist a,1a development sector 
until PV.s began to get involved 
in it during the laze 1970s and carh" 
1980s. We have suggested above 
soic reasois wh\, the incorpora
tion of econonic nalysis into the 

far overshadowed aly concern for 
the marketability of their prod uct. 
Freezing fish in the middle of the 
desert turned Out to be an expeni-

project planning process has been 
slow. In addition, there are perhaps 
some historical biases within the 
PVO coniinunity which have 

sive proposition in the face of esca-
lating energy costs, and the lack of 

accounted for this hesitancy anidwhich, if not exaiined, may con
nearby markets made transport tinue to impede the achievement of 
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tile ver ybC itelitS that they lIOpt )o 
foster Iv ttisin, ),a ill n Iterlrise 
detlteh)IItrit, 

()ne (1 tlt,, tsIIat e o)tr 5'hi)h.i-


Sale It' t t)-do ,'n"ioffer
rtt 0$ tilthe 

proIuct po n+. \\e art , 'rlll
tilaahlust ,l outsitiers 

taking too dhlt'ctic a role ill pla-
' inri the C'tcr)t 'isc, J) rIV Ils.rinrig 

iIsteatd t0 Ies' tilt itu1itill dtenti-
hIcatioll of led.,and ,,trltoeits, a 

tnuch as possible to tilte t)llltllllli-

tY. No tilOttt thi Jilt -inltLr-
,VteloltIOlISt StanlC tLL'I\e hrf tll ,sar 

of walteihhtg I~large.'-scaie dointors 
iiect Ilaplo)ittIat, lr(jccts 11h)
trll atreas without iotilrinig to 

lL'al'll fr()IIl 01- eVCll bC IleC11,. aAV't 

If tile ,.Cttnllattetd expe0itlce ot 
l,(ocll peo)pi'. ,'\ld it 1, true, of 

1t0ttt'se, that at11'nt)+'l)trI+St 'statis 
little chll.,' ) s0 triviI ill tilt OtIg 
RlIu it tilt expettetd htieliciatiCS 
hlveltll;ntOtlstrlcti [10 teal Cotlllllit-

li.ilt to tilt prtjctC. 
The prtbll \%'iti this view, 

howver, is that ill beitlg setlsitiV, 
to the teCds alitd ,spi ratiIlls of tile 
beneficiaries. it ignores the point of 
hasirig tit siticls Cttlll ihelp ill 

tht i'st plact'. if, Is wst' earc te's
i1"lIi ll "g tI'itllg, nlont'1 ,aId 
ta ,igibl O jteCts 11,1 %'1101be tilt_. 
m(ost ilportant things \\c have to 

ito tile 'lhd \Worlt, thell \\hiv 
aIt wC there, If iot t share kIi\Vl't nrdticei he lp t,, trid'c gaps which 

,\tiUltd be 1,rd toltidg 5,itilltut 

Ltt us lot be sto humblhe as to 
li,,t,l tl.uahk 14)lllatit allti 

pet)SjCCtiVC that O(utsicrs tCall 
lrItVidC to rural CnttrCprtlturs 
whenl tilt'\' aIe ft0lllill a he\ 

cltrCprisc or cntmpilating a n~aior 
tilat.iec ill all existill, ole. Cotnpar
atise .ttisttltagC alldit|pprtunity 
U)',tS AIR' l.St dt'tc1'rn11n,:d thr-oughl 

ili, not Ill tlli Igite. V'e:l 
largo: corpoIrations ill tilt itldnstlrial 
wot! eOngage ittttsite ct~idsIltatIts IllI 
toliltuCtitl , [)UtisilISS Studies, atiher-
Ilg to tite ctmiltllsetlse IlottOll 
that OttitiLts might ste titgs that 
insides' wosuld vt rlto otk. Both 
t 0l1 l'r, and recipietits caln tInak 
vital tOllti-itUlllts t tile enlterprise 
tiesigni pr) aClCh theirs, bin llgiI' 
iOtn oiparativt. atlVanttages to it. 

The 1)V0 shOtud bring to the 
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table its wealth of experience in 
assisting other groups undertaking 
similar activitics. For example, it 
can help a newly formed producer 
association avoid certain pitfalls 
encountered by other groups in 
designing a marketing system. 
Local people, on the other hand, 
can point Out reasons whY the 
PVO's previous experience may not 
be entirely appilcable in their case. 

Sometimes rural entrepreneur:;
considering a new business venture 
have more ener,y and enth usiasm 
than they do market information. 
They may want to start produciig 
charcoal simply because p,:oplc in 
the neighboring coin itl11itv have 
successfulhl done so. With their 
limited commercial Cx petiencc, 
however, they may" overlook the 
flaws in their proposCd scheme as 
well as the other alternatives which 
would be better suited to their 
situation. A IWO which whole-
heartedly embraces a gIroups 
proposals, knowing that better 
opportunities might have been 

revealed upon investigation, is 
doing its clients a disservice by, not 
encouraging them to seek the 
optimal alternative. 

Of :ourse, a PVO cannot effec
tivelv preach what it does not prac
tice itself. Economic principles are 
as applicable to the helping agency 
as to the assisted enterprise. A 
PVO with numerous requests for 
assistance can apply the concept of 
opportunity costs in deciding
which project would benefit most 
from the dCvelopmeIlt aencvI'S 
Iiminited resources. 'o achieve the 
economic goals of entelprise 
development, the PVO must con
s ier wh iclenterprises have the 
greatest potential for increasing 
income and employmct. It can 
also maximize its potential iimpact 
by selecting enterprises which 
create backward and forward 
economic linkages with other 
producers. 

Similarly, the PV can apply the 
principle of comparative advantage 
to decide which forms of assistance 
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it can provide most :ost-effectively. and opportunity costs-have been 
Business aid can take many forms, shown to be complex. They are. 
from highly technical process and And it is not useful, in spite of the 
operations design to accounting 
inventory control to markctintg 

and grains of truth in the notion, to 
take the position that Third World 

surveys. DUring the project selec- peasants aid small-scale entre
tion phase, it is crucial for a PVO preneurs are economically smart, 
to precisely identifv tile major con-
straints facing the business in order 

but just don't speak our lingo. It 
appears that the medium-term 

7t 

to analyze how well the donor fits success of small-scale entrepreneurs 
the beneficiaries. For example, if a as enterprise owners or participants 
group's main problem is marketing 
its products And tile IVO's spe-

lies in their making connections 
with the larger economic system, 

ciatv ismaaging business credit 
prograris, then the parties may not 

whatever its inequities mav be. 
They can thereby gain sone lever-

A PVO cannot subcon-
sciously discourage the 
beneficiaries from be-
coming business-minded 
and then expect the en-
terprise to thrive as a 

be compatible. A careful matchilg 
process at the outset cal help 
prevent the IVO from blundering 
into half-baked projects which will 
deplete its own resources while 
providing little long-term gain for 
the beneficiaries. 

alge in the larger economic system, 
as well as begin to deal effectively 
with its inequities. Ifthi's is so, thoi 
we lcannot avoid the hard task of 
transJ'erring the practice oj ongoing 
economic analysis to them. 

But how can we do it? How can 

tile IVO encourage small-scale 
IFWE HAVE TROUBLE
THNKIFE VECRO Lprinciples
THINKING ECONOMICALLY, 

entrepreneurs to continue to apply 
such as comparative

advantage and opporttnity costs 

THIRDOW ORD PNEA NTS
THIRD WORLD PEASANTS 
DO IT? 

when thc\ evaluate business 
prospek.t, on their own in the 
future? 

The two economic conce[ts pre- One way is through hands-on 
sented here-comparatixe advantage management training of a fairly 
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lengthy duration. Learning to use to move to a more advanced level 
the results of econonlic analysis to of commercial activity. By becom
identify business opportunities on a ing members, co-owners or-share
regular basis takes time. People holders of some sort of organized 
with little previous experience in entity that is larger than the Indi
the marketplace do not become vidual, they can start to overcome 
innovative entrelprell .urs Overnight, their limitations. 

While business advice and short- Likewise, inter'mediary institlu
term ilter\ention may help the tion:s offering; advisory' services 
enterprise maneuver tihrough one -which may well be Ofa perna
crisis, it will not ncessarily teach nCnt nature-are often necessary. 
the managers how to get tlrough These resoulrces need to bc avail
tie next one on their Own. A self- able to the sinallholde,'s' ,)rgan
sustaining enterprise needs skilled ization, initially as a subsidized 
people who will siill be around service and eventually on a fee-for
after the 1VO depar'ts. And skills service basis. 
transfer of this sort. especially in Finally, what answer can we give 
the absence of a formal educati'. al to those who fear that the social 
envihonmen:, requi-es practical, on- goals of development will inevitabl, 
the-job experience to be conplte,. conflict with the ecoot iic goals? 

TO help create a trul seff-stiffi- Must the group and the PV) even
cient enterprise, the PV) must tuall\ choose one over the other? 
instill in !ocal participants the habit The view taken herre is that if the 
of conitinuing to respond to the beneficiaries are expected to even
evolution of comparative advantage t all v stand on their Own, the PVO 
and weighing opportunity costs cannot neglect onparting the hard 
anew as conditions change. The ke' skills necessar'y for them to Lh( SO. 
attitude to foster is that a viable It cannot subconsciously discourage
btisines,;-tleit viable busiess-is the g1rouip menlbe's fiom becoming 
not entr'eh at tie mercy' of eco- business-inildd and then expect 
nomic factors bex ond their control, the enter'prise to thrive as a coin-
They caii take an active 'itance miercial entity-hoping for what 
toward trade bV coiistaitlh' seeking author Jutidith T ndler has termed 
out undertiilized opportunities and "a kind of innimaculate capitalist 
deve'oping new markets. Undr- conception.":: Regardless of 
standing this process comes from whether a businIess is designed to
experiencing it. "lihi ughout the life earn maximn profits or provide 

of reir business, ongoing anah'sis maximum service, r s-whether the 
and commercial kiniw-hiow will profits accrue to individuals or the 
continue to be necessary. comulli tv, the enterprise must be 

The skills transfer process also mainaged efficientlh and creatively' 
requires facing Ipto certain limita- to achie\ve itseconomiic goals. 
tions of individual smallholders or Does this meain that aii enterprise 
entrepreneurs. Acting alone, they' must subordinate its social goals, at 
usuially cannot achi.ve the perspec- least ii the short ruii, in order to 
tive on larger market forces iieeded achieve commercial viability? The 

:Judith Tendl-r, "The Well-Tmpered Capitalist: Profiles from Boliian Coops," Grssots 
De'velofmpn', Vol. 8, No. 2 (1984), p. 44. 
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answer to this question is not easy; rescue then from their poverty
it depends in part on what the If we, as outsiders, believe insocial goals are. Suffice it to say enterprise development as a way to
that if one of the purposes of the decrease dependency, then we must 
project is to help poor people get a encourage those whom we assist tofirmer grip on their own future, apply the same rigorous analytical 
then the establishment of a trul tools (such as the two discussed
viable business is one way of here) which First World enterprises
convincing them that they are not routinely' use. When we neglect our
entirely subject to forces beyond potential to transfer these tools to
their control and that they do not small enterprises in the Third 
have to depend onottsiders to World, we are selling them short. 
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