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TECHNOSERVE

Technoserve, a private, nonprofit organization, aims to improve the
economic and social well-being of low-income people in developing countries
through a process of enterprise development which increases productivity,
jobs and income. We concentrate on agriculturally related enterprises of
medium scale. These take various forms, but are generally community based.

We accomplish these goals through a systems approach o enterprise
development which involves management, technical assistance and training .

Technoserve was founded in 1968, We work in Africaand Latin America.
We currently have a staff of over 160 persons, made up primarily of highly-
qualified citizens of the nine countries where we operate.

Technoserve is funded by religious organizations, individuals, foundations,
corporations, host country instituttons and 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 scttings.

The fundamental thrust for R & D activities remains strongly consistent
with that of the history of Technoserve to date—continued self-examination
and learning so that our work of improving the lives of low-income 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 sumulate debate and dialogue
with others who are concerned with Third World problers.



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 thev 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 analvsis used by businesses clsewhere so they can compete
in the larger marketplace. Economic wols 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 entreprencurs need 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
PYO must instill in local
participants the habit of
continually  responding
to the evolution of com-
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 women decides to start a community beekeeping
project as a means of carning more income for their families. They have
heard about similar projects in other communities which have been
successful. Thev ask for help from an American private volunzary organi-
zation (PVO), which agrees to provide equipment, a low-interest loan for
starting capital and nitial training.

The project appears desirable to evervone involved. Apicultare is a
traditional pursuit. The operation is expected to be relatively simple,
requiring neither foreign rechnology nor sophisticated production tech-
niques. Tt will not consume a large portion of the women’s time or land,
feaving them free w grow food for their families. In time, it may even
generate a couple of new jobs in the community. Eventuzlly, and most
important, it is expected to help the local people become more self-reliant
and shape their own futures,

But things gradually start to go wrong. Little problems grow into larger
onies. Neither the women nor the PVO had previous experience with this
wpe of enterprise. Both technical and commercial aspects of apicultare
turn out to be less simple than anticipated, and the business suffers some
significant initial losses. Transporting the product to the nearest market is
costly. Most distressingly, the group does not seem 1o be able to produce
and sell honey as cheaply as its competitors. The domestic market is
becoming more flooded every day, and there is little export potential.
Atter three or four years the enterprise still has not shown a profit.

The PVO is faced with a stark dilemma: it must cither 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 casy answers. But it has
become clear that enterprise development—whether under the guise of
“micro lending,” “income generation” or “SMED” (Small and Medium

Enterprise Development)—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.
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other scctors, enterprise develop-
ment is intended to promote both
the social and cconomic well-being
of low-income people. But it is
easy to get confused about pre-
cisely where the borderlines of the
social and commercial spheres lic.
As a result, the ecconomic analysis
that should be applied to the
marketplace sometimes gets lost
among the myriad factors compet-
ing for attention in the enterprise
development process as we now
know it,

Two of the basic concepts used
in cconomic analysis are compara-
tive advantage and opportuniy
costs. While not strangers to many
practitioners of rural enterprise
developmeny, these tools are not
vet a fundamental part of the grass .
roots development kit. Yet both
can play a major role in determin-
ing the long-term sustainability of
an enterprise.

A QUICK LOOK AT THE
TERMINOIJLOGY
Comparative advantage refers to
the ability to provide a certain

good or service at a relatively lower

cost than competitive producers. In
business terms, it means specializ-
ing in what one can produce and
sell most profitably at a particular
time, given the resource endow-
ment and marketing opportunities
availzble. It implies selling poods
produced using locally abundant
(and relatively cheap) factors of
production and buying goods that
would otherwise use up scarcer,
more expensive local resources,

Economists are careful to point
out that comparative advantage
refers to the relative rather than
absolute cfficiency of one’s pro-
duction. According to Ricardo’s
theory, a country (or individual
business) that can produce several
goods more cheaply than its
competitors should nonetheless
specialize in producing the good
for which its cost advantage is
greatest 1w order to gain the most
from trade. To use a simplified
example, an agricultural cooperative
i one community may be able o
produce both tomaroes an
pitchtorks more cfticiently than any
other producers in surrounding
arcas. However, if 1ts cost advan-
tage is greatest for pitchforks, the
members would do better to buy
their tomatoes from another com-
munity and concentrate on making
more pitchforks to sell. (Of course,
in reality, this is possible only
when adequate markets and means
of distribution exist.)

By its trequent association with
ternational trade, the term
“comparative advantage” has unfor-
tunately acquired some excess ideo-
logical baggage, attribuzable largely
to dependency theorists. ™ = As a
result, some people automatically
connect the concept with unregu-
lated market forees, free trade,
dependency on outsiders and a
dangerously vulnerable economy
relying on a single export com-
modity (usually a cash crop or
mineral). Taken literally, however,
the principle of comparative
advantage denotes none of these
things. Rather, it is a tool for

“Small enterprises are receiving increasing attentio ~as a development targetin the 1980s. In Africa

alone, by early 1986 at least thirty-five Americ

Az PYOs had established enterorise development

projects. From 1986 1o 1987, AID more than douded their funds devored 1o selected developmiem
activities that support private enterprises from $4% million w about $100 million.



“Opportunity costs” re-
fers to the cost of fore-
gone opportunities when
one chooses to use lim-
ited resources in one way
instead of another.

examining a particular situation to
determine the most profitable way
to use one’s resources in a heavily
interdependent world.

By comparison, opportunity costs
is a relauvely neutral term. It refers
to the cost of foregone benefits
when a dectsion is made w use
limited resources in one way
mstead of another. Economists
measure opportunity costs accord-
ing to the value of goods that
cannot be produced when the
necessary resources have been used

to make another good. The crucial
criteria for analvsis are the
net benelits those same resources

could have generated 1f deploved
alternatively.

More simply put, opportunity
costs are related 1o the broader eco-
nomic problem of scarcity, of
choosing whether to have one’s
cake or cat it. A farmer cannot
giow cassava il she decides o use

THINKING ECONOMICALLY

all her land, money and physical
effort to produce maize and beass.
There is a trade-off involved in
every choice. Although producing
maize and beans may be profitable,
she should nonetheless consider the
potential net benetits to be gained
from other crops before deciding
what to grow.

In a sense, “comparative advan-
tage” and “opportunity costs™ are
merely ditferent sides of the same
coin. The two coneepts play com-
plementary roles in making radonal
choices, since both have to do with
speciahization. Comparative advan-
tage can be used o determine the
most cost-ctfective activity on
which to concentrate and from
which to derive maximum gains
from trade, while opportunity costs
measure the foregone benetits from
the alternatives not chosen.

These coneepts have spawned a
vast body of cconomic literature
since the carly nineteenth century
and warrant more discusston than
we can give them here. Instead, we
shall consider how these classical
theories pertain to enterprise devel-
opment at the grassroots level.

APPLYING LCONOMIC
CONCEPTS TO INDIVIDUAL
ENTERPRISES

Economic analvsis of a rural busi-
ness venture requires, among other
things, a comprehensive view of the
past, present and futare. One’s

“The dependencey schoaol of thought argues that imperialism and mternational capitalism, not dif-
ferences incultural history, are responsible tor the continued underdevelopment of the Third World.
According to Furtado and other proponents of this theory, the Western natons at the core of the
model became developed by explotting the resources of the underdeveloped regions on - the
periphery. Dependency theorists claim that this core-periphery status remains in effect oday, in
part because of the intusion of foreign capital and technology which keeps the nations on the

periphery dependent on the West. They

mantain  that accelerated  development and

improvements in fiving standards in the Third World can oceur onlv it imbalances in world power

are redressed.
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Even if a business plan is
expected to be profitable,
it is not the best choice
unless it is superior to the
alternatives.

Arural enterprise, no mat-
ter how well suited to the
inhabitants of a comnu-
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.
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current comparative advantage is
partially the result of what has hap-
pened in the past—the infra-
structure that has been buile and
paid for, the skills that local people
have developed through the years.
Morcover, it would be imprudent
to plan a new enterprise without
giving thoughttul consideration o
future trends, since a major com-
mument of resources is hard
retract. As one author notes, “As
soon as a decision taken today can
no longer be undone tomorrow
without costs. the future needs to
be taken into account in taking
action in the present.”*

Some cconomists have recently
emphasized the dvnamic nature of
comparative advantage. As the
commerciar and social environ-
ments change, so does the relative
cost-cffectiveness of making, and
seliing different products. A major
shift in any of the complex inter-
woven components of commeree,
be it local transport or international
prices, can have a significant impact
at the enterprise level.

For this reason, it is insufficient
for emerging entreprencurs o use
the tools of comparative advantage
and opportunity costs only during
planning stages and then discard
them once their business is operat-
g, Instead, managers of rural
businesses must acquire the habit of
continually secking out new oppor-
tunities in order o best respond o
changing trends.

Look, for example, at the experi-
ence of the farmers of La Libertad
Cooperative in Panama. Thus far,
they have been able 1o raise their
incomes by getting onions to
market four weeks carlier than
most farmers in the country, at a

time when onions are scarce and
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 were there all
along; the tricky part was deter-
mining how to use them most
profitably. Through participation in
a commercial organization—their
cooperative-—mary farmers were
able to benefit from a few key
people’s know!edge of markets and
new technolegy.

What is important in this exam-
ple is not the clever scheme of get-
ting onions to market four wecks
carly. After all, a trick like that
douesn’t work a second time in the
real world if just dumbly repeated.
We are coneerned instead with a
way of thinking about the patterns
of change in the marketplace,

For instance, if other farmers in
Panama started marheting onions
carlier and drove prices down, what
shouid La Libertad’s members do?
They would need to wurn their
attention to other under-exploited
opportunities. In fact, there will
continue to be “what-to- do-next”
dilemmas as the dyvnamic of the
marketplace ¢hbs and flows. Read-
g those dynamics then becomes a
core skill of the members. After a
while, merely turning their auen-
ton to other under-exploited
opportuntties will not be enough.
They will have to create them.

What complicates the application
of a macrocconomic principle such
as comparative advantage to local
enterprise development is that the
process cannot short-circuit the
macro level. On the contrary, eco-
nomic analysis of rural businesses
should typically begin with national

*Schydlowsky, 1984, p. 445,



trends, moving from general to
specific. After all, a particular com-
munity may provide an ideal sive
for sugarcane production and
processing, but this makes little
difference if the outlook for the
sector as a whole is bleak.

To illustrate, let's trace the course
of analysis leading to the establish-
ment of a community-owned palm
ol business in Ntinanko, a small
village in Ghana. Since the product
was intended partly for export, it
was necessary to consider Ghana's
long-term comparative advantage in
the world market for palm oil. A
survey revealed that the country's
resources and elimate gave it a nat-
ural edge in palm oil production,
although current production costs
were relatively high, This situation
vas atributed largely o a nation-
wide decline in agricultural produc-
tivity and a consequent rise in the
prices of scarce commodities. Since
Ghanay agricultunal sector was
undergoing significant rehabilita-
ton, the analvsis concluded that
the long-term outlook for lower-
cost production and marketing of
palm oil was positive, especially in
untapped domestic markets.

Another major consideration in

THINKING ECONOMICALLY

assessing future domestic demand
was whether or not palm oil was
an inferior good—a lower cost
substitute for which demand
decreases as consumers’ incomes
rise. Onee again, the trends were
optimistic: West African incomes
were likely to rise, but palm oil
was not an inferior good. Con-
sumption was likelv 1o increase
with rising incomes; both domestic
and foreign demand could be
expected to grow,

Once the outlook for the sector
at the macro level was determined
to be good, 1t was necessary o
weigh the risks involved at the local
enterprise level. Transportation was
identified as the largest single risk;
both mechanized and non-mecha-
nized methods of transport were
considered. ‘The problem of equip-
ment maintenance made a fow-
technology model appear more
attractive, although it would
require greater labor efficiency. The
additional risk of inadequate market
demand and surplus supply meant
that new channels of distribution
would be necessary o sustain a vi-

able enterprise,
Next, these findings were
brought to bear o the evaluation

TECHNOSERVE @ FINDINGS '37 @ 5
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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
village boundaries.

6 ® TECHNOSERVE @ 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 o increase once the voung
plants matured.

Only at this point, after having
taken time to evaluate the options
and implications at the macro,
micro and site-specific levels, is one
ready to make the econoriic deci-
sion to go ahead with the proposed
enterprise,

A dynamic analysis of compara-
uve advantage calls for a com-
plicated exercise in probabilitics:
whether production costs will drop,
roads will be improved, currency
valuatons will change or world
market demand will yrow. When
considered individually, however,
these factors tell an incomplete
story. The process of systematic
evaluation requires more than
following a pat checklist of
potential problems. An overall
knowledge of the commereial
environment, combined with an
understanding of the nuances of
local human behavior, forms the
mortar which holds the individual
economie factors together.

An analytic process like the
above not only takes considerable
time, but also skill and experience
locally and regionally.

The savvy reader, however, will
note what we have left out: the
matter of the commitment of the
community to this enterprise, and
how that commitment is slicited,
formed or discovered; the cultural
and social dynamics of the commu-
nity—who has got what at stake in

the formation of this enterprise,

and why; the matter of the manage-
ment of the enterprise after it has
begun, and how community mem-
bers are to be trained 1o sustain it.
These other issues, much talked
about in the catechism of grassroots
development, are v chemselves
enormously tricky ones. Yet, please
note, we are here focusing only

on two cconomic coneepts which
are of great use in enterprise
development: comparative advan-
tage and opportunity costs. And
theyv alone suretch our skills as
developers, not to mention those of
our beneficiaries.

ECONOMIC ANALYSIS: WHY
IT MAY BE OI'TEN SLIGHTED

No rational person starting a new
business or expanding an existing
one would commit resources o the
project without conducting at least
rudimentary financiai analysis to
determine projected costs and
revenues. These figures measure the
potential profitability of a particu-
lar enterprise. But financial analysis
by itsclf does not necessarily take
nto account the alternatives. To
move bevond this narrow mode

of evaluation and examine the
proposed enterprise in a compara-
tve framework, the entreprencur
must apply the wols of economic
amalysis.

Of course, it would not be feasi-
ble to thoroughly evaluate the
desirability of every conceivable
enterprise which might be estab-
lishedd in a particular location. The
financial costs alone would be
prohibitive, not to mention the
trme involved. Nevertheless, ir is
important for entreprencurs and
those who assist them to keep in
mind that the initial idea is not



The concepts of oppor-
tunity costs and compar-
ative advantage may not
seem real enough to
those involved in an
enterprise project when
initial concerns are fuel,
wages, equipment and so
forth,

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 opportanity costs do
not always receive enougn attention
in practice. Development organiza-
tons with a grassroots orientation,
who are in the business of starting
and/or assisting Third World rural
(and to some extent urban) busi-
nesses, do not necessarilv make
maximum use of these coneepts.
There are several reasons why.

The simplest explanation is that
these concepts do not seem real
enough. For a rural group starting
a maize nulling business (and the
outsider helping them), the cost of
the equipment, the price of fuel
andd the wages of emiplovees are all
obvious constderations in the initial
evaluanion. These are all tangible
wungs which require hard cash.
However, the projected net benefits
from processing vegetables or rais-
ing rabbits as an alternative may be
considered too abstract 1o factor
into the teasibility study. Similarly,
the question of diversification
—whether the mill should only
precess maize or should also grow
it, for example—sometimes escapes
systematic evaluation.

Another possible reason for
ignoring these broad principles
may derive from semanties and/or
ideology—the attitude that a micro-
enterprise i1s by definition a discrete
unit which serves only local needs.
From this viewpont, the commu-
nity seems o small and the out-
side world wo peripheral o war-
rant a truly thorough cconomic

THINKING ECONOMICALLY

evaluation. The community 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-
deseension towards the Third
World of the sort that some recent
writings have pointed to as the flip
side of our supposedly humani-
tarian concern.”

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

Rural enterprises are not isolated
and self-contained entities; they are
part of an integrated commercial
network which extends well
bevond the village boundaries. The
most successful small businesses
tend to become larger and more
complex over time. The nature and
tastes of the customers 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 economic concepts
is the tendeney of outside agencies
to concentrate much more on the
needs of those operating the busi-
ness than on the demands of their
potential cusiomers and the market
for their products. This is a natural
enough tendency, given the assist-
ing agency’s focus on the owners
and employcees of the community
business as beneficiaries; none-

#See, for example, Pascal Bruckner's Tears of the White Man, Compuassion as Contempt.
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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.
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theiess, it is an instance of missing
the torest for the trees. Of course,
it is true that both comparative
advantage and opportunity costs
measure the resources and abilities
of the producer, not the consumer.
However, both principles are ulti-
mately used in business o deter-
mine the potential gain from trade,
which is always subject to both
market access and the tastes and
purchasing power of consumers, A
rural enterprise, no matter how
well suited to the inhabitants of a
commurity, is building on shaky
ground if it blindlv assumes that a
market for its product exists and
can be tapped.

This latter sitwation i probably
the most common failure seenario
in enterprise development experi-
ence. Tris well illustrated by the
troubled history of the Turkana
Fishermen’s Cooperative Society in
northern Kenva. Started in the late
1960s to improve the living con-
ditions of the nomadic Turkana,
the Society eventually constructed a
huge fish processing plant on the
shore of Lake Turkana, funded in
large part by foreign donors. The
Turkana themscelves adapred fairly
well to their new oceupations many
of them abandoned their seasonal
wanderings in favor of permanent
residences and steady employment.
According to most social indica-
tors, the living standards of the
20,000 participants were expected
to rise considerably.,

Unfortunately, the attention
devoted 1o the Turkana fishermen
tar overshadowed any concern for
the marketability of their product.
Freezing fish in the middle of the
desert turned out to be an expen-
sive proposition in the face of esca-
lating energy costs, and the lack of
nearby markets made transport

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 Kenyan
consumers. As an evaluation team
admitted in 1984, “The project has
been inserted into an environment
where there is too little information
about economic, social, political,
administrative and cultural factors.”
The Turkana processing plant
may be an casy target. Nonetheless,
it demonstrates how impossible it is
to judge the suitability of a rural
business to a specific locale without
weighing the options. From an cco-
nomic perspective, anticipated
profits and projected rates of return
are inadequate indicators unless
measured against corresponding
figures for other possible projects.
Even if an enterprise is expected 1o
be financially profitable, it is not
the best choice for a community
unless it is superior to the feasible

alternatives.

THE CULTURAL HISTORY OF
PVOS: ARE SOME OF OUR
PAST BIASES GETTING IN
THE WAY OF WHAT WE
WANT TO ACCOMPLISH?

Enterprise development did not
really exist as a development sector
until PVOs began to get involved
in it during the laze 1970s and carly
1980s. We have suggested above
some reasons why the incorpora-
tion of cconomic analysis into the
project planning process has been
slow. In addition, there are perhaps
some historical biases within the
PVO community which have
accounted for this hesitancy and
which, if not examined, may con-
tinue to impede the achievement of
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the very benefits that th‘_\‘ lmpc to
toster by taking part in enterprise
development,

One o these may be our whole-
sale rejection of the “top-down”
project process. We are genenally
against the practice of outsiders
taking too dircctive a role in plan-
ning the enterprise, preferring
mstead to leave the initial identi-
fication of needs and strategies as
much as possible to the communi-
tv. No doubt this anti-inter-
ventionist stanee derives from vears
of watching large-seale donors
INJCCt INAPPropriate projects into
rural arcas without bothering 1o
learn from or even become aware
of the accumulated experience of
lacal people. And it is true, of
course, that an enterprise stands
littde chanee of survival in the long
run it the expected beneficiaries
have deinonstrated no real commit-
ment o the project.

The problem with this view,
however, is that in being sensitive:
to the needs and aspirations of the

beneficiaries. it ignores the point of

having outsiders come 1o help in

the first place. 1, as we are increas-

mglvall agreeig, money and
tangible objects mav not be the
most tmportant things we have to
offer o the Third World, then why
are we there, if not to share knowl-
edge and help o bridge gaps which
would be hard o bridge without
us?

Letus not be so humble as o
slight the valuable information and
perspective that outsiders can
provide to rural entreprencurs
when they are forming a new
enterprise or contemplating 1 major
change in an existing one. Compar-
ative advantage and opportunity
costs are best determined through
didogue, not monologue. Even
large corporations in the industrial
world engage outside consultants in
conducting business swadies, adher-
mg to the commonsense notion
that outsiders might see things that
msiders would overlook, Both
donors and recipients can make
vital contributions o the enterprise
design process, cach bringing their
own comparative advantages to it

The PVO should bring o the

TECHNOSERVE @ FINDINGS 87 @ 9
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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 svstem,
Local people, on the other hand,
can point out reasons why the
PVO's previous experience may not
be entirely appiicable in their case.
Sometimes rural entreprencurs
considering a new business venture
have more encrgy and enthusiasm
than they do market information.
They may want to start producing
charcoal simply because people in
the neighboring community have
successtullv done so. With their
limited commercial experience,
however, they mav overlook the
flaws in their proposed scheme as
well as the other aliernatives which
would be better suited to their
situation. A PVO which whole-
heartedly embraces a group’s
proposals, knowing that better

opportunities might have beer

revealed upon investigation, is
doing its clients a disservice by not
encouraging them o seck the
optimal alternative,

Ot :ourse, a PVO cannot effee-
tively preach what it does not prac-
tice itself. Economic principles are
as applicable 1o 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 developrent ageneyv’s
limited resources. To achieve the
cconomic goals of enterprise
development, the PVO must con-
sider which enterprises have the
greatest potenual for increasing
mcome and emplovment. It can
also maximize its potential impact
by selecting enterprises which
create backward and forward
cconomic linkages with other
producers,

Similarly, the PVO can apply the
principle of comparative advantage
to decide which forms of assistance
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A PVO cannot subcon-
sciously discourage the
beneficiaries from be-
coming business-ininded
and then expect the en-
terprise to thrive as a
commercial entity.

it can provide most cost-etfectively.
Business aid can take many forms,
from highly technical process and
operations design to accounting and
inventory control to marketing
surveys. During the project selec-
tion phase, it is crucial for a PVQ
to precisely identfy the major con-
straints facing the business in order

THINKING ECONOMICALLY

and opportunity costs—have been
shown to be complex. They are.
And it is not useful, in spite of the
grains of truth in the notion, to
take the position that Third World
peasants aud small-scale entre-
preneurs are cconomically smart,
but just don’t speak our lingo. It
appears that the medium-term

to analyze how well the donor fits
the beneficiaries. For example, if a
group’s main problem is marketing
its products and the PVO’s spe-
cialty is managing business credit
prograras, then the parties may not
be compatible. A careful matching
process at the outset can help
prevent the PVO from blundering
into half-baked projects which will
deplete its own resources while
providing little fong-term gain for
the beneficiaries.

IF WE HAVE TROUBLE
THINKING ECONOMICALLY,
HOW CAN UNEDUCATED
THIRD WORLD PEASANTS
DO IT?

The two economic coneeyts pre-
sented here—comparatve advantage

success of small-scale entrepreneurs
as enterprise owners or participants
lies in their making connections
with the larger cconomic system,
whatever its inequities may be.
They can thereby gain some lever-
age i the larger cconomic system,
as well as begin to deal effectively
with its incquities. If this is so, then
we cannot avoid the hard task of
transferring the practice of ongoing
cconomic analysis to them.

But how can we do ir? How can
the PVO encourage small-scale
entrepreneurs to continue to apply
principles such as comparative
advantage and opportunity costs
when thev evaluate business
prospects on their own in the
future?

One way is through hands-on
management training of a fairly
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lengthy duration. Learning to use
the results of economic analysis to
identify business opportunities on a
regular basis takes time. Prople
with little previous experience in
the marketptace do not become
innovative entreprencurs overnight.
While business advice and short-
term intervention may help the
enterprise mancuver through one
erists, 1t will not necessarily teach
the managers how to get through
the next one on their own. A sell-
sustaining enterprise needs skilled
people who will sull be around
after the PVO departs. And skills
ranster of this sort, especially in
the absence of a formal educatioual
environment, requires practical, on-
the-job experience w be complete.

To help create a wruly self-suffi-
cient enterprise, the PVO must
insull in local participants the habit
of continuing o respond to the
evolution of comparative advanuage
and weighing opportunity costs
anew as condivions change. The kev
attitude to foster is thar a viable
business—thetr viable business—is
not entirely at the merey of eco-
nomic factors bevond their control,
They can take an active stance
toward trade by constantly secking
out underutilized opportunities and
deve'oping new markets. Under-
standing this process comes from
experiencing ir. Throughout the life
of their business, ongoing analvsis
and commercial know-how will
continue to be necessary.

The skills transfer process also
requires facing up to certain limita-
vons of individual smallholders or
entreprencurs. Acting alone, they
usually cannot achizve the perspec-
tive on larger market forces needed

to move to a more advanced level

of commercial activity. By becom-
ing members, co-owners or share-
holders of some sort of organized

entity that is larger than the indi-

vidual, they can suart w overcome
their limitations,

Likewise, intermediary institu-
tions offering advisory services
—which may well be of a perma-
nent nature—are often necessary.
These resources need 1o be avail-
able o the smallholders’ organ-
ization, imually as a subsidized
service and evenwually o a fee-for-
service basis,

Finally, what answer can we give
to those who fear that the social
goals of development will inevitably
conflict with the cconomic goals?
Must the group and the PVO even-
tuallv choose one over the other?

The view taken here is that 1f the
beneficiaries are expected to even-
tually stand on their own, the PVO
cannot negleet imparting the hard
skills necessary for them o do so.
It cannot subconsciously discourage
the group members from becoming
business-minded and then expect
the enterprise to thrive as a com-
mercial entity—hoping for what
author Judith Tendler has termed
“a kind of immaculate capitalist
conception. ™ Revardless of
whether a business is designed to
carn maximam profits or provide
maximum service, or whether the
profits accrue w individuals or the
community, the enterprise must be
managed efficiently and creatively
to achieve its economic goals.

Docs this mean that an enterprise
must subordinate its social goals, at
least in the short run, in order w0
achieve commercial viability? The

“Judith Teadler, “The Well-Tempered Capitalist: Profiles from Bolivian Coops,” Grassraots

Development, Yol 8, No. 2 (1984), p. 44



answer to this question is not casy;
it depends in part on what the
social goals are. Suffice it to say
that if one of the purposes of the
project is to help poor people get a
firmer grip on their own future,
then the establishment of a truly
viable business is one way of
convincing them that they are not
entirely subject to forces beyond
their control and that they do not
have o depend on outsiders to

THINKING ECONOMICALLY

rescue them from their poverty

If we, as outsiders, believe in
enterprise development as a way to
decrease dependency, then we must
encourage those whom we assist to
apply the same rigorous analytical
tools (such as the two discussed
here) which First World enterprises
routinely use. When we neglect our
potential wo transfer these tools to
small enterprises in the Third
Warld, we are selling them short.
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