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Executive Summary 

Throughout the developing world, private and public organizations manageprograms to assist small and micro-enterprises. The institutions are distinct, their programs varied, and their beneficiaries differ=t. Yet almost all organizationsattempting to carry out assistance programs for small and micro-businesses could 
benefit by becoming 

- more efficient in their activities, 

- moreeffective in responding to the needs of their beneficiaries, and 

- more sustainable in their operations. 

Well-managed organizations for development assistance are able to set and
maintain goals and priorities, while adapting to a changing environment and /adjusting to their own growth and change. They can become self-sustaining, inboth their finances and the quality of their staffs. They can work effectively with,learn from, and share ideas with other organizations having similar aims. 

Assisting resource institutions to develop t,bse characteristics is an importanttask, given the significance and difficulty of their work. Providing services to
small and micro- enterprises requires much skill, vision, and commitment of
institutional managers and staff. Program designers and managers need to be

sensitive to the needs of the entrepreneurs they wish to help.
 

These small and micTo-entrepreneurs are not easily described. They are a
diverse group and many of them are engaged in multiple income generating

activities. Their businesses often are closely tied to family economies, and theirtendencies to avoid risk and be wary of formal institutions increase the problems ofidentifying them and appreciating their needs. Seeking to improve the conditions

within which these people work - e.g. by information services or small-scale

infrastructure - may sometimes be a more useful approach than trying to reachparticular entrepreneurs. Occupational category, ethnic and religious indentity,
gender, age, and mobility are important characteristics for resource institutions toconsider in designing assistance progra-s, for they help determine what kinds of
assistance are appropriate for specific contexts. 

Entrepreneurs' needs as they perceive them may differ from those identified byothers. Whereas a needs assessment survey might indicate that entrepreneurs needmarketing assistance or training more than credit, credit usually ranks first amongtheir self-expressed needs. The features small or micro-enterprises have in commmon are important but few, and assissing their needs beyond these takestime. Thorough and deliberate planning; careful research, patient implementation,
limited staff rotations, and realistic project cycles all can heighten the effectiveness
of both resource institutions and the small and micro-businesses they serve. 
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Six principal types of organizations provide assistance to small and microenterprises: 

- international prvate voluntary organizations, 

- local and national private voluntary organizations, 

- cooperatives, 

- government agencies, 

- banks, and 

- business associations. 

Similar institutions tend to share characteristics with regard to size, scale ofoperations, degree of institutionalization, adaptability to local circumstance,socioeconomic emphasis, dependence on donors or subsidies from government,and ability to influence the policy environment. 

- Imernt.tionalprivatevoluntaryorganizations range from very large to small.They may reach a large number of beneficiaries, but the number they reach ikany one country may be quite limited. International PVOs often are wellinstitutionalized and, when thjy work through local grantees, they can beflexible and iadaptable. They vary considerably in the socioeconomic focus oftheir programs  whether they emphasize business development or socialwelfare goals. Such orgaizations tend to have diversified sources of fundingthat encourage. their sustainability over time. Finally, their ability to influence
the policy environm,-nt is limited 

- National and localprivatevoluntary organizations tend to range from mediumto very small. They often specialize in intensive service to a very specificclientele. While some are well institutionalized, there are many more that areonly loosely organized. They can be very responsive to local circumstance.They vary in socioeconomic emphasis and tend to be highly dependent ondonor assistance. With some exceptions, most are not able to exert much pressure on national decision making processes. 

- Cooperatives rarely grow beyond a few hundred members, but nationalfederations of cooperatives often have memberships numbering in thethousands. At the national level, they tend to be well institutionalized; at thelocal level, however, they c.n be much less stable. The necessity ofmaintaining cooperative forms of organization afid the existence of considerablegovernment regulation often make them less flexible than other types oforganization. Cooperatives tend to empahsize community and social welfaregoals at the same time that they stress business performance among themembers. They vary considerably in their degree of dependence and they tendto have little control over policies that zffect them. 
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- Banks tend to be large and to operate on an extensive scale, particularly incities. They are highly institutionalized and are frequently less adaptable to localcircumstance than other organizations. They have a firm commitment tobusiness performance and tend to operate for profit, although some governmentbanks subsidize programs for low-income borrowers. Banks can have thecapacity to affect government policies related to interest and exchange rates, andindustrial and commercial policy, but may have littel interest in affecting policies
concerning low-income entrepreneurs. 

- Government agencies are relatively large and can reach large numbers ofbeneficiaries. They tend to be higly institutionalized and are often less adaptive
to local circumstances than smaller organizations. They vary in terms of 
socioeconomic emphasis. They generally operate on the basis of subsidies orfunding from government and international donors. Although part of thegovernment, agencies with low-income beneficiaries are often weak and their
influence on policy makers tends to be restricted to those issues that apply
uniquely to small and micro-enterprises. 

- Business associations'prograinsfor small and micro-enterprises sha= ,-nycharacteristics with national and local private voluntary organizations. Theytend to be relatively small and to be adaptive to local circumstance. Theygenerally emphasize a business orientation and tend to be more autonomous of
donor funding than other organizations. Business association, can have muchinfluence on government decision making but their interest in small and microenterprises may be limited if their membership is drai heavily from the ranks 
of medium and large entrepreneurs. 
All types of resource institutions have produced successes and failures in smalland micro-enterprise assistance programs. Decisions about which organizational


form to adopt or assist 
 therefore generally will depend on local conditions,experiences, available resources,and the particular strengths and weaknesses of
existing organizations. Nevertheless, the characteristics of different types of
organizations result in differing abilities to reach particular clienteles. Thus, privatevoluntary organizations and certain government agencies may bethe mostappropriate institutions for reaching the poorest entrepreneurs. Cooperatives andcertain types of government agencies may be best able to reach somewhat better-offentrepreneurs. Banks and business associations may be the most appropriateinstitutional types for reaching the most well-off among the low income small and 
micro-entrepreneurs. 

Among the most significant aspects of the policy environment for the work of resource institutions are those that affect interest rates, economic regulation,exchange rates, and discrimination based on scale of enterprise. Important aspectsof the socioeconomic environment include the dynamism of local and nationaleconomies, rates of inflation, level of infrastructure development, exter-iveness ofmarket linkages, and traditions of entrepreneurship. These factors are important for 
assessing the feasibility of enterprise assistance plans.

Four components form the building blocks of the vast majority of small andmicro-enterprise assistance programs - financial assistance, technical assistance,
training, and social promotion. Most prog,-'1 ms use one or more of six generalmodels combining these components in different ways and in different sequences: 
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- Individual financial assistance 
- Integrated financial assistance and technical assistance/social promotion 
- Integrated and sequenced training, technical assistance, and financial 
assistance for individuals 
- Group-oriented social promotion, financial assistance, and technical assistance 
- Training 
The models can be compared in terms of their cost, the level of beneficiary theyserve most easily, the kinds of skills they require of program staff, their laborintensity, their appropriateness for new or established businesses, and the extent towhich they require the active involvement and time commitment of beneficiaries.There is no "one best way" to design an enterprise assistance program. However,program models can be selected for serving a particular client group with thefinancial and human resources available to the institution. 
Regardless of the model adopted or the characteristics of the resourceinstitution, small and micro enterprise programs often share a set of recurrent
problems. 
 The problems most frequently encountered in programs are: 
- poor designs for credit and marketing components;
 
- inappropriately low user charges and interest rates;
 
- poorly delivered technical assistance;
 
- lack of beneficiary participation;
 
- overly complicated selection and monitoring methods; and
 
- the absence of periodic impact evaluations.
 
Helping resource institutions build capacity in program design skills can assist
them in turning problematic programs into more successful ones. 
Morefundamentally, helping them to build capacity in four broad areas can equip them tocope more successfully with their recurrent problems. 
- Assistance in improving strategic capacity can he!p resource institutions set
objectives and priorities, become more efficient, manage change, and become
 more sustainable and independent;
 
- Assistance in improving technical capacity can help resource institutions
generate better information about their financial status and plan for short,

medium, and long-term activities;
 
- Assistance in improving administrative capacity can help resource institutions
hire, train, and motivate staff and develop systems for effective internal

communication and coordination;
 
- Assistance in building communications capacity can help resource institutions
receive and impart information effectively and learn from feedback and
 
experience.
 
Several approaches and methods are appropriate for helping resource
institutions develop strengths in these capacity areas. For example, in helpingmanagers develop their capacity to think strategically about goals, priorities,change, and future planning, the case method is particularly appropriate. It also can 
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be an effective means to build decision making skills relevant for program designand administration. Capacity building in response to more substantive areas of
expertise can be done effectively through a variety of computer-based training
materials, "how to" manuals, and workbooks. Well-selected materials have
considerable potential to help resource institution management and staff in areas ofplanning, project design, financial and administrative management, and evaluation.Moreover, video and audio training materials exist that deal with issues such asbusiness applications of computers, budgeting and accounting, communicationsskills, personnel supervision, financial analysis, organizational design and control,and other substantive areas. Resource institutions can be assisted through thedevelopment of specific packages of materials that address their particular strengths

and weaknesses. 
Even the most skilled and dedicated collaboration between outside agencies andresource institution staff to increase strategic, technical, administrative, andcommunication skills will not produce perfect organizations and flawless programs.But such efforts can improve decision making, problem-solving, planning,implementation, knd other abilities to produce more efficient, effective, andsustainable organizations. Improvement in these skills, using their own and outside resources, will help them to cope better with the recurrent problems that characterizethe difficult, demanding, yet highly productive task of assisting small and microenterprises. Given the inhibiting effect that many of the recurrent problems have onthe performance of the resource institutions, this is an important set of goals. 
This work seeks to contribute to accomplishing these goals by bringing theresearch and experience of many people to bear on these problems within acomprehensive framework. Making this knowledge more widely available withinsuch a framework can facilitate collaboration by resource institutions as they seek tolearn from their own and others' experiences. 
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Chapter I 

Introduction 

Throughout the developing world, private and public organizations, nationaland international, manage programs to assist small and micro-enterprises. Theirprograms are varied, the institutions distinct, and the beneficiaries different. Yet,almost all organizations attempting to carry out assistance programs for small andmicro businesses could benefit by becoming more efficient in thjeir operations andmore effective in responding to the needs of their beneficiaries. ARIES is designedto assist these institutions' own efforts to strengthen their capacity to design,implement, monitor, and evaluate development assistance programs with increasedefficiency, effectiveness, and sustainability. 
In 1985, the Office of Rural and Institutional Development (Bureau for Sciencea..nd Technology) and the Office for Private and Voluntary Cooperation (Bureau forFood for Peace and Voluntary Assistance) of the Agency for InternationalDevelopment created the ARIES Project (Assistance to Resource Institutions forEnterprise Support). Theproject combines technical assistance, applied research,and training for public and private sector organizations that sponsor enterprisedevelopment programs. In this endeavor, ARIES builds on the research output andexperience generated through the PISCES I and PISCES II projects that werefunded by AIt) between 1978 and 1985.1 The findings of the PISCES projectsform the point of departure for ARIES. These earlier undertakings demonstratedthat it is possible to design and carry out programs to assist small and microenterprises in the informal sector. A series of case studies and programinterventions indicated that such assistance could help very poor people increasetheir income and welfare and could make it possible for very small businesses togrow and generate employment opportunities in developing countries. PISCES
identified types of small and micro-businesses that correspond to three different
levels of potential for generating income, welfare,growth, and employment;
different types ofprograms were deemed appropriate for assisting each level of
 

IPISCES isan acronym for "Program for Investment in the Small Capital Enterprise Sector." Itwas initiated in 1978 by the Office of Urban Development, Development Support Bureau (later,the Bureau for Science and Technology). ACCION Intemational/AITEC was the prime partner andPartnership for Productivity and the Development Group for Alternative Policies weresubcontractors. These organizations were asked to respond to three questions: 1) is itpossible toreach very poor urban dwellers and provide them assistance inrespect of their self-initiatedeconomic activities; 2) what methodologies/approaches seem to be effective?; 3)what are theimplications for donor agencies? (Farbman, ed. 1981:vii) Three volumes present the findings ofPISCES I and PISCES 11 (Farbman, ed. 1981; Ashe 1985; AID 1985). See also Blayney and
Otero 1985. 
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business.1 The studies also identified factors that increase the potential success ofsmall and micro-enterprise assistaice programs: staff adaptability; commitment;concern for social development; and effective credit, training, and technical
assistance. 

In ARIES, the main focus shifts from the small and micro-businessesthemselves to the organizations that carry out programs designed to assist them.The intention of the project is to help institutions such as private voluntaryorganizations, cooperatives, public sector agencies, business associations, andpublic and private banks become more efficient, effective, and sustainable as theydesign and implement programs. 
- Increasing efficiency means that resource institutions will be able toaccomplish more with the resources available to them and achieve their goals

more rapidly.
 
- Increasing effectiveness means that resource institutions wil be able to
respond to the needs of their clients with appropriate development assistance.
 
- Increasing sustainability means that resource institutions will become less
vulnerable to financial uncertainty, project failure, and dependence on particular

lenders or donors.
 
Our central working hypothesis is that the better managed the organizations, the
more efficient, effective, and sustainable will betheir programs. We believe thatwell-managed organizations for development assistance have the capacities to: 
- establish goals, set priorities, and adopt policies to ensure that goals are
achieved and priorities maintained.
 
- adapt to a changing enviionment, to learn from experience, to apply these
lessons to improve existing operations, and to make appropriate decisions about
institutional. change and growth.
 
- become self-sustaining and to develop sufficient autonomy from donors and
other sponsors to be responsive primarily to their beneficiaries, their own
experienc,., and changing circumstance.
 
- monitor finances effectively so that management can plan for the future, assess
ongoing activities, and make informed decisions about strategic, programmatic,

and administrative issues.
 
- identify, attract, motivate, and retain committed and effective staff. 
- work effectively with other organizations - public and private, national and 
international  to increase the impact of development programs. 

1According to the PISCES projects, Level I businesses arc extremnely marginal; community basedprograms stressing social welfare are most appropriate. Level IIenterprises are micro-enterprisesthat generate enough income to allow the owner to meet basic family needs; programs organizedaround small informal groups of similar size entrepreneurs are most appropriate. Level IIIbusinesses are very small enterprises that have the capacity to grow and to enter the formal sector,programs offering assistance to individuals are most appropriate. See Farbnian, ed. 1981. 
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- learn from others pursuing similar objectives; share with them successes,
frustrations, and problem-solving ideas. 
These are ideal characteristics, of course, and few orgarizationsever fullyachieve them. Nevertheless, institutions choosing to work with ARIES can drawupon project resources to improve their capacities in these areas and become more

efficient, effective, and sustainable. 
The project distinguishes four dimensions of capacity building from which
organizations can benefit 
- strategic, technical, administrative, and communicationcapacity. The most important of these is strategic capacity, which refers to the
ability of management to establish goals, set priorities, generate appropriate
institutional policies, and make choices appropriate to their context. For this
priority to be addressed constructively, improved technical capacity is needed
within the organization, particularly in tcxms of improved financial information
systr.ms. Similarly, improved strategic capacity requires 
- but also helps ensure increased administrative capacity, the ability to manage human resources md to
coordinate organizational activities. 
 All three dimensions of organizational capacityare strengthened when a resource institution becomes better able to receive and
communicate information and to learn from its own experiences and those of


others, including its clients.
 
ARIES seeks to help institutions develop these four capacities which are centralto developing effective, efficient, and sustainable ways to assist small and micro.businesses.Our research suggests that resource institutions can pursue the most

appropriate programs when they: 
- understand the beneficiaries they wish to assist;
 
- know the environment in which they vil pursue programs;
 
- appreciate the costs and benefits, advantages and disadvantages, of various

assistance program components.
 
Assessing and improving their organizational capacity in strategic, technical,
administrative, and communication areas helps them make better choices about
interacting with their clients, responding to environmental constraints and
opportunities, and selecting appropriate program designs. The interrelationships
among clients, environment, programs, and capacities are addressed in this


Strategic Overview Paper.
 
The paper should serve as a vehicle for discussion and sharing of ideas as the
project develops its focus on the priority issues facing the resource institutions and
their small and micro-entrepreneur clients. It is guided by and based upon theliterature of the field and on an extensive description and data set generated from


that literature.3 
 The data set has been developed and organized within theframework of a computer-based analytic bibliographic database (AskARIES). Thispaper is an attempt to derive from the literature, the data set, and interviews with 

3 For additional reviews of the literature, the reader is referred to "state-of-the-art" papers preparedunder the Employment and Enterprise Policy Analysis Project (EEPA), produced by the HarvardInstitute for International Development and Michigan State University under contract to the Officeof Rural and Institutional Development. 

http:systr.ms
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resorce institution staff a description of the environment within which resourceinstitutions carry on their work and the recurrent problems they face. Its purpose isto identify in what ways ARIES can help resource institutions cope more effectively
with these problems. 

'he logical starting point for this diagnostic and prescriptive paper is to describethe beneficiaries of the resource institutions. An extensive literatme documents thevariety and development potential of the small and micro-enterprise sector. Thefindings of the PISCES projects are particularly important. Chapter II taps this richliterature in presenting a framework within which to think about the world of thesmall and nicr,-cnterpreneurs. Who are the entrepreneurs? Where are theylocated? What do they do? How are they organized? What resotrces do they haveavailable to them? What are their needs? Answers to these questions shape theorientation of resou=e organizations. The chapter therefore presents in generalterms significant aspects of the identity, work, environment, and needs of the
clientele of the resource institutions.
 
Chapter M focuses on the resource institutions that assist the smallentrepreneur- their characteristics, the characteristics of the paricular clientele theyserve; and the context in which they deliver services. The chapter identifies theprincipal types of organizations that provide support for small and micro-enterprises- private voluntary associations, cooperatives, government agencies, banks, andbusiness associations  and compares their characteristics. It considrs briefly theorganizational. implications of delivering services to differenit qtes of low incomebeneficiaries and concludes with a discussion of the impact of the policy and
socioeconomic environments on the resource institutions.
 
Chapter IV takes a closer look at programs to assist small and microentrepreneurs. It identifies four components of enterprise assistance - financialassistance, training, technical assistance, and social promotion. The chapter then
presents six nmodels of programs that combine these components in different ways
and in different sequences. A matrix compares the characteristics of various modelsand is intended to help resource institutions select an assistance model that isappropriate to their resources, priorities, and capacities. The chapter concludeswith a discussion of common weaknesses in programs to assist small and microentrepreneurs: poor designs for credit and marketing components, failure to assessappropriate user charges and interest rates, poorly delivered technical assistance,
lack,of beneficiary participation, overly complicated selection and monitoring
methods, and the failure to undertake periodic evaluations.
 

Chapter V draws upon the rich literature documenting experience with smallscale enterprise to identify what seem to be the most important recurrent problemsfaced by resource institutions. These recurrent problems are grouped into broadclusters of reiated issues and discussed in terms of the priority in which they needto be addoessed. The sources of the problem are identified along with theimplications for the performance of the resource institution. Many of the problemscan be addressed by strengthening the strategic, technical, administrative, andcommunication capacities of the organization. 
Chapter VI demonstrates how the four capacity areas can be strengthened inresource institutions. It suggests the extent to which buiJding decision making andmanagerial skills can lead to increased efficiency, effectiveness, and sustainabilityin the performance of the organization and points our a method for improving these 



skills. The chapter assesses training materials and resources appropriate forstrengthening skills in financial, personnel, organizational, and communications 
management 

This document should help illuminate important issues faced by resourceinstitutions that provide assistance to small and mir'o-enterprises and suggest viableways of coping more effectively with recurrent problems. Of course, the effectiveuse of these solutions will not ensure resource institutions of a trouble-free future.The intent of the ARIES project is to help resource institutions identify problemareas more effectively and respond creatively to them. A stronger and more selfsufficient organization, not a perfect one, is an appropriate and feasible goal forthese institutions. The strategic overview presented in the following pages isintended to give both structure and insight into this continuing process of capacity
building. 
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Chapter II 
Understanding Small and Micro-entrepreneurs 

Fundamental to a resource institution's capacity to serve its clientele effectivelyis
a clear understanding of the nature of these small businesspeople. Based onanthropological and other perspectives, this chapter suggests some ways ofthinking about the clients and of understanding their circumstances, motivations,and needs. A main theme is the great extent of local and regional variations insmall businesspeople and their circumstances, and therefore the need for carefulanalysis of local context in program and project preparation. Usually this kind ofanalysis requires time and close contacts in the field. A number of the observationsin this chapter serve as bases for recommendations in Chapter IV on components
and models of assistance programs. 

Who Are the Small and Micro-entrepreneurs? 
There are many ways of defining "entrepreneur" or "enteapise-".'For purposesof this project, an "enterprise" will be defined broadly as any business that
produces or distributes goods, or provides services, including financial services.
Many definitions of enterprise focus on an individual; but these are often
inappropriate in developing societies. The project's definition may include groupbased initiatives like local cooperatives, savings and credit associations, and s&help societies, according to context. Micro-entrepreneurs are often self-employed,though this concept too has many meanings2 

1There is little consensus in the meanings of"enterpreneur" or Oenterprise'. As early as 1937,L.M. Fraser distinguished several current meanings of enterprise: tl- management of a businessunit, profit taking, business innovation, and unceitainty bearing (1937, cited in Belshaw 1965).Man)' econorists have focussed on the innovation: Schumpeter wiote in 1949 that "the carryMout of new combinations we call 'enterprise'; the individuals whose function is to carry them outwe call 'entrepreneurs"' (1949:74). Marris and Somerset similarly defime entrepreneurship as "apractical creativeness, which combines resources and opportunities in new ways". It "turns
invention into profit, but need not originate it" (1971:1-2). Other contemporary definitions of
entrepreneur in economics dictionaries include "the owner-manager of a firm" (Bannock, Baxter,and Rees 1978:152) and "the organizing factor in production" (Peaa-ce 1981:130). Non-economistswill note that this definition omits transporters and retailers, among others2To pick three African interpretations for instance, a Zambian use emphasizes having one's ownplace of business and determining one's own hours of work; a Ghanaian use specifies working fortwo or more individuals; a Swazi use emphasizes being paid by the job done or goods sold, ratherthan receiving a stable salary (International Center for Research on Women 1980:42; Dulansey and
Austin 1985:91). 
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In the following discussion, "small" refers to enterprises working with no morethan 25 permanent members (Chuta and Liedholm prefer 50  1979:12) and fixedassets of no more than U.S. $50,000; "micro" will mean those with no more thanabout ten permanent members, and no more than U.S. $10,000 fixed assets. 3 Thenumbers of persons may include family labor. Fixed assets here exclude land (it isoften hard to evaluate). Often most of the labor in a micro-enterprises comes frommembers ofa single nuclear or extended family. Generally a small or microenterprise is one whose disappearance would make no appreciable differece to thenational or international market in which it operates. 

Insiders' ad outsiders' perspectives may differ markedly on what constitutes an enterprise, or whom it includes. A common mistake is to assume thatenterprises have fixed memberships where they may not. Another is to assume thatthey have a single manager or head at their core; some are better understood asnexuses or networks. A third common error is to conceive of its purpose toorigidly or.peg it to a "sector" of the economy when in fact its activities may changequickly and often. Misunderstandings may arise from difficulties of translatingterms like "business", "firm", "enterprise" into other languages. Income, capital,investment, employment, occupation, achievement, and even work and leisure areother ideas likely to be untranslatable or apt to be misunderstood across cultures.4 

Some Widespread Tendencies of Small and Micro
entrepreneurs
 

Though few generalizations about micro-entrepreneurs will apply satisfactorily
to all d:veloping countries or societies, there are some broad tendencies worth
 
special note.
 

Multiple Occupations 

Micro-entrepreneurs often 1. -e multiple occupations, shifting their activities 
hourly, daily, or seasonally.5 fhis is most notably true in agrarian communities. 

3The figures am obviously somewhat arbitrary. An often-cited source cites 50 different definitionsof smal.-scale" used in75 countries (Georgia Institute of Technology 1975, cited in Gordon1978:18, and in Chuta and Liedholm 1979:12), and of rourse no country will have just one.4Tese problems have seriously hindered attempts to quantify the economic dimensions of microenterprises in developing countries. All statistics on the subject should be regarded with extremecaution, particularly those appearing insecondary literature, where they are often repeated withreckless disregard of de.finitions, sampling, regional variation, or change over time.5Long 1979 arayzes multiple-career strategy in Peru. For a few discussions of the pattern ineastern Africa, see Obbo 1980; Paterson 1985; Shipton 1985. [Kilby (1971:7n) gives anunsympathetic view of the pattern inWest Africa.] These findings challenge conventional ideasabout who is an entrepreneur and who isnot. Partly for this reason, Shapero and Sokol (1982)have convincingly argued that the focus of entrepreneurial studies should shift from the individuals 
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The pattern can serve to avoid or minimize risks and to take advantage of shifting
market conditions. Running several small-scale activities can make it easier to 
avoid taxation or regulation than running one larger one. Frequently there are.also 
important non-economic reasons for occupational pluralism - the interest of
variety, the advantages of keeping inconspicuous to competitors or envious 
neighbors, etc. Of course, the costs of multiple occupations include some expertise
and economies of scale. Since interviewers and informants in questionnaire 
surveys are often satisfied to report only one economic activity, statistics from 
surveys commonly under-represent the proportions of businesspeople engaged in 
more than one. 

Patterns of plural occupations, where they exist, will have these and other 
implications for support projects: 

- Attempts to specialize businesspeople into single "occupations" are likely to
make their earnings more irregular and riskier. Where these attempts are made 
anyway, the heightened risks may need to be offset with new savings or 
insurance provisions. 
- Less obviously, assistance projects might most usefully seek to improve

conditions in which entrepreneurs work - e.g. by small-scale infrastructure or 
information services - rather than trying to reach particular entrepreneurs. 
- Training programs for specific enterprises may have trouble drawing small 
and micro-entrepreneurs away from their homes or places of work for extended 
periods. 
- Optimal forms of loan collateral, where any is available, may not need to be
related to the enterprise for which credit is given. (E.g., a tailor may be able to 
offer a cane-crushing machine or hand lathe.) 
- Numbers of participants may be a poor index of the success or failure of 

support programs. 

Closeness of Business and Family 

Small-scale brsinesses in developing countries generally are tied more closely
to family economies than in North America. Often written records do not exist or 
do not.separate family from business accounts. Where savings margins are low,
families will wish to draw upon resources of the enterprises in times of need. Free 
interchange between family and business can be a sensible adaptation to poverty,
though it seldom helps businesses perse. 

Family labor can offer decided advantiges over wage labor. It can provide
efficient long-term training, ensure trust and confidence among workers, keep its 
own secrets, and respond quickly to changing economic and political conditions 

concerned, to the "entrepreneirial event" itself: the formation of a business, or the act of 
innovation. 
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(Benedict 1968:10-I I). Therefore it is not always in the family firm's interest toencourage its expansion through hiring labor. 

Some cultural family patterns, for instance those with strong internal hierarchyand stable marnages, may be better suited to family enterprise than others (Benedict1968, 1979). This implies not that resource institutions should seek to changefamily structures, but that they may be able to decide on the basis of familystructures where family enterprises are likely to make the best use of interventions. 

Awareness that entrepreneurial families often have multiple occupations, andthat the close relations between business and family may be based on soundreasoning, forces a clarification ofprogram goals. Is it the aim to promoteparticular entrepreneurs and their enterprises, or also the well-being of their simpleor extended families and their communities? The later goal is normally the moreappropriate for newly monetized economies, where placing family wealth suddelyin the hands of only one individual can lead to its irresponsible use and ultimately
endanger dependents. 

Risk Averseness 

Small businesspeople vary greatly in risk averseress, but this characteristic
should be respected where it exists. 6 
 In most developing countries, failingbusinesspeople fall upon safety nets of near or extended kin, rather than ongovernment relief or welfare systems. In the more egalitarian societies, jealousiesand resentments toward rising businesspeople may deprive them of family supportin crises. Simply trying to break down clients' risk averseness may damage theirwell-being in the long run. A more responsible approach is to ;ck ways of makingtheir investments less risky from the outset. 

Invisibility, and Elusiveness Regarding Institutions 

Man), kinds of micro-entrepreneurs have been effectively invisible toinvestigators, particularly in official surveys. One reason is seclusion customs for
female or child workers. Another is that small-scale trade need not occur in fixed
places. Rural-rural, rural-urban, and urban-urban mobility must be taken into
account; it may be one-way or circular. Several kinds of survey bias ar
identifiable and can be corrected to improve the visibility of the smallest
 
businesspeople. 7
 

6The best literature on risk aversion in developing countries is about small farmers, but most ofthe lessons apply as well to small businesspeople. See Scott (1976) on Southeast Asia; Popkin(1979) presents a contrasting view on the region.7These include (a)spatial biases (urban, tarmac, and roadside biases); project biases (concentratingwhere money is being spent and staff posted); (c)person biases (concentrating on elites, males,adopters of new techniques, the healthiest and strongest); (d) dry season biases (travelling when itis easy); diploraztic biases (failure to investigate projects suspected as failures), and (f)professional 
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Businesspeople whose enterprises are small, unregistered, and untaxed are,often suspicious of formal institutions. (Indetd, some make their living precisely
by avoiding them.) Illiterate micro-entrepreneurs in remote areas may notdifferentiate clearly between government bodies, private voluntary organizations
and corporations. Among rural peoples, pastoralists are often the most antagonistic
to formal institutions (as well as the most seldom helped by interventions). Animplication is ihat resource institutions wishing to help people like these should
consider means involving little or no direct personal contact. One way is to to try toinfluence policy reforms. Another is providing infrastructure, even on a small
scale. A third is to give instruction, information, or advice through audiocassettes,
radio, or other mass media. 

Territory and Territoriality 

The propensity of small-scale entrepreneurs to recognize, establish, and protect
particular territories of operation is enormously variable across cultures, contrary to some popular literature. In some contexts, for instance among artisans in urban
Senegal (Badgley 1978:17), territoriality is a reason why small-scale entreprenurs
refuse to move into new localities which on the surface might seem economically
preferable. Productive enterprises sometimes may be reluctant to expand in sizeand volume because they would then need to challenge the market "hegemonies" of
other producers. 

-Marketterritories may be variously understood as belonging to individuals,
families, lineages or other kin groups, age sets, castes or classes, villages,
chiefdoms, voluntary associations, trades, guilds, unions, religions or churches,
ethnic groups, or specific government authorities. These territories may be
understood to include trading routes as well as particular places (Cohen 1969), and
they may be fixed or may change seasonally. Frequently, too, particular
commodities will be considered the province of particular ccmmunities or ethnic 
groups.
 

Any project designed to promote businesses must be sensitive to locally
recognized boundaries of control or market influence, whether these be physically
demarcated or not. Tributes, taxes, or tolls demanded by local leaders for operation
in particular settings or routes may have more symbolic than economic importance,
and they may be negotiable in type or amount, but they should not be neglected lest 
a project be sabotaged. 

Patron-client Ties 

Similarly, it is worth finding out whether small or micro-enterprises have 
individual ties to powerful figures in local politics or administration. In some 

biases (blinkered vision within professions or azademic disciplines). This list comes from 
Chambers (1983: 22-3). 



societies, politicians favor market vendors or other publically-placedbusinesspeople with legal protection, contacts for institutional ]oands, or otherbenefits, in return for informal campaigning or other support (see Davis 1986).Setting up projects for such businesspeople may mean having to come to terms with
their existing patrons 

What Entrepreneurs Belong to: Multi-Functional Local Institutions 

To understand small and micro-entrepreneuxs, one must understand what theybelong to: what rights and duties they have with respect to local and regionalorganizations of any kinds, and which of these connections may be tapped for

enterprise support purposes.
 

An important principle in developing countries is that institutions are more likelyto serve multiple purposes than in industrialized countries. Their ostensible
 purposes often are not the most important In most of sub-Saharan Africa, for
instance, civic lodges double as chambers of curnerce; cooperatives are used as
political springboards; family or clan reunion centers are used as capital-raising
institutions and legal aid bureaus, churches are used as training centers and workmobilizing groups for personal or community projects; open-air food markets amalso used as information-broadcasting centers, craft fairs, and technological
showca .- s. 

A related principle is that economic or social ioles are more likely to overlapthan in industrialized countries with more mobile populations: business partners aremore likely also to be kin, church-mates, sporting partners, etc. In many countries,notably in Africa, this is almost as true of urban as of rural communities (see e.g.Cohen 1969; Marris and Somerset 1971; Berry 1985). An implication is that forcost-effectiveness, enterprise resource institutions may be able to work
imaginatively with, and through, diverse types of local institutions offering
appropriate and conveniently situated infrastructure, not just through specialized

business associations, training centers, etc.
 

Classifying Entrepreneurs to Assess their Relative Needs:
What Kinds of People Make Entrepreneurs? 

Psychologists, anthropologists, and econo.nists disagree on the extent to whichentrepreneurship is a function of drives, culture and values, or market forces andopportunities. Nonetheless, all these determinants play their parts in any setting (cf.Kilby 1971). There is no a single personality trait that produces entrepreneurship.Some frequently cited charactistics include innovativeness, curiosity and opennessto new ideas, hard work, orientation towards the future and willingness to save andinvest, leadership, risk acceptance, and even selfishness or greed. But all thesecapacities mean different things in different societies, and some may not berecognizz-d at all. Entrepreneurship is not something that is either present or absent,as a binary variable, but rather is a combination of factors. These are not to bemeasured on some absolute scale but can usually only be understood in local 
context. 
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Small and micro-businesspeople are such an enomious and diverse category ofpeople that any resource institution must make hard basic decisions about whatkinds to try to assist, and what kinds to leave alone. Understandably, institutionsstarting new programs often are particularly concerned to find the entrepreneursmost likely to succeed, both because they wish their programs to acquire afavorable image among donors and the public, and because they want to establish afirm footing for financial components of their programs such as revolving loanfunds. As progrmns become established they may (and doubtless should) re-assesstheir aims and begin selecting clients more on the basis of need. Unfortunately,
these often are not the same kinds of clients. 

There is no limit to the number of ways in which entrepreneurs can beclassified, but some are indispensable to the design of any project. A few are
discussed below: (a) the occupation or nature of the activity, (b) the size of the
enterprise, (c) the ethnic and religious identity, (d) the gender, and (e) the age of theentrepreneur. Other essential factors not discussed include. (f) whether the economyis rural, urban, or in between, and the following characteristics of the enlaepreneur:(g) wealth, (h)class and/or caste, (i) mobility, (j)formal education, literacy, andnumeracy, (k) political party or faction, (1)membership in voluntary associations,
sodalities, etc. 

Some of these factors may be too sensitive, or ethically inappropriate, forexplicit policies. But all are dimensions that must be considered, if only to foreseewhat groups might be excluded from or even actively oppose program or project. 
Occupation or Nature of the Activity: Basic Choices
 
Many government ministries and departments of labor publish books listing in
their countrie occupations and job categories, including types of self-employedactivities. Resource institutions can compare the activities listed with those they
observe on the ground, and can compare the directories of different countries, to
perceive which activities are absent, untried, or officially overlooked, or to detect
changes through time. (Of course, official descriptions are never a nubstitute for


first-hand observation.)
 
The evaluation of costs and benefits of different small or micro-level economicactivities cannot be covered here, but a few economic criteria of benefits to clientsare profitability, direct or indirect employment generation (both backward andforward linkages), possibilities for earning foreign exchange, likely changes in thedistribution of earnings, and satisfaction of basic needs. 8 

Particular trades often are seen locally as the province of particular ethnic orreligious groups, genders, or ages, as discussed below. There may or may not beeconomic reasons for these specializations, but usually it is wisest to assume at first
that there are. 

8See Allal and Chuta (1982:64-100) and references cited there. This source gives simple algebraicformulas for weighting the costs and benefits of activities by these and other criteria. 
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Issues of Enterprise Size 
Sizes of businesses can be judged variously in terms of personnel, capital,turnover, profitability, or other measures. As a kind of shorthand, the PISCESstudies classified, by mixed criteria, informal sector rrvicro-enterprises into three"levels" (Farbman, ed. 1982). These are used later, too, in this report.. They are:Level I: Extremely marginal businesses. Level II: Businesses generating enoughincome to allow the owner to meet basic family needs. Level Ml: Businesses withthe capacity to grow and to enter the formal sector. Mixed-criteria classes are often

used as well for larger enterprises. 
In almost any context, it is a matter of debate what sizes of small or microenterprises are most appropriate for interventions, and whether enterprises shouldbe encouraged to expand or only to multiply. The answers, of course, will dependon the activities in which the enterprises are engaged, and on local preferences andmarket conditions. Expanding enterprises may lead to re-organizztion problemswithin them, and possibly to market saturation. Careless interventions to this end 

may lower efficiency instead of raising it. 
Resource institutions seeking to promote enterprise choose among thre purposes, .ealizing that these can be quite distinct: (a) encouraging the formation of new enterprises, (b) helping existing small enterprises to expand (or -ven tocontract), and (c) working to strengthen or stimulate existing enterprises without 

trying to change their sizes. 
Efficiency andScale Economists continue to debate the relative efficiencies ofsmaller and larger enterprises are a topic of debate among economists. 9 Much ofthe literature concentrates on industrial production. It tends to compare what wehave defined as "small and micro" with "medium" or larger enterprises having up tohundreds or thousands ol employees; little is known yet about the comparative

efficiencies of enterprises of different sizes within the "small and micro" langeitself. As further studies on this are done, however, many of the same concepts are 
likely to be used. 

Contrary to popular assumptions, small firms are not always more laborintensive than large ones, nor are large firm always more capital intensive thansmaller ones. A general conclusion emerging from size-and-efficiency studies isthat capital/labor ratios often vary more between industries than between sizes of
enterprise within an industry. 10 Whether smaller enterprises are more laborintensive than larger ones will depend less upon size, than upon whether theenterprise produces, for example, charcoal, cloth or paint. Generalizations aboutthe efficiency and factor-intensity of enterprises should be treated with caution. 

9Various arguments about firm size and efficiency based on these criteria and others appear inStaley and Morse 1965; Chutz and Liedholm 1979; Page 1979; Anderson 1982; Steel and Takagi1983; Ha-per 1984; Mazurndar 1984; Dulansey and Austin 1985; Biggs 1986; Little 1987.10Concluding arecent survey of research on industrial scale and efficiency in India, Korea,Malaysia, the Philippines, and Taiwan, Little comments, "Such differences in labor intensity asthere are between size groups within an industry are dwarfed by differences between industries."
(1987:230) 
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PossibilitiesofSymbio.ris ofLargerandSmallerBusinesses The interests oflarger and smaller enterprises need not conflict. These businesses should co-exist,serving different markets. With subconctracting they can become truly symbiotic.The practicability and durability of subcontracting arrangements may depend oncultural as well as on technical and economic factors.11 

Cultural Differences: Some Delicate but Esential Considerations 
Cultural or ethnic relations usually are best understood as those between groupsspeaking different languages, though language does not always coincide with othrindicators. Most governments of developing countries mderstandably try to
conceal the ethnic dimensions of development, both from nationals and from
foreigners. But where members of different cultures may compete bitterly forresources within the same polities, resource'institutions should be aware of theschisms, alliances, public stereotypes, and differing ambitions and attitudes of the

populations among which they work. 12 

The practical purposes for this understanding are many. They include knowingwhich groups will accept training or financial assistance from members of whichothers, or will collaborate with them; knowing what kinds of enterprises, worktasks, or products are appealing or repugnant to particular ethnic groups; andknowing cultural attitudes towards private savings and investment or loan 
repayments. 

Achievement MotivationacrossCultures: There is no evidence whatsoever thatany culture or ethnic group has stronger inborn propensities or abilities forentrepreneurship than any other. It appears more likely that some place more
emphasis on individual achievement than others in their childrearing and early
educational patterns (McClelland 1961, 1966; LeVine 1966), but the best knownstudies seeking to explain these differences in terms of "need for achievement" areopen to charges of ethnocentric bias.13 Differences in ethnic attitudes towards 

IIJapan's rapidly expanding industrial economy relies on subcontracting to adegree that isperhapsunique. In the view of one analyst, sub-contracting insophisticated technology ismore easily
developed among peoples with a strong sense of hierarchy, as inJapan, than among those with
more egalitarian outlooks as in many parts of Indi1a (Elwood Pye, personal communication). See
also Chuta and Liedholm 1972.27-9 and sources cited there.12Within the ARIES Technical Review Board and consortium some differences of opinion havebeen expressed about the importance of the cultural or ethnic dimensions of enterprise.13McClelland's and his followers' studies sometimes assume that all societies share the samestandards for judging what kinds of activities count as "achievement" and what kinds do not: theysuppose that "need for achievement", which they dub "n Ach', isa universal human qualityvarying in degree but not in kind. But it is now recognized that cultures vary enormously in whatthey consider achievement, so that no simple general model will do (see Cohen 1969; Nafziger1977; Finney 1971, 1973; Kilby, 197 !:Chapter 1). Finney and others have argued thatMcClelland's theory also confuses causes with effects, and tends towards tautology: economic 

http:factors.11
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enterprise (to the extent they are real) must also be considered a result of resourceendowments, climate, demographic pressures, political circumstance, historicalevents including colonial contacts, market opportunities, and other factors. 
Certainly, societies -,aygreatly i their cultural emphasis on individualism orgroup cooperation, on egalitarianism or hierarchy, on concealment or ostentation ofpersonal or corporate wealth, and on innovation or the maintenance of tradition andstability. All these factors may bear directly upon the choices of enterprises,

technology, and managerial styles to be promoted. 
MinorityEntrepreneuriolCommunitiesandDiasporas:Examples of smallminority groups that excel in particular kinds of enterprise are to be found in allparts of the world.)4 There is no satisfactory single explanation for the ubiquity ofthis phenomenon, but there is evidence that in many contexts, achievement inenterprise is related (as cause, effect, or both) to personal histories of
displacemrents, migrations and/or social maladjustments, and compensatory
rewarding behavior within families (Hagen 1962, 1966, 1980; Hoseltz 1966:18990; cf. Siyagh 1952; Marris and Somerset 1971:58; Shapero and Sokol 1982). Inmany areas the rise of ethnic-specific entrepreneurial traditions also appears to resultpartly from land shortage or denial of access to land, and a group's being forced bycircumstance into activities other than fanning (Barrett 1968; Moock 1976; Paterson1980a, 1980b). Sometimes, resentments of majority populations about minoritysuccesses in enterprise can re-inforce aggressive business behavior, through adenial of other livelihoods or opportunities to intermarry. These pressures can leadto a self-perpetuating cycle of accumulation and alienation. 5 But whereentrepreneurial minorities are allowed to assimilate, they often will. In any case,the conspicuousness of wealth held by entrepreneurial ethnic or religious minoritiesshould not lead resource institutions to neglect the poorer members of those groups,who are likely to be more hidden from view. 

ReligiousDimensionsin Enerprise: The influences of some religious
ideoloDges on work, saving, risk-taking, and other elements of entrepreneurial 

growth is used as the main indicator of n Ach", and "n A,-h" is used as the main explanation for
economic growth. LeVine has repudiated the mahi conclusions of his McCleland-inspired 1966
study in subsequent work. The *entrepreneurship training" approach to enterprise development,
based on personality tests to screen beneficiaries most likely to succeed, is a topic of controversy.
(See McClelland and Winter 1969; Kilby 1971; Hunt 1977:177,199 and sources referred to in this

last work.)
14A general, categcrized appendix and bibliography on what some have called the "minority
middleman" or "p2rm capitalist" phenomenon appears in Bonacich and Model! 1980. The most
conveniently consolidated set of recent writings and bibliographies on the subject is the journal
Ethnic Groups, especially issues 2 (1) 1978, and 2 (3) 1980.
1l5n most developing countries, of course, minority groups facing discrimination have been
encouraged or compilled to specialize in kinds of busine.ses deemed inferior or polluting by the
local majorities. These may variously include activities widely classed as "women's work" such as
restaurant food preparation and laundry, or financial specializations like moneylending. Minorities
fearing expropriations or expulsions often wish to keep their property in compact, mobile forms,
often including jewelry; in many cultures these traditions outlive their initial causes.
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behavior vary widely and can be most important. 16 Observations made aboveabout ethnic groups may apply equally well to religions within an ethnic group.Religious prohibitions on loan interest (as in Islam) may or may not discourageparticipationin schemes with such charges. The charges can sometimes be reclassed as administration fees or profit-sharing to the satisfaction of borrowers orlenders. Interest sometime, is concealed also by requirements that a loan issued in 
one coir-modity be repaid in another. 

Some.InevitablePolicy Decisions: Many donor agencies and resourceinstitutions witho.ut explicit policies regarding ethnic groups have nonetheless foundit necessary to make hard decisions about them. In most developing countries,ethnic groups have specialized in different kinds of enterprise. Inevitably,therefore, the choices of resource institutions about which enterprises to promoteare therefore also choices about which ethnic groups to promote. Similarly,decisions between geographical locations for programs are often decisions between
ethnic groups. 

A central issue thpi arises is whether to try to build upon ethnic groups'entrepreneurial strengths, or to try to enhance them where they have been weak.The former strategy is usually the easier and the more likely to contribute toeconomic growth, but it risks widening socio-economic inequalities between ethnicgroups within countries. This strategy may also heighten resentments and politicalinstabilities. The second strategy, the hard.'r one, is likely to promote equitybetween ethnic groups of a country, but it risks widening inequalities within ethnicgroups. Compromise strategies are possible, and each resource institution must setits own course according to context. The choices should be made knowingly. 
Regardless of whether resource institutions explicitly consider cultural or ethnicfactors in the selection of beneficiaries, they commonly find it helps that the ethnicgroup(s) of the intended beneficiaries be represented on their own staffs, at the levelof contact agents if not also at management levels. This seems particularly important

in credit schemes, but also of training, extension, and other kinds of projects.
In sum, ethnicity presents some of the most politically sensitive and ethicallydifficult issues in enterprise development, but inevitably these must be faced.potential!y explosive nature of ethnicity in the politics of developing countries is 

The
areason for donor agencies and resource institutions to limit explicit references to itin their public presentations and documents. But it is also a reason never to ignore

it. 

16Weber's classic analysis (1930) remains unsurpassed on the links between Protestantism andentrepreneurial behavior. Long (1968) provides a full-length ethnography of the effects of Seventhday Adventism on micro- enterprise inZambia; Geertz (1963) does this for Islam on Java. See alsoBenedict (1968) on Ismaelis inEast Africa. For shorter general introductions on scriptural,ecclesiastic, and laical attitudes towards work in the larger religions, see the separate chapters onHinduism, Buddhism, Judaism, Islam, Catholicism, and Protestantism, in Bieler et al. 1983.Brown (19IM) discusses influences of local religions on client participation in the well-knownPartnership for Productivity enterprise support project in Burkina Faso (formerly Upper Volta). 

http:witho.ut
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Gender
 
Official surveys have tended to miss the kinds of businesses women run, or todefine them out of existene.1 7 In most settings, the observations nade earlierabout invisibility, pat-time and intermittent careers, and close relations betweenbusiness and family are especially true of women's work.L Filling informationgaps between women entrepreneurs and resource institudon is a task for both 

women and men. 
Gender issues are closely tied to issues ofenterprise scale. "In general, thesmaller the size of the business reached by a project the larger the proportion ofwomen business owners" (Farbman,ed. 1981 "ix). Changes in enterprise size maybe accompanied by shifts in the division of labor and of rewards. In much of sub-Saharan Africa and some other regions, food processing and marketing tasksperformed by women am commonly taken over by men when these tasks becomemechanized or when marketable quantities rise. So programs that aim to raise foodproduction or make processing more efficient in regions like these should include measures to include women directly in incremental earnings. 
Societies vary greatly in the extent to which husbands and wives share cashearnings, or information about these. (In some African societies there is almost nosuch communication.) Sharing between spouses may diminish as incomes rise. Itis never a foregone conclusion, therefore, that increased earnings of one sex willfind their way also to the other. Among other things, female-headed householdsshould not be neglected in programs aiming at one participant per household

(Buvinic and Youssef 1979).
 
Projects requiring literacy, knowledge ofEuropean languages or regional
linguaefrancae,collateral, or fixed premises of enterprses before clients can take
loans are likely to discriminate defacto against women. 
So too may projectsrequiring legal status as adults, since in some counties women, or unmarried
 

women, are. legally defined as minors.
 

Age 
Most of sub-Saharan Africa, most of central Asia including China, and parts ofseveral other regions have systems of respect or reverence for elders, andgerontocratic patterns of authority. (This tends to be the pattern in unilineal
societies, i.e. 
 those where kin groups are composed by reference to ancestors inthe male line or the female line exclusively.) Some of these societies have formalorganizations of elders as community leaders. Even in the most gerontocratic 

17 Surveys are particularly likely to miss women's businesses when they begin by enumeratingbusinesses, rather than by enumerating people and then their businesses.l8For reasons of space, only a few of the many important issues of gender and small enterprise
development can be touched upon here. For other recent literature of general geographical import,see Boserup 1970; Buvinic and Youssef 1979; March and Taqqu 1982; Dulansey and Austin 1985(this source includes a useful literature review and list of questions) and their bibliographies, and
Crandon 1985. 
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societies, however, formal education usually is seen as at least a partial
compensation for the inexperience of ycuth.19 

Most of the Hispanic, Lusophone, and indigenous societies of Latin Americaare characterized by rather less emphasis on age seniority than one finds in Africa orcentral Asia. In these regions project designers and implementers usually will havemore scope to use juniors effectively in training, extension, and credit. 
The societies where elders are most respected (and control the greatest share ofresources) are likely to be those whose junior members seem most in need of extraincome-generating activities, and vice versa. Here, as in some issues of genderequity, the perspectives of insiders and outsiders are likely to conflict. 
Where men or members of a particular age group are found to monopolizeproject resources intended for equal distribution, it may help to split the projectsinto separate men's and women's projects, or separate elders' and juniors' projects.Doing so puts the authority for allocation more firnmly in the hands of the resource

institution. 

Perceiving What Kinds of Assistance are Appropriate 
There are many useful manuals and ready-made survey questionnaires available fordeterminLig the needs of small and micro-entrepreneurs (e.g. Ashe 1978; Dulanseyand Austin 1985; Allal and Chuta 1982). To a degree, these can be adapted to fitlocal circumstances. A set of "rapid rural appraisal" techniques is also evolving forcost-effective yet fairly systematic surveys.20 But many experienced field officersbelieve that "slow is beautiful"; that there is no substitute for in-depth interviewing,participant observation, and creative thought together with members of the client
population. These things take time.
 

Entrepreneurs' Perceptions of their Own 
 Needs
 
As Harper has observed (1984:26), entrepreneurs when asked about their
problems will most commonly cite a single need whose fulfillment they feel would
solve all their problems, and they will tend to choose one whose solution they feel
is beyond their control. Understandably, they most often announce lack of funds
 

19Trainers and extension agents inthe more gerontocradc societies should be as senior as possiblewithin the requirements of new knowledge, literacy, or energy for work and travel. Scarce vehiclesshould be allocated preferentially to older qualified field agents to avoid resentments andmisunderstandings. Young officers incharge of credit allocation may be pressured for loans byelders in a community, but elders used as loan collectors will be better able than juniors to exertmoral authority over defaulters. Sometimes it is ine%itable to use juniors as contact agents in agerontocratic society for rea.ons of education or demanding work requirements. In such cases strictscheduling and supervision may be needed to ensure that social frictions with their clients do notdiscourage them from doing their jobs.20Collinson 1981; Carruthers and Chambers 1981; Chambers 1981, 1983; Hildebrand 1981; IDS1981; Longhurst 1981; Moore 1981; Rhoades 1982; Swift 1981. 
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(set Chuta and Liedholm 1979: 75; Harper and Soun 1979; ,ilby and D'Zmura 
1,4). "his response is especially likely to be voiced in the first meeting with
researchers; one-shot surveys often get no further. These needs can be partly
illusory and partly real. Certainly shortages of working capital exist everywhere,
and Africa's problems in this respect are unusually acute (Geiger and A'msetrong
1964: 49; art 1972: 47). But entrepreneurs are much less likely to identify their 
own managerial shortcomings or gaps in their knowledge where these exist; often
they do not know what kinds of information and skills they may be missing.
Similarly they rarely mention lack of demand for their goods or services, but this is 
a problem often clearly evident to the outsider. 

One reason why entrepreneurs mention capital shortage so often in surveys may
be their expectation that training, extension, or other non-financial services will be
inappropriate for their contexts. They may be right, particularly where resource
institutions are new to an area or are not expected to stay long. For situations like
these, financial assistance or other approaches may in fact be more appropriate than
training or extension, though these approaches are not mutually exlusive. 

Existing Informal Financial Systems: Already Adequate? 
As noted above, the ubiquitous clamor for credit among small entrepreneurs

around the world should be taken seriously, but not taken at face value. The
preponderance of small businesses in developing countries appear to arise with little 
or no help in the form of institutional credt.21 

Before deciding that intitutional loans are necessary, wise resoice institutions

examine and understand the existing local syster, of credit. As Firh and Yamey

(1964) and others have pointed out, there is no society that does not have

borrowing and lending, but the forms these take, and the reliance on cmedit in
general, vary enormously by place and by type of enterprise. 

Moneylenders: Moneylenders may be present or atsena; where they exist they
may lend for production, distribution, and consumption (as in much of West
Africa), or only consumption (as in most of East Africa). Frequently small-scale
moneylenders are landlords - an especially common pattern in India and elsewhere
in South Asia - or shopkeepers. In many countries, people who lend money do 
not specialize in this as a sole occupation. 

Interest rates of moneylenders in these countries often appear usurious to their
borrowers and to foreigners, but they may be at least partly justified by high rates
of inflation, high risks of lending, high costs of borrower supervision or overhead,
and the opportunity cost ofcapitaL Moneylenders from minority groups often lack
the social networks of kinship, friendship, or other informal associations by which 

21See e.g. Marris and Somerset 1971; Liedholm and Chuta 1976; Chua and Liedholm 1979:68-9."This last sou'ce revicws several others on the topic. See Anderson 198Z for a cautious approach to
the comparative evidence. 
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pressure can be exerted on borrowers to ensure loan repayments.2 They may
therefore need to charge higher interest than other lenders. Of course, new resource
in.,itutions often find themselves in the same position, for the same reasons. 

Rotating CreditandSavings Associations: Among analysts of rural credit there 
has been much enthusiasm lately about the perceived successes of rotating credit
associations, variously called rotating savings and credit associations, or
contribution clubs (in French, tontines;in Spanish, tondas). Anthropologists have
found that these locally organized groups occur in all major regions of the 
developing world, though not in every society (Geertz 1962; Ardener 1964).23 The 
groups are based on the simple principle that in periodic meetings, all members 
contribute except one, who rakes home the total amount, and that each member has 
a turn as recipient.24 Commonly occurring as women's organizations (March and
Taqqu 1986), the associations provide credit to borrowers likely to be ineligible to
borrow from institutional srurces, usually in smaller amounts than the latter lend. 

Some governments may discourage these associations, because their assets are
hard for them to tax and control But rotating credit associations combine multiple
useful functions for borrowers. They provide not only credit (for borrowers early
in the cycle) but also savingc (for those later in the cycle); they provide a form of 
insurance (the order of disbursements may be altered in emergencies); and they
serve as a vehicle for social gatherings. Among the advantages that they offer over 
more formal credit organizations are that they are conveniently located, accessible to
the illiterate, and not intimidating as institutional offices. Also, their funds are hard 
to embezzle. Where rotating credit associations exist, members commondy belong
to several simultaneously; the associations thus serve to circulate funds through a 
capital-short population in useful suns. Because they spring from local initiative,
they can generate greater incentive and loyalty than other kinds of lenders. They are
participatory development in the strictest sense. 

Little is known about the durability of rotating savings and credit associations. 
Nor is it vet clear whether rotating savings associations can serve as useful links
between formal financial institutions and small entrepreneurs, though there are 
some preliminary signs from Nigeria and Cameroon that they can. They may in any 
case serve as useful models for group-based institutional credit.2 

2 2Cohcn (1969); Nafziger (1977); and Strickon (1979) discuss how, inregions with entermixed
ethnic or religious groups, informal credit follows ethnic, religious, or kinship lines. These ties
form a basis of trust and confidence that ensure borrowers against default. 
23Gccrtz 1962; Ardener 1964. The latter includes a useful list of questions for research on rotating
credit and savings associations. More recent literature on indigenous savings and credit
associations issurveyed in DeLancey 1978, and articles therein; in March and Taqqu 1982; and, for 
Africa, in Rielly 1985. 

ccasionally there may be more than one recipient. There are man), other variations. The
contributions may be fixed or variable, and so may the order of rotation. Interest may or may not

be paid. The most complex arrangements occur in East Asia.
 
25Sec Sicbcl 1984 on Nigeria, and 1-aggbladc 1978 on Cameroon. March and Taqqu (1982:52)

recommend considering rotating credit associations as among the must appropriate women's 

24 
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In some regions there may be no readily apparent sources of credit at all. Yetcredit may occur inconspicuously, in the form of inter-familial exchanges, tributesto and redistributions by local authorities, bridewealth and dowry, sharecontracting, and other practices often not recognized as credit. Absence of a livelyformal or informal credit market does not necessarily signify absence of need,demand, interest, or potential. But it is a caution to program designers to proceed
slow. aad with carfully watched pilot phases. 

Institutions intending to lend in cash should observe the sums of money thattheir potential borrowers are accustomed to handling ordinmily. ,s a rule, theyshould not lend them much greater amounts of cash than these at the outset. Theyshould also learn whether their clients are used to interest charges. Small-scalebusinesspeople in regions that have used money for several centuries tend to be
familiar with interest charges, if only from dealing with moneylenders or
wholesalers. But those in newly monetized economies often are not Lending tothem at high interest might lead them deeply into debt and cause misunderstandings
and resentments.26 Context is almost everything. 

Savings: The experience of numerous project. suggests that savings
components, incorporated into credit projects, not only can 
provide for capitalaccumulation but can help lenders screen borrowers and can generae a sense ofcommitment on the part of project participants. A savings component also adds
members' scrutiny to an organization's management (Tendler 1987:20) The
integration of savings and credit projects is the subject of a separate ARIES

working paper (Rielly 1986).
 

Despite much enthusiasm about savings projects in recent literature, muchremains to be learned about their role in small-scale enterprise development Fomost regions there is little firm evidence on the effects of increased savings onfamily well-being.27 Resources saved or re-invested in an enterprise are resouresat least temporarily denied to family members or others. Studies on individual
savings should consider opportunity costs broadly defined: are dependents of the
 

informal associations for intervention, on the grounds that they can assert themselves inindependent action (as opposed to being merely defensive or ractive), and that they are wellbounded as groups, focussed in their purposes, good for acquiring productive resourcs and highlyequitable in their authority, representation, and distribution of resources. The authors furthersuggest that associations like these provide models for resouce institutions to work with byanalogy: whether one uses them directly or not, they are patterns of organizations that work. SeeAshe 1985,especially Chapter IVand IO 1983 for several concise summaries of lessons fromgoup-based institutional savings and credit cxperiment.

-'This admonition is not meant to deny that high interest charges (those at or near market res)
have some advantages. 
 Anew orthodoxy inrural credit literature has made these clear. It isepitomized in Von Pischke et al. 1983, and other writings by that book's three co- edimors. See
also Chapter IV of this paper.27Meyer (1985) and several articles in Von Pischke et aL,1984, give current views on ruralsavings potentials and on needs and strategies for intervention. In recent years the fashion has beento applaud the savings potential of the poor, and to call for more institutional savings
opportunities. 
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saver losing part of their living, and if so, for how long and with what hope of
returns? 

In assessing needs for savings schemes, institutions should recognize thatsavings can be converted into non-monetary assets, and that these need not berelated to the purposes of an enterprise. Diverse holdings like land or livestock mayproduce higher yields than investment in the enterprise. Moreover, in egalitariansocial systems, accumulating social credit by lending or giving away resources maybe a more rational alternative than savings. In highly inflationary economies, or
those where currency is subject to abrupt rmrnipulation by governments,
accumulating non-monetary assets can make sound sense. Thinking about savingsshould not be confined to rigid notions of enterprise boundaries, or even to"sectors" of an economy. Even where savings institutions appear lacking, somemore subtle form of saving or resource accumulation may be taking place. 
Existing Training through Apprenticeships 
In nearly all developing societies, children learn valuable production and serviceskills in childhood by assisting their older relatives. Commonly these skills aresupplemented in adolescence or later with apprenticeships lasting from a fewmonths to several years. Often they are paid arrangements between non-kin. Inmuch of West Africa, apprenticeships are highly institutionalized. In a MichiganState Univers.v survey in Sierra Leome, 90 per cent of small business proprietorssampled had pre\iously served as apprentices (Chuta and .iedholm 1979:50; seealso Mabawonku 1979). Other studies have found little relation between formal
education and envepreneurial success, suggL.ting the importance of informal
training (Kilby 1965; Liedholm and Chuta 1976; Chuta and liedholm 1979).
 

There is litth. -hatcan be said in general about the adequacy or inadequacy oflocal training prac tices for small and micro-entrepreneurs. A frequent finding in
 some regions, however, is that apprenticeships are gender-specific. Also,
handicapped childrn and youth are not given the family attention that others receivefor acquiri.ng technical skills. They may therefore need special formal training. 
Local patterns cf apprenticeship can be dupUcated or incorporated in trainingprojects. 28 Resid-otial apprenticeships may be particularly appropriate for areas oflow population densitics, where having to travel long distances discourages

participation in courses that do not meet every day. They are less suitable, ofcourse, for people wanting to pursue several business activitie; simultaneously, orfor women or men with child care responsibilities at home. 

28The youth polytechnics that numerous organizations sponsor in Ke-nya are an approximation;
they keep students in close working contact with a master of a tride for several morths or more.These can apparently be effective though seldom inexpensive. A problem they have sumetinmesfaced is market saturation for their particular products in their communities. This problemhighlights needs for market research as discussed inthe following section. 
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Market Research 
One of the most universal needs of small and micro-entrepreneurs is for betterinformaion about market conditions in places with which they cannot easilycommunicate directly (Dulansey and Austin 1985:82). They need more reliableinformation on supplies, demands, prices, qualities, competition, regulations, andthe status of transporters and routes. For these kinds of information, smallproducers and traders most often rely on travelling relatives and acquaintances whodo not specialize in their trades (and those in their trades may prefer to keep theinformation to themselves). Much of their information comes late and third-hand.To improve their information is to render their ventures less risky: altogether ahappier approach than trying to make them more tolerant of risks. 
Some ministries of agriculture and parastatal marketing boards compile detailedrecords of food prices in local markets at regular intervals. As a short-cut to doingtheir own research, NGO's may be able to obtain these prices and help dissemintthem to the public as they are compiled. They should recognize, however, thatothers close to the sources of this information may wish to monopolize it, or
manipulate the statistics, for personal trading ends.
 
In countries that receive food aid or cther material assistance from overseas,resource institutions may provide a valuable s-rvice to small traders by finding outand announcing when these shipments are expected to arrive, so that the traders canplan and will not buy too much from local sources then to distribute in those places

(Morrs 1985:30). 
Providing information about export market demands, including productpreferences and specifications, is a role.that international resource institutions arwell placed to serve. Better-established, literate businesspeople appreciate being putin contact with potentiai buyers or distributing agents for their goods; this simpleinformation can be extremely hard to obtain in developing countries. But mostsmall-scale entrepreneurs would need more comprehensive assistance to prepare forexporting (or importing). They might need help organizing themselves intoproducers' groups. They may need accurate information about tariffs and quotas,shipping logistics, currency regulations, and exchange procedures. Further, they
may need help filling out forms until they can arrange to have this done for
 

themselves.
 
For publicizing market information of simple kinds, like domestic food prices,the radio and other mass media are particularly appropriate. Access to these mediatoo will usually depend on working relations between resource institutions andnational governments. But as noted earlier, the mass media are especially attractiveas a way of reaching informal and even illegal traders who wish no contact with

officadom. 

Other Needs 
The needs discussed above - financial assiswice, training, and market research- are the ones resource institutions most commonly try to address in assisting smalland micro- enremrises, but they are not necessarily the best choices. Conventionalapproaches focusing on credit and individual or small-group training may be too 
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narrow; certain]y their cost-effectiveness and coverage are always limited. Other more or less urgent needs, to name only a few, may include small-scale
infrastructure (comprehensive industrial estates, or more selective improvements
such as power, light, water), tool services, grants, legal representation, theorganization of guilds or unions, subcontracting assistance, demonstration projects
and fairs, newsletters, and educational radio broadcasts. 29 

One final need deserves note: small businesspeoples' lack of information aboutthe resource institutions themselves. This shortage affects entrepreneurs in allcountries. One of the most useful contributions is to pmepare directories of all theinstitutions active in a country, giving their names, addresses, and staff contacts,
and describing their policies and preferences, kinds of support offered,geognaphical and sectoral specializations, volume of lending, raining, or other
assistance, and giving examples of completed application forms for each. A few
examples are currently available.30 Some government ministries keep directories ofPVO's and NGO's for political or administrative purposes; with permission,

resource institutions may be able to adapt these for wider dissemination.
 
Directories are most usefully published uncopyrighted
 

General Conclusion 

The central implication of this multi-purposed discussion is the need for those

engaged in enterprise development work to take time to listen on the ground. The
features small or micro-enterprises have in common are important but few, and
assessing their needs beyond these takes time. Thorough and deliberate planning,careful research, patient implementation, limited staff rotations, and realistic projectcycles all can heighten the effectiveness of both entrepreneurs and resourceinstitutions, and maximize the benefits of assistance to small and micro-businesses.
Trainers train best when the), have first stopped to listen; lenders lend best when 
some of their methods are borrowed from local populations. In the end, it is
perhaps by slowing down the pace of development planning that agencies will be
 
most able to accelerate development.
 

29Chuta and Liedholm (1979:67) give another more detailed list of types of assistance to small
scale businesses.
30Two good examples are Baer el. al. 1985 for Senegal, and Mazingira Institute 1985 for Kenya.
Resource institution field officers can use these to refer prospective clients to other institutions.
 

http:available.30


33 

Chapter III 

Assisting Small and Micro-entrepr-neurs, I:
 
The Resource Institutions
 

Numerous organizations  private and public; local, national, and international - pursue programs to assist small and micro-enterprises in the expectation that theyare helping raise incomes and levels of welfaie among low income people and
generating.much needed employment in developing countries. The number of suchorganizations is impossible to know with precision. A recent directory lists 1,702private organizations operating at the international level; a significant portion of

these institutions pursues enterprise assistance programs (OECD 1981; Smith,
Baldwin, and Cl-itick 1981:167-180; TAICH 1983). A listing of developing

country government agencies, national business associations, private voluntary
organizations, banks, and cooneratives providing similar services would be manytimes more extensive. Some organizations focus entirely on enterrise developmentprograms while others canry out a variety of other development activities in addition 
to enterprise support programs. These resource institutions vary considerably insize, visibility, and effectiveness. At the same time, they share many concerns,
such as the desire to improve program design and the need to ensure that they are

effective and efficient in pursuing their goals.
 

This chapter describes several broad categories of small and micro-enterprise 
resource institutions and assesses their characteristics as organizations providingdevelopment assistance. The chapter will also describe some of the most salientfeatures of the task environment of the resource organizations that make their goals
more or less difficult to achieve. Outlining the com~parative characteristics of theorganizations and describing critical aspects of their enviromment should assist
organizations to assess better which type of program is best suited to their resources, goals, and context. Chapter IV provides greater detail on the content of
the assistance programs undertaken by resource institutons. 

Comparative Characteristics 

The vast majority of institutions that provide assistance to small and micro
enterprises fall into six general categories: 

- international private voluntary organizations 
- National and local private voluntary organizations
 
- Cooperatives (private, public, and semi-public)
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- Banks 

- Government agencies 

- Business associations 
While there are considerable differences in the activities and standards of
performance within categories, each type tends to share a set of similar


characteristics.1 
 The following pages characterize the six major institutional types.There are man exceptions to the generalizations. Moreover., what may appear to
be limitations on particular types of institutions (small size, for example) often
contribute to their effectiveness in other ways (adaptability to local cimstance,
for example). The characteristics assessed are: 

- Size: Number of employees and size of budget 
- Scale: Extent to which the organization can serve large numbers of
 

beneficiaries
 
- Institutionalization: 2 
Dmabiliry and the extent to which the organization 
operates on the basis of routine procedures and regulatioas 
- Adaptability to local circumsane: Extent to which the organization is able to
adapt in response to a changing and varied environment. 
- Socioeconomic emphasis: Extent to which the organization emphasize
community development and social welfare goals as contrasted to a primaily
business orientatiom
 
- Dependence on donors or government subsidies: 
 Extent to which the 
organization generates its own operating budget. 
- Ability to influence the policy environment: Extent of ability to put pressure 
on government decision making processes. 

The following pages review the comparative characteristics of the six categories of 
resource institutions. 

I. International Private Voluntary Organizations 
A larg- number of well-known institutions are in this category, organizations

such as CARE, Church World Service, Catholic Relief Services, the Foster ParentsPlan, World Education, International Voluntary Services, the Institute for Cultural 

1The identification of institutional characteristics is based on a review of the literature on smalland micro-emerprise assistance programs and on the mor general literature dealing withinstitutional analysis. Numerous examples of such institutions am provided. To the extent
possible, we have drawn these cases from the PISCES studies so that readers can easily refer to more extensive analyses of empirical example& We have also drawn examples from other easilyaccessible sources. In addition, we have added a few examples from field interviews with resowtre
institutions in Latin America and Africa. In general, examples refer to institutions that haddemonstrated some success in carrying out small and micro-enteprise programs, at least at the 
time they were studied. 
2Instmonahizadon has both positive and negative connotations. "According to organizationtheory, (institutionalization) can produce greater efficiency, reliability, and accountability, but anorganization's need for control often results inrigidity, inertia, and resistance to change, as well as 
in ritualism and insularity" (raxmer 1981:265). 
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Affairs, American Friends Senice Committee, Oxfam, and many more (seeespecially Sommer 1977; OECD 1983; Smith and Elkin 1981; TAICH 1983). Inaddition, there are many smaller and less well-known private voluntary
organizations that have an international focus (see for example TAICH 1983).Man), of these organizations have long and distinguished records in community
development, disaster assistance, and relief work. Increasingly, they have becomeconvinced that development assistance must have income generation as a central 
component if it is to have a sustained impact on the poor majority in developing
countries (see Montgomery 1986:5). 

Often, international private voluntary organizations work through localchapters, local affiliates, vr local grantees in developing countries. Ince-asingly,the), tend to belong to umbrella organizations of similar institutions, such as PrivateAgencies Collaborating Together (PACT), Interaction, and the Union ofInternational Associations (Brassels). These organizations have been among thosemost concerned to develop useful and replcable models for enterprise assistancebecause of their multi-country focus. They are notable for the extensive
commitment of their leaders and staff (see OECD 1983; Sommer 1977; Kozlowski
1983; Tendler 1982). Such individuals generally work long hours, maintain

demanding travel schedules, and accept salaries that compare unfavorably with

those they might receive in other fields (Wilson 1983:19).
 

Size: International private voluntary orgarizations range from very large to
small. They may employ as many as several hundred staff people or as few as
twenty, ten, or even fewer. A significant portion of their staff often resides in
developing countries. Budgets range from several million dollars a year to a few

hundred thousand dollars or less (see TAICH 1983).
 

Scope: The activities of individual organizations in this category may rach a
large number of developing countries and the number of individuals and families

the), assist through their programs can be quite large. In general, however, the
scope of their activities in any one country, and thus the number of people they arm
able to assist locally, is quite limited. 

Institutionalization:Large international organizations tend to be wellinstitutionalized, with procedures and regulations guiding hiring, travel, grantmaking, reporting, budgeting, and other routine matters. They tend to be durable
organizations that can take advantage of modem management techniques, includingcomputer-based information and monitoring systems. Smaller international
organizations tend to be less well institutionalized. 

Adaptability to Local Circumstance: When such organizations work throughlocal grantees, they may be able to support particularly well programs that are
flexible and that demonstrate creative responses to the needs of small and microenterprises at the local level (Wilson 1983:19-20). On the other hand, they may besomewhat less flexible when they operate through local affiliates that must clearmany of their decisions with central headquarters. Their commitment to specific
models of how to carry, out enterprise assistance can affect their adaptability (seeKozlowski 1983).3 Many international organizations are concerned particularly 

3For example, a director or one international organization observed, "..NGO's [Non-GovernmentalOrganizations] sometimes "idealize" their roles and believe that theirs is the only or the best 
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with program evaluation, an interest that increases their willingness to adapt or trynew approaches (see for example ACVAFS 1985). 
Socioeconomic Emphasis:There is considerable variation and debate amonginternational organizations about whether they should emphasize communitydevelopment and social welfare goals or the stimulation of business as a principalobjective. Many organizations such as CARE, Oxfan, and Foster Parents that have a long history of efforts in community development and relief efforts tend toemphasize social welfare goals and prograams that will benefit communities andgroups rather than indiiduals. Organizations more specifically focused on
enterprise or technology development, such as Appropriate Technology
International, Partners for Productivity, and Technoserve, tenC 'obe more orientedtoward the goal of stimulating entrepreneurship and appropriate business skills and

technology. 
Dependence: International private voluntary organizations receive funds from avariety of sources, including private citizens, corporations, national andinternational aid agencies such as USAID, and private foundations (see Sommer1977; Weisbrod 1977; TAICH 1983). They have often developed sophisticated
fundraising techniques and may have long-term funding relationships with
particular granting agencies. In general, they tend not to be extremely dependent on any one donor;, this has helped many of them to endure. At times, theseinternational organizations comptete for funding, even while they maintaincollaborative relationships in other areas. Moreover, as has been made clear inrecent famine situations in Africa, 'The public fund-raising iperativ...influences

NGO [non-governmental organizations] priorities and tends to result in a
concentration on situations that lend themselves to draMatizaot" (K0zlowslcd

1983:13).
 

Abiliry to Influence the PolicyEnvironment. Almost all intmational
organizations publicly eschew any intent c" capacity to influence government
decision making in countries where they are active. They are very concerned to
promote the image that their activities are humanitariar, not political. In countris
where they have large programs and provide large amounts of money, however,
they may have some capacity to influence government policy by bargaining over
grait conditions. In general, however, their influence is limited. 
2. National and Local Private Voluntary Organizations 
There are more national and local private voluntary organizations than there areinstitutions in any other category considered here Them organizations includenational institutions such as the Fundacion Dominicana de Desarrollo in theDominican Republic (DDF), the National Christian Council of Kenya (NCCK), andthe National Development Fund of Jamaica. There are also a very large number ofmore specific or local organizations such as the Carvajal Foundation in Colombia,the Centre d'Education a la Promotion Collective in Cameroon, the Brazilian Center 

solution to the particular problems at hand. This attitude does not normally ingratiate them withhost country officials nor does it facilitate understanding of, or cooperation with, official aid
agencies" (Kozlowski 1983:13). 
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for Assistance to Smal! and Medium Enterprises (CEBRAE), and the Working
Women's Forum in Madras, India.4 

Many of these national and local efforts began as organizations with communitydevelopment and social welfare goals; they often focus specifically on the needs ofa particular group of people or the needs of a particular locality. These institutions are frequently the creation of zealous or charismatic individuals whose "vision" ofdevelopment helps sustain the organization (see Tendler 1984, 1982, 1981). Theytend to hire individuals who arc committed to social action, trusting that specifictechnical skills can be learned but that motivation and social concern cannot Staff 
am frequently poorly remunerated but often continue to offer .igent servicebecause of their commitment. It is becoming more common for national and localprivate voluntary organizations to join national level umbrella associations ornetworks of similar insitutions (see Montgomery 1986:5). Many have strong linksto international donor agencies or international institutions such as religious

organizations (see TAICH 1983; Farbman, ed. 1981.passim).
 

Size: National and local private organizations tend to range in size from thosewith staffs of 100 or more people to those with 10-12 people. The very nmallest
often operate with a staff of 2-3 people and Enumber of unpaid volunteers. Theirbudgets are generally small, rarely exceeding two to three million dollars annuallyand often having as little as $25,000-$50,000 a year with which to operate their 
programs. 

Scope: Such organizations tend to specialize in intensive service to a veryspecific clientele. When they are small, they may have only a hundred clients; largeorganizations may benefit directly as many as 5,000 to 8,000 clients over the courseof several years (see Farbman, ed. 198 l:passim; Smith and Tippett 1982). 
In titutionalization:While there are a number of well institutionalized nationaland local private organizations providing enterprise assistance, there are many morethat are loosely organized and casual about the accomplishment of routineprocedures such as record keeping and monitoring of programs. Often, their levelof informality may be appropriate to their size and may encourage creative responseto the changing needs and opportunities of their beneficiaries (see Tendler 1982 fora discussion). In some cases, however, lack of institutionalization affectssustainability and increases the chances for making poor management decisions (see

for example Gupta 1977:18). 
Adaptability to Local Circumstance: Because of their size and focus, nationaland local organizations are frequently adaptive to local circumstance and responsiveto the needs of their beneficiaries. Nevertheless, some of them share with theirinternational counterparts the tendency to be highly committed to a particular modelof enterprise assistance, a factor that may impede their ability to adapt to changing

needs and circumstance. 
Socioeconomic Emphasis: These organizations vary considerably in terms ofthe emphasis given to social welfare and community development objectives asdistinguished from more specific business assistance. The Urban CommunityImprovement Program (UCIP) of the NCCK, for example, is principally concerned 

4Each of these organizations isdescribed inFarbman, ed. 1981 as a part of the work done under thePISCES Project or inSmith and Tippcu 1982. On the DDF and the NCCK, see also AMD 1985. 
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with the broad conmunity and family welfare impact of its activities amongresidents of squatter communities in Kenya, while the Carvajal Foundation inColombia strongly emphasizes the development of business management skills and
entepreneurial talent among its beneficiaries. 5 Often, the difference in emphasis
corresponds to the needs of the particular clientele they serve (see Ashe 1981"21).

Dependence: Private national and local organizations often tend to be dependenton donor assistance, and many are highly dependent on one or two principaldonors. A large number are dependent almost exclusively on international donors.As we will see in Chapter V,dependence is a serious problem for them. A feworganizations, such as the Carvajal Foundation in Colombia, the FundacionCostan-icense de Desarrollo (FUCODES) in Costa Rica, the Tahanan Foundation inthe Philippines, and the Northeast Union of Assistance to Small Businesses (UNO)
in Brazil, have demonstrated an ability to mobilize local so=res of funding.6
 
Others, such as the Village Polytechnic Program in Kenya and the Calcutta "Y"

Self-Employment Center have been subsidized by government. 7
 

Ability to Influence the PolicyEnvironment: With the exception of a few of thelarger institutions, private organizations am,not able to exert much pressure onnational decision making processes to bring about a more favorable context forsmall and micro-business. They are likely to feel vulnerable to government

,etaliation" if they become "too political" (see Tendler 1984).
 

3. Cooperatives 
Public and private cooperative organizations are widespread in developingcountries. Those most concerned with enterprise development are savings and loanassociations, often serving a specific clientele such as farmers, small merchants, ormarket vendors. Some, however, are production and/or marketing cooperatives,

and some have been formed for the purpos- of helping members acquire productionmaterials or inventory at reasonable prices. Cooperatives tend to be heavilyregulated by governments and often are iitiated by them (see Peterson 1982; Quick1980). The commitrnent of cooperative leadership to the achievement oforganizational goals is often considerable. howc.r, thesC 

encounter difficulties at local levels in attracting well-qualified staff (see Peterson
 

At t emcs, iganizations 

1982; Miller 1977: 92). Cooperatives are normally affiliated into national
 
federations or confederations.
 

Cooperative organizations have been criticized for being inappropriate for the
cultural context of some countries or for being dominated by more well-to-do
indi-iduals (see especially Peterson 1982; Tendler 1983b; Lele 1981; Widstrand
1970). However, there are well-known success stories among cooperatives such
 as the village milk cooperatives organized into the Indian National Dairy
Development Board (Korten 1980; Paul 1982:15-36). 

5 The UCIP is described in ORegan and Hellinger 1981:60-81; the Carvajal Foundation is
described briefly in Chapter IV. See also Sanders 1983a and 1983b.
6FUJCODF-S is th: subject of a teaching case developed by HIID/ARIES. The Tahanan
 
Foundation is described in Brown 1981b:307-316. UNO is described inTendler 1983a.
7These are dcscribed in ORegan aad Hellinger 1981:83-99 and Brown 198 lb:367-373.
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Size/Scale: Individual cooperatives rarely grow beyond a few hundred
members, but national federations and confederations can have memberships

numbering in the thousands. This is particularly the case with government
sponsored cooperatives that are often heavily subsidized by the state. National staff can be large; locally, one to five individuals generally form the paid staff of
individual cooperatives. Cooperatives organized on a national scale often reach 
even remote communities. In some cases, a significant portion of the population
may belong to cooperative organizations. In Costa Rica, for example,
approximately thirty percent of the economically active population belongs to
 
cooperatives promoted and regulated by a government agency, INFOCQ 
 P.8 

Institutionalization:National federations and confederations of cooperatives are
often well institutionalized. At times, they have been criticized for being overly
bureaucratic and rigid (see Peterson 1982; Quick 1980; Lele 1981). At the local
level, poor management and a lack of appropriate procedures or trained staff attimes have resulted in cooperatives that are poorly institutionalized and subject to 
failure or corruption. 9 

Adaptabilityto Local Circumstance: The necessity of maintaining cooperative
forms of organization and the existence of considerable government regulation tendto limit the adaptability and creativity of these institutions. At the same time,
effective cooperatives demonstrate the capacity to reflect the needs of their membersin initiating projects for them (see Tendler 1983b). Because institutional forms andlocal economic relationships may make cooperative services more accessible o
 
some than to others, this type of organization may be particularly well-suited to

certain types ofentrepreneurs (better-off small merchants, for example) and less
well-suited to others (see Peterson 1982, Tendler 1983b, 1984; Lele 1981). Wherecooperatives are effectively controlled by their members, they can be responsive to 
local needs. 

SocioeconomicEmphasis: Cooperatives strongly emphasize the community

and social welfare benefits that result from cooperation and the pooling of benefits

and risks. As organizations, however, they depend on the capacity to increase
economic performance among their members (see Tendler 1983b: 192-195). 
 The
services they provide often are directed to the benefit of individual businesses of the
membership. Thus, the emphasis in cooperatives tends to be inclusive. 

Dependence: Cooperatives are often very dependent on governmea subsidies

and/or donor support (Tendler 1983b). Successfully managed cooperatives,

however, have considerable potential to become self-sustaining and productive

enterprises. This has been the case with El Ceibo in Bolivia (Tendler 1983b), and
the milk producers' cooperatives in India (Korten 1980; Paul 1982:15-36) 

Ability to Influence the PolicyEnvironment: In countries where cooperative
associations are large and have the potential to be politically important, they may
have the capacity to influence government policy with regard to cooperative
actvities and support. In many cases, governments have developed specific bodies
of laws and policies to regulate cooperatives and the influence of the institutions 

8lntcrvicw, San Jose, Costa Rica June 17, 1986.
9Jurlith Tcndlcr (I983b:224-229) argues that evidence of corruption often surfaces in a cooperative
 
as a resuit of other problems or dissatisfactions among members.
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often is limited to this specific set of regulatory measures. In general, publicpolicies often affect cooperatives more than cooperatives affect public policies.(see
Peterson 1982). 

4. Banks 
Public and private banks often are recommended as potentially appropriate

institutions for providing credit to small and micro- businesses. There are some
indications that this potential can be realized: 
 the Multiservice Centers of the Bankof Baroda; the Banco del Pacifico in Ecuador, the Grameen Bank in Bangladesh; theBKK in Indonesia; and various branches ofWomen's World Banking are good
examples from recent studies 
 (see Brown 1981b'345-347, Brown 1981a:215-223;Harley 1983; Houghton 1985; Goldmark and Rosengard 1983). However, ingeneral, few small and micro-entrepreneurs have access to these formal financialinstitutions. Thus, except in the cases of special development banks or special bank programs for small business assistance (e.g., the Bank of Baroda, the GrameenBank of Bangladesh, and the Banco del Pacifico), bank leadership and staff are notcommitted to assisting small and micro-enterprises (see Fraser and Tucker1981:216). anks prefer to deal with larger clients and argue that they cannot

afford to lend to the poor (see Fraser and Tucker 1981:216; Miller 1977:72-83;
Johnston and Clark 1982:102). Nevertheless, a number of experiences with banklending to small entrepreneurs as groups or individuals suggest that banks have 
some advantages for assisting small and micro-entrepreneurs. 

Size: Banks tend to be large, with extensive staffs and large amounts of

financial resources.
 

Scale: Banks have the capacity to operate on an extensive scale, particularly inurban areas. Because of added costs, they tend to resist offering services to clients
in rural areas, particularly to those in very remote areas. Banks need to operate onan extensive scale in order to keep their administrative costs low and they are often
highly competitive with other institutions that offer the same services.
 

Institutionaization:Banks are highly institutionalized, to the point that it has
often been claimed that they are too rigid and bureaucratic to resond to the needs of
small and micro-entrepreneurs. Their procedures, regulations, and loan criteria
often exclude small and micro-entrepreneurs (see Von Pischke, Adams, and Donald1983). Development oriented or special banks, such as the Grameen Bank and theBanco del Pacifico, generally must develop special procedures and hire and train
special staff to resond to low income client needs (see for example Goldmark and
Rosengard 1983). 

Adaptabilityto Local Circwns'tance:Banks tend not to be adaptable to localcircumstance because their procedures and regulations must be uniform and must be
applied to broad categories of clients if their activities are to be efficient. A fewinnovative banks with particular concerns for low income clients, such as theGrameen Bank in Bangladesh (see IFAD 1984; Harley 1983; Houghton 1985), orparticular bank programs, such as that of the Banco del Pacifico in Ecuador, have
managed to avoid these general tendencies. 

SocioeconomicEmphasis: Of all organizations providing enterprise assistance,
banks tend to have the firmnest commitment to business performance. As
impersonal institutions, they can be effective in establishing and maintaining strict 
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criteria for loan repayment, a characteristic of well-functioning programs (see Ashe1981:42). As single purpose financial institutions, banks are largely unconcerned 
with achieving community development or social welfare objectives. Special
development banks, such as the Grameen Bank or the BKK in Indonesia, are, of 
course, exceptions to this general tendency. 

Dependence: Generally, banks operate for profit and are not dependent on
direct government subsidy or donor funding. Government banks, however, may
receive subsidies from public revenues and particular programs of private and
public banks may receive subsidized capital from government, donors, or 
international lending agencies. 

Ability to Influence Policy Environment: Banks have considerable capacity to
affect government policy related to interest and exchange rates. They also may have 
some capacity to influence decision makers about industrial and commercial policy.
Because a very small portion of their loan portfolio is likely to involve low income 
entrepreneurs, however, banks are not likely to have much interest in affecting

government policy toward this group. Again, special development banks are an
 
exception.
 

5. Government Agencies 
Most governments have programs to assist small and micro-enterprises. These 

may take the form of technical assistance bureaus, credit agencies, and training

institutes. Often such organizations are assigned to the ministries of labor or

industry. In some cases, they may be parastatal institutions, such as agricultural

banks. The extent to which they are effective or visible varies by country, by

administrations within a country, and by agency. Traditionally, these organizations
have received funding from international agencies such as AID, the World Bank,
the ILO, or international regional banks like the Inter-American Development Bank. 

Size: 'The staff and budgets of government agencies tend to be relatively large,
although they often are starved for funds relative to the scale of operations they are
expected to accomplish. Inefficiency in the use of funds is a frequent complaint

against government agencies.
 

Scale: Government programs have the potential capacity to reach large

nur. ibers of beneficiaries, even in remote rural areas. Although they are similar to
 
banks in size and scale potential, they also have the capacity to provide a multi
service program to beneficiaries, something that is difficult for banks.
 

Institutionalization:Government agencies tend to be highly institutionalized and 
many verge on the rigidly bureaucratic. With effective leadership or strong political
support, some have been able to maintain their institutionalized characteristics while
remaining responsive and adaptable to the needs of their low income beneficiaries.
This appears to have been the case with the Tanzania Small Industries Development
Organization and PRIDECO in El Salvador (see O'Regan and Hellinger 1981:107
120; Fraser and Tucker 1981:167-191). 

Adaptabilityto Local Circumstance: While bureaucratization tends to inhibit 
adaptability, some government agencies have been able to be responsive to local
circumstances because of the multi-service approach they adopt. A good example
of this was the Ministry of Social Services and Development in India reported in the
PISCES Studies (Brown 198 1a:293-306). In other cases, government agencies 
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can be slow to adapt to beneficiary needs or a changing environment because ofthe laws and official regulations that shape their activities, including important
staffing and administrative decisions. 

Socioeconomic Emphasis: Many government agencies have a bias toward
ommUnity development and social welfare goals. In part, this is a result of theirfquent political mandate to mobilize political support among the low incomepopulation. Similarly, for political reasons, government agencies may have troubleapplying strict criteria of loan eligibility and repayment to clients. 

Dependence:Government agencies providing assistance to small and microenterprises generally operate with a deficit and receive considerable subsidies fromgovernment and from international donors. They often must devote considemble energy to maintaining their public visibility and to promoting agency interests in
competitive government budgetary decision making processes. 

Ability to Influence the Policy Environment: In spite of their identification withthe public sector, government organizations generally have little capacity toinfluence national decision makers because of their lack of power when comparedto organized economic interests representing other sectors of the economy.However, they may have some capacity to shape decisions about issues that applyspecifically and uniquely to small and micro-enterpriseo 
6. Business Associations 
In a number of countries, associations of medium and large businesses have
become interested in small and micro-enterprise programs. Usually they set up
special foundations, funds, or institutes to ca~ny out these programs (see for


example Tendler 1984).10 At times, business associations are motivated byconcern over the potential for social unrest if incomes are not raised among large
sectors of the population. At other times, they r'ay be interested in engendering
links with the smaller enterprise sector in order to provide themselves with a
broader base of political support 
 Or, they may see economic advantages infostering entrepreneurship in the society, in developing subcontracting

arrangements for their own enterprises, or in benefitting from tax incentives that
favor philanthropy. Examples of these business associations are COSEP in
Nicaragua, the Indonesian Chamber of Commerce, and the Indian Merchants'
Chamber of India (see Tendler 1984; Alliband 1983:56-57; Indian Merchants'
Chamber 1977). The commitment of business associations to a low incomeclientele gener-lly is tempered by their commitment to the economic and politicalinterests of the medium and large scale entrepreneurs which make up most of their 
membership. 

1 0Associations of small and micro-entrepreneurs are becoming mor common in developing
countries. These arc generally organizations formed by entrepreneurs inalready existing firms whocome together for thc purpose of discussing and resolving common problems, politicalrepresentation, joint advertising, or joint purchasing or marketing. A good example isCANAPIinCosta Rica, which represents its membership politically, provides training courses, organizesartisan fairs, operates shops to sell products made by its members, and publishes an advertisingdirectory. There is little information available on these kinds of associations and they am notincluded in the text discussion. We have limited our focus to business associations formed bymedium and large entrepreneurs that have initiated programs for small and micro-enterprises. 

http:1984).10
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Size: The programs of business associations tend to be small and and operate
with modest budgets. They are often very similar in size and operation to the local
private voluntary associations previously discussed. 

Scale: The number of beneficiaries of such association programs is alsolimited, with most of them concentrated in cities. At times, it has proved difficult toincrease the size of these programs because they may not be a high priority for a
significant portion of association members. 

Institutionalization: In many ways, the assistance progiams supported by
business associations rebemble those of the national and local private voluntary
organizations. They vary in terms of their degree of institutionalization and their
 
durability.
 

Adapabilityto Local Circuonstance:These programs can be quite adaptive tolocal constraints and opportunities. Their management is generally well-.nformed
of laws and regulations that affect business operations and they may have a goodunderstanding of marketing and production opportunities. They offer the potentialto link formal and informal sector operations. At the same time, however, some may have rigid ideas about what small and micro-entrepreneurs need and want,
drawn from their experience with larger enterprises. 

SocioeconomicEmphasis: Programs supported by business associations tend
to have a strong bias toward training in business skills and engendering

entrepreneurship. 

Dependence: Business associations tend to be relatively autonomous,depending mainly on the support of their membership. The programs for small andmicro-enterprise support, however, may be very dependent on the good-will and
orientation of the association's membership or on donor assistance (see Tendler
1984). Particularly when the business association has a strong ideological

commitment and the program is extremely dependent on the parent organization, it
 may have limited scope for responding creatively to beneficiary needs.
 

Abi'rfy to Influence the PolicyEnvironment: Business associations often have
great capacity to influence public policies. However, they may not be particularly

motivated to influence the policy environment for small and micro-enterprise,

particularly if this might mean altering the advantages that medium and large
enterprises receive from that environment or if small enterprises are seen as a
competitive threat (see Haggblade, Liedholm, and Mead 1986). 

Comparative Characteristics and Clienteles 
All types of resource institutions have produced both successes and failures in

carrying out small and micro-enterprise assistance programs. On the basis of aconsiderable literature, it appears that no particular organizational form is uniquelyqualified to pursue such programs. Decisions about which organizational form toadopt or assist generally will depend on local conditions, experiences, available resources, and the particular strengths and weaknesses of existing organizations. 
However, there is some evidence that the balance among the characteristics oforganizations results in differing capacities to reach particular clienteles. Forexample, private voluntar , organizations, because they tend to be small, focused,and adaptable, and inclined toward community development and social welfare 
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goals, may be the most .ppropr'.ate institutions for reaching the Level I and Level 1fentrepreneurs who have been identified by the PISCES projects.11 Government
agencies with a social welfare orientation also may be appropriate for this level ofentrepreneur. Cooperatives and government agencies, because of their scale andnstitutionalization, may be most appropriate for reaching Level II typeentrepreneurs. Banks and business associations, because of their businessorientation, capacity to irfluence the policy environment, and relative autonomymay be most suited to assisting entrepreneurs at Level II and above. Whenorganizations wish to reach other levels of entrepreneurs effectively, they may haveto alter their organizational structures, management styles, or program components.
These issues are addressed more fully in Chapter IV. 

The Task Environment 

In addition to the relative characteristics of the organizations providing
enterprise support programs, it is important to consider the task environment that
confronts their assistance efforts. The task environment refers principally to the
clientele of the organization, the policy environment, and the socioeconomic
context. 
A task environment may be more or less difficult for the organizations as itaffects their capacity to achieve program goals. Thus, clienteles can be.more or lesseasy to assist, a policy environment can complicate or facilitate the organization'sactivities, and a socioeconomic context can be morm or less favorable to small and
micro-enterprises. Assistance to easier-to-reach clients in supportive policy and
socioeconomic environments will be less time consuming, less expensive, and
 more immediately successful than assisting clients who are mor difficult to reachand who are in unsipportive environments. At the same time, from a developmentperspective, assisting easier-co-assist clients may be less important than assisting

more needy entrepreneurs in a more hostile environment.
 

Clients
 
Client characteristics are irr.:ortant to resource institutions because they affect
how well the organization can respond to beneficiary needs. Organizations wishing
to assist more difficult-to-reach groups may have to adopt particular programcomponents, hire specialized staff, and spend more time and effort in reachingthem. The special problems of helping difficult-to-assist clients can be addressedthrough organizational structu and management and program design. Theliterature on resource institutions reports that among the most significantcharacteristics of the cientele for assistance organizations are: the newness of theenterprise; the size of the enterprise; the sector in Which it is operating (retail,manufacturing, or service); the income level of the beneficiary; and the location ofthe enterprise. Each of these factors can be summed up in a general workinghypothesis about the ease or difficulty of assisting those who share the particularcharacterstic. They are denoted working hypotheses because the literature providesus with a reasonable sense that they accurately reflect a wide body of experience but 

1ISee Ashe, 1981:19-23. 

http:projects.11
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they have not yet been subject to rigorous testing. These hypotheses are presented
below. 

Existing enterprisesaremore easily assistedthanenterprisesthatare newly
createdthrough theproject. There is a high failure rate for new businesses. Entry
barriers and star-up problems are often great. Frequently, new enterprises fail
because their owners are not committed to or skilled at a particular activity or may
have misjudged a business opportunity. Existing enterprises, on the other hand,have proved a minimum level of survivability and indicate the business acumen and
aptitude of the owner. Existing enterprises also have collateral that can serve as the 
basis for formal institutional assistance. 

Largerenterprisesaremore easily assistedthan smallerones. Tiny enterprises,
often involving only one person, may require more intensive assistance than larger
ones (see Ashe 1981:19-23). The entrepreneurs are generally poorer and suffer
 
more from the cumulative disadvantages of poverty - malnutrition, illiteracy,

vulnerabilir, to personal disasters, and other problems. Larger businesses, in
 
contrast, tend to have owners with some cushion between themselves and dire

poverty and to have collateral that makes them more riskworthy for financial
 
assistance. Some experience suggests that the larger small firms have a greater

impact on employment while tiny enterprises have the potential to affect welfare
 
levels (see Farbman, ed. 1981).
 

Retail andservice enterprisesaremore easilyassistedthan mangfactui'ng
enterprises. The amount of capital, technical assistance, and marketing expertise
required for manufacturing is greater than for other sectors. Assistance programs
for manufacturing enterprises will therefore need larger amounts of capital and more
sophisticated technical assistance for production and marketing than is the ease for
other typTes of enterprises. At the same time, manufacturing enterprises generally
have the greatest capacity to generate productive employment and to make positive
contributions to economic growth (see Haggblade, Liedholm, and Mead 1986;
Anderson and Leiserson 1980). 

Better-off beneficiariesare easierto assistthan less well off ones. As indicated
in the PISCES studies, very poor beneficiaries generally require extensive
corrnitment to the time-consuming development of group solidarity and social
welfare benefits. The poorer the clientele, then, the more effort must be expended
in organizational activitites, training, support functions (nutrition and health 
programs, for example), and monitoring client performance. More advantaged
clients may need only one or two types of assistance and are less vulnerable to the
kinds of problems caused by extreme poverty - ill health, lack of permanent
residence, debt, discrimination, etc. At the same time, assisting poorer clienteles
tends to have a greater humanitarian and distributional impact. 

Urban enterprisesare more easily assistedthan ruralenterprises.The urbanlocation of beneficiaries often means they are more integrated into a national 
economy, have more access to markets, and have more opportunities for
development and growth (see Tendler 1982b). For resource institutions, an urban
clientele means that less time and resources are expended in getting to where the
clients are and in assisting them and monitoring their performance. In many
countries, however, the majority of small enterprises are located in rural areas and
stimulating urban enterprises can add to already high rates of rural-to-urban 
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migration (see Dennis and Leiserson 1980; Chuta and Liedholm 1979; Steel and
Takagi 1983; Page 1979). 

Women entrepreneursaremore difficult to assistthan male enr-epreneurs.Women are often excluded from the institutions, resources, and skills that arenecessary to make a going concern of their business activities (see Obbo 1980;March and Taqqu 1982; Bourque and Warren 1981). Because they often undertakeentrepreneurial activities in addition to heavy household responsibilities, their time,energy, and interest may be constrained. In general, women are less educated andpoorer than males and in many countries may not have control over personalproperty. At the same time, assisting women can have considerable impact onsocioeconomic structures and can result in real developmental advances (see Marchand Taqqu; 1982, Crandon, 1984; Dulansey and Austin, 1985). 
Resource institutions should not be discouraged from undertaking programs tohelp more difficult-to-assist clients in favor of programs for those easier-to-assist.If this standard were followed, inequities in resource distribution and access tobenefits of programs would become even more highly skewed than they already arein developing countries. However, when resource institutions make decisionsabout the types of clients they wish to assist, they are also choosing a series ofneeds theywill have to address ifthey are to be effective. They will need toconsider the special requirements of the clientele they decide to serve and to shapetheir organization and service delivery programs accordingly. In some cases,resource institutions may lack the resources, personnel, or experience necessary toaddress the problems of particular groups, however extensive their commitment. Insuch cases, they should be encouraged to make alternative choices or to modifytheir goals to fit the institutional and contexual reality. 
The Policy Environment
 
There is increasing consensus that aspects of a national policy environmen
strongly affect the nature and existence of small and micro-enterprises (see
Haggblade, Liedholm, and Mead 1986). A list of the policies thought to affect
enterprise and employment is presented in Table M-1. 
 Aspects of the policy
environment also affect how resource institutions operate and the degree of ease or
difficulty with which they assist small and micro-entrepreneurs. As yet, there is
little direct evidence of these effects, however, and specific statements about thepolicy environment must be treated as hypotheses. It is important to present thesehypotheses because they can aid resource institutions in becoming sensitive to thefactors i the policy environment they need to consider when making choices aboutorganizational structure, activities, and program design. Thus, just asorganizations need to plan on what the characteristics of the clientele mean for theinstitution, they must also consider how the policy environment will affect their 

activities. 
The policy environment may affect small entertrises diffeently from how itaffects the resource institutions. Many studies indicate that government regulation- minimum wage legislation, licensing, trade restrictions, mandatory socialinsurance programs  often leads to a flourishing of activities in the informalsector, where there are fewer barrier •to entry (see for example Greaney 1986:18;Portes and Benton 1984). But for resource institutions, government regulationmeans that it is more difficult for their clients to "graduate" to the formal sector or to 
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become clients of formal sector institutions such as banks. Extensive governmentregulation also means that small and micro-entrepreneurs can be extremely
vulnerable to police and official harrassment. 

Among the most important aspects of the policy environment for resource
institutions are interest rates, regulation, exchange rates, and scale discrimination.A set of hypotheses about how these factors affect the task environment of the 
resource institution is presented in the following paragraphs. 

Governmentpolicies that setarrificallylow interestrateceilings orcredit
controlsincreasethe difficulty of assistinglow income clients. Artificially low
interest rates tend to exclude low income borrowers from formal financial markets(Von Pischke, Adams, and Donald 1983; Steel and Takagi 1983). This canincrease client dependence on the resource institution, curtailing their ability to"graduate" to formal fbiancial institutions, and limiting the ability of the
organization to serve more clients. Moreover, when resource institutions lend 
money to their clients at subsidized - even negative - rates of real interest, theyincrease their costs and the likelihood of dependence on donors or government
subsidies (see Tendler 1984). This makes them more vulnerable to failure. Lowinterest rates also discourage savings mobilization, which is increasingly recognized
as an important mechanism for helping low income people help themselves (see
Rielly 1986; Meyer 1985). 

The more extensive the government regulationofbusiness,the more difficult itis to assist small and micro-enterprises. Government regulations about wages,taxation, social welfare contributions licensing, and other business related issues are among the important reasons why informal sector businesses develop. Entranceinto the formal sector is too expensive and raises too many barriers for low incomepeople. Of course, governments have the right and duty to ensure that workers arenot exploited, that businesses contribute to national security and welfare throughtaxes, and. that certain kinds of information on business activities are available.However, extensive regulation also can create a hostile environment for the work ofthe resource institutions. Resource institutions can be most effective when they can"graduate" some of their clients to the formal sector and deter them from becoming
dependent on the programs of the resource institution. Conforming to laws,
regulations, and reporting requirements or helping their clients do so also can be

time consuming and expensive for resource institutions.
 

The more overvalued the exchange rate, the moredi Icult it isfor resourceinstitutionsto help smal!and micro-enterprisesto develop andgrow. Overvaluedexchange rates reduce the price of imported goods and generally lead to rationing offoreign exchange or import restrictions which in turn gene:rally discriminate in favorof large firms (Haggblade, Liedholm, Mead 1986:23-29; Greaney 1986:19). Thus,small and micro burinesses often cannot compete with larger firms because ofdifferential access to foreign exchange; they may be restricted to producing goods
that do not require imports of machinery or raw materials. While this enforcedreliance on indigeneous resources may provide informal businesses with a niche in
the economy, it also tends to limit the market available to such firms, thus hinderingtheir expansion. In such a context, resource institutions serving small and micro
enterprises must increase their marketing and production assistance services,
especially to their manufacturer clients. Providing services thus becomes more 
costly and technically complex. 
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The less governmentpolicy discriminateson the basis ofscale, the easierit is toassist in the development andgrowth ofsmall scale enterprises. Policies toencourage industrialization often result in access barriers for small scale enterprises(see Tokman 1985). Interest rates, exchange rates, import restrictions, tax benefits,and other policies, in addition to infi-as-"ucture development, often favor largerfirms and make it more difficulL for small firms to compete effectively in nationaland international markets (-aggblade, Liedholm, and Mead 1986). Such factorsimpede the potential for growth of the smaller firms. Moreover, such policiesgenerally require small and micro-firms to operate illegally, greatly increasing the
chances that they will be harrassed by police officials and subjected to"shakedowns" and other pressures. Indeed, ofrcn it is municipal level regulationand discrimination as much as national that works against the interests of small andmicro-entrepreneurs. Again, in this kind of a policy environment, resourceinstitutions must generally provide more services to their clientele than they would
in a more neutral policy environment. 

As indicated in the first part of this chapter, resource institutions have variablecapacity to press policy makers to alter an unfavorable policy environment.
Generally, they are wary of becoming "too political," for they fear retaliation bygovernment (see Tendler 1984). A recent trend toward the creation of nationalumbrella organizations of private voluntary institutions may, of course, increase theleverage of non-governmental organizations in representing the interests of smalland micro-entrepreneurs (see Montgomery 1986). There is also a general trend ofgreater political support for the economic and social welfare contributions of thesmall enterprise sector that may translate into an impetus to change existing policy
where it is discriminatory or unfavorable. Currently, however, most institutions
must take the policy environment as a given for their short and medium term
activitites and work within it as best they can. Where policies discrimiate
substantially against their programs, resource institutions need to consider adoptingspecijal compensatory features in the programs they design. Where interest rates arekept artificially low, for example, resource institutions can assess modest user
charges that will help ensure their own financial viability (see Rielly 1986).
 

The Socioeconomic Context
 
There are, of course, factors in the general socioeconomic environment that
make it more or less difficult to assist small and wicroenterprises, factors such as
the dynamics of economic growth, the extent of infrastructure development,
existing domestic and international market linkages, and societal traditions ofentrepreneurship. Many of these more general factors are discussed in the PISCESreports (see Ashe 1985:20-22; see also Blayney and Otero 1985). They aresummarized here to complete the picture of the task environment that has beendeveloped in this chapter. Ironically, aspects of the socioeconomic context thatincrease the difficulty of assisting small and micro-enterprises at times may help theenterprises themselves in the sense that growth of the informal sector is oftenencouraged and stimulated by poor socioeconomic conditions. Important aspects inthe socioeconomic environment can be stated in terms of a series of hypothesesabout the ease or difficulty with which resource institutions carry out their 

assistance programs. 
The more dynamic the localand nationaleconomy, the easierit is to stimulatethe creationandgrowth of small andmicro-enterprises.Economic growth tends to 
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increase the size of markets available to enterprises and creates opportunities forgrowth. This provides resource institutions with more options for assisting theirclients and may facilitate their graduation to greater independence and linkages to
formal sector institutions. 

The lower the rateof inflation, the easierit isfo) resourceinstitutionsto managetheirfinances effectively. High rates of inflation increase the difficulty and
frequency of assessing, setting, and revising interest rates, staff salaries, credit
limits, and budgets. Hyperinflation may require a resource institution to adopt a
barter system, as has occurred in recent years in Bolivia. Organizationalmanagement, record keeping, and administration are more difficult under such

conditions.
 

The more developed the physicalandsocialinfrastructe,the easierit becomes
to stimulate the creationandgrowth ofviable smallandmicro-enterprises.
Resource institutions can limit the services they must provide for their low incomeclients when markets are easily accessible, when businesses can get access to basicservices such as electicity and water, and when schools, clinics, and social welfareagencies are widely available. In such conditions, the small and micro-enterprises
that develop must be able to compete with the production of goods and services of
larger enterprises. 

The more extensive the market linkages, the easierit becomes to stimulatethe
creationand growth of the small andmicro-enterprisesector. Extensive market
linkages open up opportunities for the creation and growth of enterprises and

facilitate client graduation.
 

The more extensive the societaltraditionofentrepreneurship,the easierit is to
 pursueassistanceprogramsfor smallandmicro enterprises. Entrepreneurial

traditions reduce resoutrce institution expenditure of time, talent, and budgets on

training and technical assistance in their programs.
 

With the exception of the last factor - entrepreneurship - most resourceinstitutions in developing countries face a socioeconomic context that is closer to the"more difficult" side of the continuum than to the "less difficult" side. Moreover,these aspects of the task environment change only slowly and canot be alteredthrough the activities of the resouce institutions. Nevertheless, it is important forresource institutions to assess the socioeconomic context for elements which may
posc problems for their assistance programs. How to cope with such problemsthen can be considered explicitly in organizational decision making and program
design. 

Conclusions 

Resource institutions have a variable set of characteristics that affect their
capacities to carry out small and micro-enterprise assistance programs. Whatevertheir comparative advantages as institutions, however, the),must address a taskenvironment that will ease or impede their efficiency, effectiveness, andsustainability. The choices the) make about how to assist a low income population
should be shaped by an understanding of both their own institutional characteristics 
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and the aspects of the task environment that will affect their activities: thecharacteristics of the clients, the policy environment, the socioeconomic context.Despite the complexity, there are recognizable patterns and some clear choices.However, the easiest options are not always the most charitable; the mostcharitable, not always the most cost-effective. Every institution must trade-offsome objectives for others it deems more important. Even the nature of the tradeoffs themselves will vary with the task environment It is no surprise, then, that theresulting assistance programs themselves vary widely. Within this variety,nonetheless, one can discern patterns and categories of approaches. Some whichwe believe useful are suggested in Chapter IV 
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Table IMl-1 
Inventory of Policies, by Functional Groupings, Affecting


Employment and Enterprise Growth
 
1. Trade Policy 

a. import tariffs 
b. import quotas 
c. export taxes or subsidies 
d. foreign exchange rates 
e. foreign exchange controls 

2. Monetary Policy 

a. money supply 
b. interest rate 
c. banking regulations 

3. Fiscal Policy 
a. government expenditure 

- infrastructure 
- direct investment in production, marketing, or service enterprises 
- government provision of services 
- transfers 

b. taxes
 
-- corporate income
 

-- personal income 

-- payroll 

property 

- sales 
4. Labor Policies 

a. minimum wage laws 
b. legislation with regard to working conditions, fringe benefits, etc. 
c. social security 
d. public sector wage policy 

5. Output Pricey 
a. consumer prices 

b. producer prices 
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6. Direct Regulatory Controls 
a. enterprise licensing and registration 

b. monopoly privileges 
c. land allocation and tenure 

d. zoning 

e. health 

Source: Haggblade, Liedhoim, and Mead 1986 
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Chapter IV 

Assisting Small and Micro-entrepreneurs, I:
Program Components and Models 

No single program design is "best" for assisting small and micro-enterrises.
Rather, there are a variety of ways of aiding this sector of the economy. Indeed,
program designs should be varied in order to meet the specific needs of diverse 
types of small and micro-entrepreneurs. For example, some enterprises may
require credit more than any other service, some may be particularly in need of

technical assistance, and others may need several services offered together in order 
to improve operations. In addition, programs that assist small and micro
enterprises should respond to the changing needs of their clients over time. Forexample, at one point in its development, a business may need credit in order to
expand; at another point, its principal need may be marketing assistance. Because
needs differ and change over time, responses to them will also be varied. 

The resource institutions discussed in Chapter IMI use a variety of approaches to
assist small and micro-enterprises. Among these, several have been widely

adopted. This chapter describes the components of various types of assistance
 
programs. The resource institutions combine or package these components in

distinct ways, resulting in at least six principal program models. Each of these
 
program models has implications for cost, staffing requirements, and the type ofbeneficiary most easily assisted. The chapter considers the characteristics of the
various models in a way that should help resource institutions assess their capacities
to adopt individual models and to pursue them. The chapter concludes with a
discussion of recurrent problems found in the design of many of the problem

models.
 

Program Components and Models 

Four components are widely found in various combinations and sequences insmall and micro-enterprise assistance programs: 1) financial assistance; 2)
technical assistance, also called extension; 3) training; and 4) social promotion.
Provision of financial assistance is found in almost all such programs, although its
importance within a program "package" may vary considerably. The other 
components are adopted or not, sequenced differently, and delivered with varying
degrees of seriousness. A single resource institution may adopt only one program 
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type or it may pursue two or even more types for different kinds of clients.
Moreo er, a resource institution may try out and discard different assistance programs as it develops and discovers more effective modes of operation (see, for
example., Tendler 1983a; Montgomery forthcoming:Chapter 5). 

The Components: Ingredients of Assistance Programs 
FinancialAssistance. Almost all small and micro-enterprise programs include means to provide credit to their clients. Nevertheless, there is considerable debateabout whether small entepreneurs need as much access to credit as is frequentlyclaimed. Certainly the entrepreneurs generally claim they need credit, but this mayreflect their own realistic assessment of what they consider to be an immediate andtangible benefit. The emphasis on credit should not be allowed to obscure factorssuch as marketing or technology assessment which may be just as critical to the success or failure of small and micro-enterprises. (See Marris and Somerset 1971;Liedholm and Chuta 1976; Harper 1984.) Why, then, does credit figure so 

centrafly in assistance programs? 
Resource institutions most often answer that lack of access to capital is a criticalconstrain on small and micro-enterprises (Chuta and Liedholm 1979:68-69;,

Blayney and Otero, 1985). This corresponds closely to what the entreprenems
generally say they need most and to what donor and lending agencies havetraditionally supported (see Farbman,ed. 1981:xii). A second answer appears to bethat many resource institutions are convinced that they must offer credit if they ae 
to at-act clients.1 Thus, even programs in which credit is not a central ingredientmake access to capital available to their clients as an inducement for them to benefit
from the other services. Yet another reason is that credit should generate income
for the institutions and allows them to sustain themselves more effectively. Thus,even where resource institutions emphasize other services, they believe that offeringcredit will ,nable them to support these activities more effectively. 

Credit is offered in two ways, to individuals or through group mechanisms.
With individual credit, the entrepreneur usually presents some form of collateral, aguarantor of the loan, or personal testimony to his or her character and serious
intent (see Blayney and Otero 1985). In group credit programs, small groups ofindividuals co-guarantee loans for specific members. Subsequent loans to anymember of the group are made contingent upon repayment of prior loans. Peer pressure and group cohesion are considered important to the success of repayment(see Ashe 1985:40-41 for an example; see also Houghton 1985). This kind ofcredit system is generally used with the poorest entrepreneurs, while individual
credit tends to be offered most frequently to better-off businesspeople. Most 
resource intitutions offer credit directly to their clients, but some act as conduits toformal institutional credit by preparing their clients to be effective in applying forsuch loans. There appears to be a growing consensus among resource institutions
that, to the extent possible, credit should be disbursed uirough formal financial
intermediaries. 2 Often, this can be cone through special program funds for 

IThis obsen-aUion results from interviews with directors and staff of anumber of resource

institutions inLatin America and Africa.
 
2This obsenraion isalso based on interviews with resource institution leades.
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enterprise development. Both clients and financial intermediaries learn how to deal
with each other more effectively through such credit disbursement mechanisms and
client graduation to formal sector institutions is thereby made easier. 

Other forms of financial assistance, such *xs mechanisms for mobilizing savings
effectively, are much less frequently adopted. As savings mobilization becones 
more widely appreciated as an effective means to assist the poor the research-
literature strongly supports this idea - resource institutions are likely to begin
%doptingit more widely.3 Currently, many appear to hold the "too-poor-to-save"
belief. This has blinded them to the important role savings mobilization can play in
assisting small and micro-businesses (see Rielly 1986). 

TechnicalAssistance: The second most frequent ingredient of enterprise
support programs is business extension or technical assistance.4 Frequently, it isprovided as an aspect of a credit delivery program. Technical assistance is a broad
label that includes assisting small and micro-entrepreneurs with routine businessp-actices such as bookkeeping and costing of inventory and more specialized forms 
of aid on issues such as markcting, production, and choice of appropriate
technology. In general, business extension is provided on a one-to-one basis, with 
program staff working individually with the enterprise owner at the site of the
business. The most common pattern is for technical assistance to be provided freeto the clients; many resource institutions fear that if they charge for such services,
clients will not utilize them (see Tendler 1984). Unfortunately, in the absence of 
user charges, resource instiutions often have no way of knowing ff the technical

assistance is needed, appropriate, effective, or efficient. (For a discussion, see
 
Blayney and Otero 1983.
 

Generally, resource institutions have staff - often called promoters or
extensionists - who school beneficiaries in routine business practices. For mwespecialized assistance, resource institutions either hire a full or part-time specialist in a particular area -- marketing, for example - or contract on a need-specific basis
with an expert from an appropriate consulting firm or a technical or training agency.
Technical assistance efforts often are criticized as inappropriate to the needs ofbeneficiaries or for being carried out in an overly casual or haphazard manner (see
for example Fraser and Tucker 1981:169-182). At the same time, few resource

institutions believe they can do an effective job of assisting their clients without it.
 

Training: A number of resource institutions are committed to providing group
taining to their beneficiaries. Training components emphasize business skills and
entrepreneurship or are geared toward inculcating job-related skills. In the case of
business training, the resource institutions frequently claim that the entrepreneurs
have a specific skill - repairing bicycles, for example  but lack skills such asbookkeeping, cost accounting, marketing and sales, and enterprise administration 

3The research literature is extensive. See, for example, Von Pischke 1983; Meyer 1985; Vogel
1982, and Riclly 1986.
4Technical assistance, as the term isused here, is distinguished from training activities. Both
technical assistance and training may stress the same content business skills, for example -
but we usc technical assistance to refer to one-to-one encounters between staff and clients, usually
at the site of the entrepreneurial activities, and training to refer to more formalized classroom type
learning experiences. 
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(see Ashe 1981: 42-43). Entrepreneurial training often contains a strongmotivational dimension. The resource institutions believe that business andentrepreneurial skills can be taught effectively to small scale entrepreneurs, even
those with very low levels of schooling. Manuals and workbooks using simpleconcepts, bright colors, and cartoon figures are frequently used in this tiaining. A sequence of formal or semi-formal courses often is offered for which en rzep=rA-spay a small sum to defray part of the costs or to encourage their commitment tolearn something from the course. Teachers usually come from the staff of theresource institution or may be employed part-time as they attend university or teach
in other jobs. Training modules at times are integrated with individualized
 
extension components.
 

In the case ofjob skills training, the emphasis is placed on preparing studentsfor employment opportunities in the formal or informal sectors through teachingspecific job-related skills such as metalworking, masonry, tailoring, weaving,mechanics, and baking. The purpose is to allow trainees to find employment or tobegin their own small businesses. Some programs combine job skills training with
employment advisory or placement services. The costs of this type of trainingprogram can be significant because of the costs of equipment, repairs, andreplacements. Trainees may pay a fee for participation in a course or they maygenerate program income from the activities they undertake to learn a specific task
(for an example see O Regan and Hellinger 1981:83-99). 

SocialPronodon:Resource isitutions often add a social promotion

component to their programs to assist small and micro-entrepreneums. Such a
component most frequently is part of assistance programs to the poorest or mostmarginal groups in society. Social promotion activities stress the provision of
social welfare and community development benefits to a particu)ar clientele or
locality and the inculcation of attitudes and behaviors such as cooperativeness,

mutual =rst, and self-esteem. Social promotion efforts require considerable
commitment of staff time and are difficuh to meastre in terms of their effectiveness.
Moreover, the effects of even very successful social promotion efforts probably donot become evident in the short-term time frame of many funding or evaluationcycles. The resource institutions that undertake social promotion efforts believe
they are particularly important if the very poor or groups such as women or lowcastes are to develop the capacity to generate income (see for an example see Brown
1981:293- 306). Resource institutions offer social promotion services free ofcharge by staff who have community development or social work training. 

.OterIngredients: In addition to the four principal ingredients of enterpriseassistance programs - financial assistance, technical assistance, training, andsocial promotion - some resource institution programs offer other services.example, beneficiaries may be able to join into groups for joint purchase of raw
For 

materials or supplies. Alternatively, resource institutions may make raw materials orsupplies directly available to individual beneficiaries. Some programs include the
opportunity to form or join associations that promote small business interests,publish advertising directories, or meet to discuss common problems. Stil otherinstitutions have developed special "incubator" programs for new enterprise as a
specialized service. Some programs with a very specific clientele may makeservices available to their unique needs, such as day care centers for the children of 
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market women beneficiaries (see Tendler 1984). The forms of service delivery and
the effectiveness of these assistance components vary considerably among resource 
institutions. 

The Models: Combining the Ingredients 
The four components most frequently found in enterprise assistance programs

are combined in several ways and sequences by resource institutions. Particular
combinations and sequences of service delivery are instructive as alternative forms
of assistance. Moreover, when combined into particular models, they may differ inhow appropriate they are for meeting the needs of particular types of clients.
Setting out several of the most frequently adopted models, and discussing
particularly successful ways in which they have been used, should assist resource
institutions and others inassessing how programs to reach particular clienteles 
might be designed most effectively. 

Six principal models are used by a large number of resource institutions: 
- Individual financial assistance 

- Integrated financial assistance and technical assistance/social promotion 
- Integrated and sequenced financial assistance, technical assistance, and
 

training for individuals
 
- Integrated and sequenced training, technical assistance, and financial 

assistance for individuals 
- Group-oriented social promotion, financial assistance, and technical assistance 
- Training 
Each of these models is described briefly below, along with a specific case ofa 

program that uses the model and a brief discussion of the strengths and weaknesses 
of each. The data for this discussion are drawn from the literature on small andmicro-enterprise assistance programs, especially those that have been relatively
effective in delivering services to a low income clientele. Table IV-I provides a
listing of a number of the more well-kmown programs using particular models and a
bibliography of where additional information about each can be found. Resource
institutions may pursue more than one model in order to benefit different types or
levels of entrepreneurs. Thus, individual lending models often are pursued side
by-side with a group-oriented social promotion, financial assistance, and technical
assistance model as a way to assist both better-off and less well-off clients.
Resource institutions often "try-out" models before settling on one that best suits 
their resources and the needs of their clients.5 The models are not rigid and there is
considerable capacity to innovate in terms of services and sequences within each 
one. 

The models can be compared in terms of their cost, the level of beneficiary they
serve most easily, the kinds of skills they require of program staff, their labor
intensity, their appropriateness for new or established business, and the extent to 

5This observation was confirmed ina number of intentvlcws with resource institution leaders. 
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which they require the active involvement and time commitment of beneficiaries.These criteria for assessing the models are defined in the following way: 
- cost program resources, including staff time and resources, necessary to
deliver a standard "package" of services 
- beneficiary level (adopted from the PISCES studies): Level I:subsistencelevel with very limited potential for growth; Level M- micro-enterprise levelwith some basic skills and limited potential for growth; Level M. micro andsmall enterprise level with basic skills and some potential for growth 
- skill requirement of staff: Extent to which program requires business of skillsand/or community development skills 
- labor intensity: Extent to which the program requires the commitment ofstafftime and resources to provide a standard "package" of services 
- new or established enterprises: Appropriateness of the program for assisting
new or established enterprises 
- beneficiary commitment: Extent to which clients must actively participate in 
program services in order to receive benefits. 
The discussion in the following pages will compare each model to the others interms of these factors. Table IV-2 presents a comparative overview of their relative

characteristics. 
Model 1: Individual FinancialAssistance: This model often is adoptedby banks and large govemment programs for enterprise assistance. The modelfocuses on the delivery of credit to a specified population, usually small businessesthat can offer loan collateral or that have been in existence long enough to makethem more credit-worthy than new businesses. This type of program generallyoperates with ear-marked or subsidized capital which forms the basis of a loanfund. In principle, this kind of program can be relatively cost effective topursue asit minimizes costs for specialized staff and eschews some of the more laintensive components of the other models. With careful design of interest rate oruser charges, strict repayment monitoring, and escalating loan amount procedures,this model has demonstrated considerable potential for reaching small and microentrepreneurs. Its effectiveness can increase when savings mobilization efforts areadded to the financial assistance offered (see Rielly 1986). 
The Banco del Pacifico makes particularly effective use of this model It is aprivate commercial bank in Ecuador, studied by the PISCES Project (see Fraser andTucker 1981:216-223). The bank offers loans to very small businesses that have aphysical locale (not street vendors, for example), that produce goods of acceptablequality, whose owners have reputations as "serious" people, who can providesuitable documents about their business and personal credit-worthiness, and whopresent a solvent co-guarantor of the loan. Small loans are made in two tranchesper year and pan of the funds are deposited in the client's savings account. Strictrepayment and collection procedures are used. According to PISCES researchers,the emphasis of the Banco del Pacifico program is on rapid delivery of loan fundsto suitable clients; the process takes as little as ten days for many applications. Thestudy indicates that costs to the institution are k",pt very low. The entrepreneurs 
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assisted are generally those with fairly well established businesses and program
results have been poF;tive. 

Model I is the simplest of the six discussed. Compared to the other models, itis likely to have the lowest cost, assuming it is properly designed and managed (seeGoldmark and Rosengard 1983; Houghton 1985; see Table IV-3). It can beappropriately designed for beneficiaries at all three levels of enterprise development,ali ough it is perhaps most easily directed at entrepreneurs at Level IIand above,as i- i'ie Banco del Pacifico example. Model 1 does not require a highly skilledstaff; i%;oseAi&h a good basic understanding of financial operations and routineprocedures can be effective, as long as they have personal qualities that allow themto interact easily with low income clients (see, for example, Goldmark andRosengard 1983). The Banco del Pacifico program utilized university studentswho worked part-time. This model is not as labor intensive as other models, aseach staff person may be able to attend to a significant number of clients. It isgenerally appropriate only for aiready existing businesses. Beneficiaries need onlycommit the time necessary to apply for a loan and to make repayments. If theexperience of the Indonesian BKK is any indication, it is a model with considerablepotential for scaling-up. The weakest point of Model 1 appears to be its limitedability to assist small business clients in making the best possible use of loan capital(see Wines 1986). Institutions adopting the model need to be particularlyconcerned about client selection and the potential for default and failure rates among
beneficiaries. 

Model 2: Integrated FinancialAssistance and TechnicalAssistance/SocialPromotion: This is a model that is designed to provide
services to individual entrepreneurs. It is similar to the first model except that as
 pan of a credit application or monitoring process, entrepreneurs receive

individualized assistance with bookkeeping, marketing, or other needs.

Alternatively, entrepreneurs become members of groups that meet to discuss and
resolve a series of similar problems. In such cases, community development and
group cohesion goals are emphasized. A number of cooperatives conform to this
model, whereby individuals join a group in order to receive individual credit but
also are expected to contribute -to the institution through their participation in its
activities. Associations of small businesses may utilize a similar model. At times,groups may cooperate to acquire access to raw materials or necessary inputs or toestablish and maintain projects to benefit the community such as fair price stores,wells, roads, or productive projects. An institution maintains a corps of business
extension or social promoters and specialists to carry out these activities. 

An example of a relatively effective integrated financial assistance and technicalassistance program is ADEPE in Costa Rica (see Grindle 1986). This is a smallprivate sector organization with a clientele that is primarily rral. It works withmicro, small, and medium industry so that the small and medium categories providesubsidies for the micro-enterprise sector. It provides credits that are monitoredclosely by its technicians as a way of providing training in business -mnagement.
Through considerable learning from experience, it has developed a model thatappears to be flexible and efficient as well as relatively cost-effective. An exampleof a cooperative organization using a financial assistance and social promotionmechanism is CIDES in Colombia (see Fraser and Tucker 1981:194-210). CIDES 
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stresses self improvement through a series ofmeetings, short courses, and group
activities. 

Programs based on this model generally are less expensive than other, morecomplex models. When effectively designed, they can generate income for theinstitution that helps defray administrative costs. They can be designed to beappropriate for all levels of entrepreneurs; staff need basic competence in simplebusiness administration practices, the capacity to interact effectively with lowincome clients, and skill in community development. The model requires a largerstaff then the first model because of the individual nat=r of the technical assistancedelivered and the time and effort needed in social promaotion. In many cases, parttime workers such as university students and volunteers have been incorporatedinto such programs. The model appears to be replicable, although its capacity forgrowth is limited by the need to maintain a staff commensurate with the servicesoffered. Itis appropriate for new or established business. Financial assistance andtechnical assistance programs require relatively little from the beneficiary;, financialassistance and social promotion programs require considerably more commitmentfrom them. A recurrent problem noted in the pursuit of this model is the need to
ensure that technical assistance and social promotion are appropriate for the
entrepreneurs and that suggested practices ?re actually adopted. 
Model 3: Integrated and Sequenced Financial Assistance,
Technical Assistance, and Training for Individuals: This frequently
used model provides credit and, in addition, offers extension and training as
options for borrowers. Individual clients are drawn to the resource institutionthrough the availability of credit. In assessing their applications, program staff visitthe enterprise, interview the owner, look at the books if any exist, and evaluate thecredit-worthiness of the applicant. At the same time, an assessment is made aboutwhether the entrepreneur should receive technical assistance and/or training. Ifaccepted as borrowers, entrepreneurs are visited by program staff and offeredassistance with routine business responsibilities or special problems they may have.Experts may be contracted to handle very specialized problems of production ormarketing. After technical assistance has been inieated, the entrepreneurs areencouraged to enroll in an appropriate training course, for which a small fee is

usually assessed. 
An effective application of Model 3 is the integrated and sequenced financialassistance, technical assistance, and training program used by the Northeast Unionof Assisance to Small Businesses (UNO) program in Brazil (see Tendler 1983a;Smith and Tippett 1982: 73-76). UNO assists existing Level IItype entrepreneursto gain access to formal institutional credit by helping them prepare proposals forsubmission to participating financial intermediaries. Business extension beginsduring the proposal assistance phase and continues after the loan is granted.Entrepreneurs are encouraged to participate in formal training programs after theyhave been accepted as borrowers; approximately half of the assisted entrepreneursdo so. According to researchers, administrative costs and default rates have beenheld reasonably low by this model and it is often cited as a success story for small

and micro-enterprise assistance. 
This model is relatively expensive because of the need to subsidize the technicalassistance and training. Itis probably a model that best meets the needs of Level II, 
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III, and larger entrepreneurs because these individuals are most able to apply thebusiness skills and a-.ining to their activities. Staff with an understanding of
appropriate business practices is required as well as those who are effective inteaching and relating to low income clients. It requires a relatively large staff to
deliver this package of services, although students and university teachers are oftenused on apart-time basis. Established businesses are usually those most effectivelyserved through this kind of model and beneficiaries are encouraged - but notcompelled - to devote considerable energy to learning. Model 3 programs may
encounter difficulty in providing effective technical assistance and training as theyhave little leverage over the client once a loan has been granted. They mustpersuade the borrower to avail himself or herself of the additional services. Drop
out rates in the extension and training components may be high unless both are of
high quality and relevant to the entrepreneurs. 

Model 4: Integrated and Sequenced Training, Technical
Assistance, and Financial Assistance for Individuals: This model isdistinct in that training is emphasized as the most important need of small andmicro-entrepreneurs. Training may consist of a sequence of courses interspersed
with individualized extension that is linked to the content of training. Alternatively,
a training sequence can be completed before the initiation of the extension. Onlyafter a required training and technical assistance sequence has been completed doentrepreneurs become eligible for credit. In this way, credit-worthy clients are
effectively identified and as a result, credit programs tend to have considerable
potential to assist the enterprises most likely to survive and grow. The credit maybe disbursed through a financial intermediary other than the resource institution. Inthis case, passing through the sequenced activities can qualify the borrower for
particular lines of credit. 

This model is identified closely with the DESAP program of the Carvajal

Foundation in Cali, Colombia (see Grindle 1986; Sanders 1983a; 1983b). 
 It hasbeen adopted widely by other institutions in Colombia and in other Latin American
countries. The Carvajal Foundation has become a training forum for the replication
of this model; managers of resource institutions have attended seminars in Cali andelsewhere about the program and its components. In the model, entrepreneurs signup to take a sequence of three courses, beginning with principles of accounting,
then moving to cost analysis, and finishing with marketing and sales. Additional 
courses on investment projects and principles of administration are offered to thosedesiring further training. T'ainees pay a small fee for the courses and useworkbooks as an aid to semi-formal classroom sessions. After the trainee hascompleted each course, an extension agent visits his or her establishment to ensurethat the course content is being applied in practice. Additional assistance is offeredat these individualized sessions. Successful "graduates" of the training and
extension phases are then eligible for special lines of credit made available by theCarvajal Foundation with a local financial intermediary. DESAP clients appear tohave considerable potential for growth and graduation to formal institutional creditand other support. The Foundation also supports a number of other programs towhich DESAP beneficiaries have access, such as a self-help housing scheme and
provision and marketing assistance. 
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A model that emphasizes training and extension more than financial assistance isa relatively costly form of providing services to a low income clientele. Technicalassistance is generally provided free and the cost of training programs to the
beneficiaries may or may not be covered by fees. The model is most appropriate
for enterprises that have some capacity to grow and to become part of the formalsector economy; generally those at Level M and above, although those at Level U1 can also benefit from this model. The relatively large staff is markedly business
oriented and stresses the inculcation of business skills and entrepreneurial
motivation. Where resources are available to adopt this model, its replication isfacilitated by the careful borrower selection process resulting from the sequencing
of activities. That is, those selected as burrowrs have become well-known to theorganization through its training and assistance components. In comparison to theother models considertd, it requires significant commitment from beneficiaries of 
their time and effort. 

Model 5: Group Oriented Social Promotion, Financial Assistance,and Extension: This model focuses on the promotion of small groups that join
together to guarantee loans for individual members of the group and to assist each
other in resolving business problems that may face several of the members in
 
common. Considerable effort is put into promoting the ideas of self-help and
organization. Community development goals are stressed through promotional
meetings with prospective group members. This model has been found particularly
appropriate for very low income entrepreneurs or those who are termed pre
entrepreneurs. Small groups are believed essential, with no more than ten
individuals participating per group. 
Credit is given in small initial loans, sometimesin amounts as low as $ 12-$25, often in amounts of $50-$250. When these initialloans have been repaid, subsequent loans may be applied for. Program staff
 
accompany their promotional and community development activities with very
simple technical assistance to individuals or groups of credit recipients.
 

This model is the basis of the "solidarity" group approach widely promoted byAccion International/AITEC and used by the Grameen Bank and Women's WorldBanking (see especially Ashe 1985:38-60, Houghton 1985). The "solidarity group
methodology" explicitly recognizes "empowerment" as a program goal,encouraging group members to develop problem solving and leadcxship skills
during their meetings and interactions. Small groups of 5 to 10 members meet for one to several months to prepare themselves for the rt.,ponsibility of taking out aloan. They then formulate credit proposals and submit them to the enterprise
support organization. Group members monitor their co-members becatu.e all cosign for individual loans and no new loans are made to anyone in the group until aloan has been fully repaid. Extension is made available to groups through the
organization as the groups require it. Accion experience with the app:oach, such asthe PRODEME Program in the Dominican Republic, EUS in Costa Rica, andPRIDECO/ FEDECCREDITO in El Salvador, indicates that marginal entrepreneurs- street vendors, market women, individual shoemakers, and others -- can beassisted effectively through this model In Bangladesh, large numbers of extremely 
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poor landless rural villagers have been assisted by the Grmeen Bank program and 
others based on similar models. 6 

The solidarity group model is less expensive than the training model but stillrequires considerable resources to deliver a "package" of services to the groups.This model appears to be highly appropriate for Level I and II entrepreneurs and iseffective in reaching very low income people. Staff need social promotion andcommunity development skills more than strictly business related skills. Working
with groups rather than individuals reduces the amount of staff time required foreffective performance. Nevertheless, staff must spend much time working withindividual groups or promoting the program. It is a model that appears appropriate
for both new and established businesses. Beneficiaries must make a substantial
 
commitment of time to their group.
 

Model 6: Training: This model concentrates on proviclng job skills training
for low income people. It is less concerned with the promotion of small businessesand entrepreneurship than with the issue of employment It is a model utilized by anumber of government training agencies. Programs based on this model work 
most effectively when research has been done on the kinds of skills that are most indemand in a locality and when efforts are made to place graduates in appropriatejobs. Trainees usually receive the training free or pay only a nominal fee. Often,
model 6 programs attempt to defray costs through the sale of goods and services
produced by the trainees. Where goods are manufactured, programs may need

substantial investments of capital for machinery and other equipment. 

The PISCES projects describe the training programs of the Coptic EvangelicalOrganization for Social Services (CEOSS) in Egypt, the Calcutta Y' Self-
Employment Centre, the CNPAR in Upper Volta and the Village Polytechnic

Program in Kenya. 7 
Each program had some success in providing skills trainingand channeling trainees into appropriate jobs. The Village Polytechnic Program,
for instance, spread rapidly from four experimental projects to over 270 communityprojects in the 1980s. Courses are organized in each village center after acommittee formed of community representatives and government officials has
determined the demand for various types of skills. Local staff, numbering fromfive or six individuals to as many a. twenty individuals, offer training in carpentry,

masonry, tailoring/dressmaldng, metalworking, motor mechanics, and other areas.
This large program, which receives assistance from the government, international

donors, and a variety of private voluntary agencies, trains some 20,000 people invarious skills at the same time. Goods and services are produced through the 
program on contract and part of the proceeds are used to support the local program
and to capitalize a trainee loan fund. 

6 1LO (1984) and Hunt (1984:1857 and notes) provide general discussions and further referenc on
the mcrits of grouping beneficiaries for credit, training, and technical assistance. They discuss anumber of innovative attempts that have had impressive results.
7Thcsc two programs - the Calcutta "Y"Self-Employment Center and the CNPAR inUpper
Volta - also had extension components geared toward developing business skills and loan
 
components.
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Model 6 is an expensive type of program to operate, necessitating considerableinvestment in buildings, equipment and machines, and training staff salaries.
Generally, programs using this model are subsidized by governments or donors.The model is appropriate for reaching Level I beneficiaries. The skills required bystaff include special knowledge of production techniques or other technical skills, inaddition to the capacity to teach low income clients effectively. The number ofpersonnel required to teach courses may be modest if trainers have a wide range ofbasic skills. The Kenyan program has demonstrated the replicability of theprogram, but cost and technical capacity may slow the extent to which it can be
effectively adopted. Model 6 probably is carried out most effectively on a large
scale because of investment and staff expertise required. 
 It may be an appropriatemodel for new businesses as it can give trainees the skills to initiate their own
enterprises. 
 As with other training models, it requires considerable commitment onthe part of beneficiaries to learn and apply new skills.
 

Conclusion: Models 
 and Resource Institutions 
As noted earlier, there is no "one best way" to design an enterprise assistanceprogram. However, program models can be selected that increase the chances for aresource institution to achieve its goal of serving a particular client group.
Moreover, categorizing the typical characteristics and requirements of various
models may help the organization determine the extent of financial and human
 resource commitment required to accomplish the goal. 
In cases where resources do not match program requirements, support

institutions have several choices. They may: 
- Set out to acquire appropriate levels of financing and staffing to pursue a
particular model; 
- Adjust program components to tailor a particular model to the resoures
 
available;
 
- Adopt some combination of these two choices.
 

An institution lowers its chances of success when it offers a program that is
 
inappropriate to its priorities, size, or resources.
 

Recurrent Weaknesses in Program Design 

Regardless of the model adopted or the characteristics of the resource
institution, small and micro-enterprise programs often experience recurentproblems rooted in program design. Poorly designed projects lessen the earningpotential of clients; many resource institutions can relate histories of their ownefforts that have ended in failure and disillusion. Therm are, of course, no fail-safeproject designs. Nevertheless, most resource institutkios can benefit from moreknowledge of what has proven successful in credit and marketing services,frameworks within which to consider user charges and interest rates, examples ofeffective technical assistance required by small entrepreneurs, techniques to encourage participation, methods for selecting clients who will benefit from the 
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project, means to monitor their performance, and assistance in reaching specific
target groups such as women, refugees, the unemployed, or the very poor. 

Appropriate Designs for Credit and Marketing Components 
The provision of credit and marketing services requires considerable knowledge

about how small entrepreneurs need, use, and repay loans and how their products
or services are related to local, regional, national, and even international economies
(Ashe 1S5; Page and Steel 1984). A recurrent complaint among resourceinsti;uti. m nagers and evaluators is ihat the organizations have movedprecipiusly into projects that were ill-conceived or inappropriate to the needs ofthe client population (Lassen 1980; Wasserstrom 1985; McKean 1982; Scurrah andPodesta 1984; Korten 1980). Hobbled by basic design flaws, such projects oftenexhibit poor loan repayment records, as is apparent in Table IV-3; others fillwarehouses with unsaleable merchandise produced by low income artisans. Themost effective of the resource institutions know a great deal about the components
of effective credit delivery and marketing projects - scale of credit to be offered,interest rate structures, repayment schedules, channels of commercialization,performance monitoring. Helping them deepen this knowledge and share it morewidely can help improve still further the perfermance of the resource institutions.
The best project designers ask such questions as: "Do small entrepreneurs reallyneed credit? What alternative sources of investment and operating capital are
available to the small entrepreneur? Is there really a viable market for the good or
service produced? Are input markets reliable enough for sustained operation?" 

Pricing of Services 
Resource institutions frequently charge little or nothing for the services they

offer their clients (Tendler 1984; Ashe 1985; Anderson 1982). Frequently, thisresults from attitudes held about who the clients are and what their needs are: resource institutions desire to help the entrepreneurs, tend to see them as destitute,and assume they cannot pay market prices for the services they receive (see Rielly1986). Often, resource institutions justify their work by pointing to the exploitativeand usurious charges of middlemen or other financial intermediaries (Tendler
1982). They may believe that their primary purpose is to offer low-cost services tothese exploited people. They may also believe thathowever much clients may need
the services, if higher prices are charged, they will not use them. Nonetheless,undercharging for services can increase dependence on donors, lead to the demiseof a program for lack of sufficient income, make it difficult for the institutions toknow if the clients value and benefit from the services, encourage clients to treat theservices as free goods, and discourage client demands for improvement (Tendler
1984; Ashe 1985; James 1982). In contrast, appropriate user charges for services can contribute importantly to financial viability. Moreover, managers will receive
better information on the use and effectiveness of services, and clients will be
encouraged to provide better feedback to the institution as to their value. 

Interest Rates 
Interest charges in credit programs are a chronic problem in project design.Rcsource institutions typically charge below market rates for loans. Projects oftenlack components for savings mobilization (see Adams, Antonio, and Romero 1981;Blayncy and Otero 1985). Particularly in highly inflationary economies, interest 
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rates in credit programs tend to fall well below market prices and often mean thatmoney is loaned at negative real rates (see Scurrah and Podesta 1984). SavingsmobilIzation capacity that can be encouraged through appropriate interest ratestructures is generally ignored (Meyer 1985; Vogel 1982). As with the moregeneral problems of the pricing of services, supporting institutions frequently holdpaternalistic attitudes about those they assist, consider that below market rates arejust and that market rates are exploitive of the poor, and fear that client demand willdry up if higher interest rates are charged. In contrast to these perceptions, there isample evidence that low interest rates distort programs intended to assist the poor,do not really reflect the ability of low-income entrepreneurs to repay, and impair theinstitutions' abili.y to plan for their own futures because they become chronicallydependent upon outside funding (Von Pischke, Adams, and Gordon 1983). Theconsequences of charging low interest rates are generally adverse for resourceinstitutions, affecting their ability to grow or even to maintain themselves in the
medium to long term. 

Appropriate Technical Assistance 
Several of the models reviewed in this chapter include technical assistancecomponents. Often, however, program clients complain that the technicalassistance offered is not relevant to their particular business or is too general to beof assistance to them (Tendler 198k Crandon 1984; Wasserstrom 1985; Fraser andTucker 1981:167-191). In some ir.,ances, resource institutions assume that theirclients are ill-informed or ignorant about business and that even cursory orextremely basic assistance will improve the performance of small businesses. Thedangers of this assumption are compounded in cases in which the resourceinsttutions have only rudimentary knowledge of business practices. This may lead-to staffing with extensionists who have little exper-ence in the small business fieldand assistance schemes that are uninformed as to what skills are most necessary andappropriate for the small entrepreneur. Waste of time and resources result. Morcdamaging, however, is the potential harm that can result if a small businesspersonadopts inappropriate or bad advice. Thus, assessing what kind, if any, of technicalassistance is appropriate and desgning projects in accordance with this information 

is a vital skill of successful resource institutions. 
Participation 
Effective and efficient projects to assist small and micro-entrepren.urs aredesigned with the particular needs of the clients in mind (see for example Paul1902:201). They must reach the groups they are intended for, and they mustinform potential clients of the benefits to be derived from participation. Theserequirements place a large burden on project designers. Acquiring information andfeedback is important to improving project success. A cost-effective way togenerate this result is to encourage the extensive participation of clients in projectdesign, monitoring, and evaluation (Cohen and Uphoff 1977; Reichmann 1984;Korten 1980; Esman and Uphoff 1982). Project managers then receive continuousinformation directly from the clients, encouragingln this way, flexibility andinnovation when problems emerge. The reasons for encouraging participation arenumerous but often are overlooked as resource institutions seek to begin projects as soon as possible or to pursue their own ideas about what is best for the clients(Lassen 1980; Tendler 1982; Kilby 1979). Moreover, techniques for securing 
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constructive client participation in project design and implementation are not wellundcrstood or easily learned. 

Client Selection and Performance Monitoring 
Some projects incorporate elaborate methodologies for selecting beneficiaries,screening their needs, and monitoring their performance. Often, there is a strongcomponent of control and even distrust of potential clients. The result frequently isto increase the administrative costs of projects and to delay unnecessarily theprovision of services to the clients who are selected. Recent experience with smallscale enterprises suggests that program designs can be simplified by peer screeningand reputational methods for selecting clients and through procedures thatencourage peer and self monitoring (Ashe 1985; Reichmann 1984; Blayney andOtero 1985). In some cases, however, more complex measures may be needed ifgroups such as women or the very poor are the targets of business assistance programs. .These groups often are not incorporated into programs because businessassistance projects can be utilize=d most readily by better-off, usually male, smallentrepreneurs (Ashe 1985; Crandon 1984; Buvinic 1984). Thus, good projectdesign displays sensitivity to the issue of the inequality in benefit distribution thatresults from client selection procedures.
 

Program Evaluation
 
Donors and lending agencies often stress the importance of monitoring andevaluation of development programs, particularly those directed toward low incomeclienteles. This also represents a good source of project feedback for resource
institution managers. There is a large number of monitoring and evaluation
methodologies available, complete with "how to" manuals (see for example
ACVAFS 1983; Cotter 1986; Markey forthcoming; DAI 1985). Rsurceinstitutions that deliver credit to small and micro-enterprises have demonstratedconsiderable capacity to improve their monitoring systems. Well-managed
organizations almost always adopt systems for following-up on borrowers and
encouraging prompt repayment. The same cannot be said for overall program
evaluation, in spite of the ready availability of methods to do so. Typically,resource institutions feel pressed to assign scarce financial and human resources tothe more immediately operational aspects of their programs. They may need andwant evaluations of their activities and the performance of their clients, but believethe), do not have the resources to undertake routine assessments. If programevaluation is to become more useful, methods are needed that use little staff time
and resources.(For a Guide to Guides for evaluating small-scale enterprise
programs, see Hennrich 1987.)
 

Conclusion: Addressing 
 Recurrent Weaknesses in Program

Design
 

Improved program design capacity would strengthen the overall performance ofresource institutions. Managers of resource institutions need program staff with thetechnical skills to provide thew with timely information, advice, and sensiblealternatives for program design. Relevant skills in program design can be improvedthrough a variety of methods. Many skill-specific materials a'ready exist for thispurpose. The case method, described in Chapter VI, can be particularly useful inimproving program design capacity. Case method workshops can help sensitize 
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participants to the constraints and opportunities faced by small businesses and theparticular rationales that lie behind the decision making of their owners. In
addition, project designers need a good understanding of credit and marketing
systems, interest rate structures, and appropriate user charges. Computer-based
training with hands-on experience and immediate feedback can be useful in
improving this understanding. i cases where computers are not available,
workbooks and applied learning modules can be used. "How to" manuals and
applied exercises can help to develop skills needed to improve technical assistance
and client monitoring and evaluation. These taining methods can be important
tools for resource institutions moving toward becoming more effective, efficient,
and sustainable in delivering needed services to small entrepreneurs. Table IV-4 
presents a set of possible training aids that can be useful in increasing progam
design capacity. The following chapter addresses the other recnret problems
faced frequently by resource institutions. 
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Table TV- I 
Small and Micro Enterprise Assistance Models 
and Examples of Programs That Utilize Them 

Models 

2 3 4 5 6 

Banco del 
Pacificol 

CANAPI 6 UNO9 DESAP3 

(Crvjal) 
PRODEME7 Calcutta Y 

Self-
EmploymentCemcnte 

PCIB Money
Shops2 

ADEPE6 NCCKI 0 CNPARIO PRIDECO/
FEDECCRE-
DITO1 

Village 
Polytechnic
Program1 

CEOSS 7 SEAP1 2  MSCr- Working 
Wome's 
Fonm 

Lesotho 
Opportunities 
Indusurialin
tion Centeri1 

Bank of
Baroda 3 

ADEM 4 

BKK5 

NAESEY8 Carnmona PROJUVEN-
Social ENTUD6 
Dev mnt 

CengServLX 

IfpUCOLMEpe6
OlM 
pRODEM6 

BKK5Domiican ASEPADE1 Domi 
Development 

Foundationn 
SIDO0 

CEOSS7 

SEDE-
MEX 11 

Domincan
Development 
Fozndadion3 

FUCODES 6 

Rural 
Enterprise
Extension 

16 

CFoss 7 

FUCODES 6 kjots iM2 
BancoMfP/ndoMundial de 
La Mujer6 

Ins.'auteC-uaral of 

Affairs 
Nairobil 0 

Women in 
Development 
Kenya 

Grameen
Bank1 4 
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Table VI.1 (Notes) 

Model 1: Individual financial ' 

2: Integrated financial assistance and technical assistanc/social promotion 

3: Integy,-.ed and sequeced financial assistance, technical assistance, and taining
for Lulividuals 

4: Integrated and sequenced training, technical assistance, and financial assistance 
for individuals 

5: Group-oriented social promotion, financial assistance, and technical 

6. Training 
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Table IV-2 

Relative Characteristcs of Enterprise Assistance 
Program Models 

Model Cost Beneficiary Staff Skill Labor New or Beneficiar 
Level Intensity Established Commit-

Business merit 

1 1,wL,111 Simple Low Established Low 
Business 

2 Moderate Iilm Simple
Business 

Moderate New or
Estblished 

Low 

and Comm
unity 
Develop
ment 

3 Moderate II,l Business High Established Modeat 
to High 

4 High I, and 
above 

Business High Established High 

5 Moderate 
to High 

ILH Comm-
unity 
Develop-

Moderate New or 
Established 

High 

ment 

6 High Specialized Moderate New Hlgh High 
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Model 1: Individual Financial Assisance 

2: Integrated financial assistance and technical assistance/social promotion 

3: Integrated and sequenced financial asistance, technical assistance, and training 
for individuals 

4: Integrated and sequentced training, technical assistance, and financial assistance 
for individuals 

5: Group-oriented social promotion, financial assistance, and technical assistance 

6: Training 



Table IV-3 Administrative Costi of Small Enlerprise Credit Schemes 

Credit Organization Comty Type Administrative Average
Cost Per Loan Len Value 

Krishi (1) Bmgladesh Goverment-Owned S5.00 S126.00 

Commercial Bank
Agrni (1) Bangladesh GOyrnment-Owned $5.27 Sl01.00 
Commercial Bank


BKK (2) Indonesia Government 
 $2.37 $44.43
Janata (!) Bangladesh Government-Owned S6.60 SI25.00 


Commercid Bank
Rupali (1) Bangladesh Gcvemment-Owed $7.33 $119.00 

Commercisl Bank


F.D.R./Peru (6) Peru Development Rank $531.00 $5961.00 
Banco de Pacir (4) Ecuador Commercial Bank $140.00 S1100.00 
D.B.Mauuidus (4) Mauritius Development Bank $108.00 $830.00 
Utrai (1) Bangladesh Govefnmwnt-Owned S31.27 S122.00 

Commercial Bank 
(Cooperative)

Bank Money Shops (3) Philipph es Commercial B&nk $197.00 $687.00SEDCO Jamsaica Development Bank S43.00 $280.00 

3L. Credit and TiEhaled A&Wanme. 

DDF/Sloidarity (6) Dominican Rep. PVO $242.00 $1267.00 
IDM (6) f!onduras PVO S561.00 $1724.00
DDF/Mmuro" Dominican Rep. PVO $739.00 S1680.00
UNO (7) Brazil PVO $1700.00 $200.00
pfp F (6) Burklna Faso PVO $1238.00 $670.00 

Sources. 1.L Brown (1983); The credit orgnizatuns listed (e.g., Kuishi) ae gcvamr-ent-owned commercial banks; 2.S. 
Goldmark and Roseaigrd (1983); BKK is the Racan Kredit Kocatrntan (the sub-distict credit body) pwgrn in Centra Java; 3 
M. Farbman (191): 4 V. Raghaven md T.Timberg (1912); 5 M. Wilson (1981Y. SEDCO isthe Small Enterprise Development
Corporation: 6 P. Kilby ind . D7'wnur (1984); F.D.R./Perv Is the Rtra Developmem Pand Program of the Industrial Bankof Peru; DDFSolduity Iste Solkid'iy Group component of the Dominicm Devepment Fomndation. ID.H.b the Institute 
for Hondurm Development PIP/BF is de Partnership for Productivity Project inlurkina pFo: 7j.Tendler (1933); UNO b

Northeast Union of Axsitance to Small Business Project 

Adminstrative 

Cost 


(%of Loan) 


4.0 

5.2 

5.3 
5.3 

6.2 

9.0 
13.0 
13.0 
25.6 

29.C 
275.0 

19.1 
32.5 
44.0 
85.C 

185.0 

Arrears 
(% of 

OutmAnings) 

10.5 

4.3 

6.0 
14.5
 

6.2 

8.0 
7.0 
NA 

12.1 

NA 
NA thr 

33.0 
42.0 
42.0 
8.0 

23.0 

http:S1680.00
http:S1100.00
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Table IV'4 
Topics and Tools 

Diagnosis 

Large numbers of programs for assisting small and micro enterprises suffer from 
inappropriate designs for credit and marketing components, unrealistic prices for service 
inappropriate interest rate structures and technical assistance, inadequate participaion of 
beneficiaries, overly complex or ineffective client selection and performance monhoing. 
and the failure to evaluate ongoing efforms. 

Perscription 

Cases 

T o increase understanding of the world of the small enurepreneur and the 
m cof economic and policy environments for their activities. 

To understand and integrate components of effective projects and to link client 
needs with economic opportunides. 

To undentand desision making about alternative technologies, marketing, and 
production processes. 
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Computer -Based Materials 

Diagnosis surveys for feasibility studies 
Interest rate analysis 
Market analysis 
Program budgeting 
Program planning and monitoring 
Record keeping systems 
Cleint monitoring systems 
Program evaluation systems 

"How to" Manuals and Workbooks 

Feasibility studies 
Rapid reconnaissance methods 
Credit delivary modules 
Market diagnosis 
Business extension 
Basic accounting for small businesses 
Client profile records and progress indicators 
Prototype programs 
Program planning and budgeting 
Program monitoring 

Evaluation modules 

See Chapters 6 for a discussion 
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Chapter V 

Diagnosis: Recurrent Problems of Resource 
Institutions 

A reading of the literature and discussions with professionals in the field 
suggest that institutions providing services to small and micro-enterprises share many of the same sorts of problems as they manage their organizations, design and
implement projects, and interact with donors, governments, and other
organizations. These problems vary in number and intensity among the resource
institutions and they may be particularly abundant or acute in organizations movingfrom a social welfare orientation to an income generation strategy. If they remain
unresolved, these recurrent problems seriously diminish the performance of the
organizations, impairing efficient and effective operation. If,however, theproblems can be addressed successfully through improved management, planning,
and outreach, the resource institutions can provide more useful services to their 
clients, the small entrepreneurs. 

Organization are not static, but change over dime as they ar created, grow,respond to new exigencies and opportunities, and, at times, disintegrate.
Organizations learn from their experiences, their failures, and their successes, often
through a process that resembles "floundering around" (Tendler 1984). A
successful organization, therefore, is not a "blue-print" of a perfect institutional 
prototype (see Korten 1980). Rather, an efficient, effective, and sustainable
instituton is one that learns from its experiences, that is adaptive and able to changeand to improve its decision making processes and problem solving capacity. Such 
an organization is able to plan and carry out efficient, effective, and sustainable 
programs. 

In Chapter I, a well-managed organization was described as one with the 
following characteristics: 

- The capacity to establish goals, set priorities, and adopt policies to ensure that
goals are achieved and priorities maintained. 
- The capacity to adapt to a changing environment, to learn from experience, to
apply these lessons to improve existing operations, and to make appropriate
decisions about institutional change and growth. 
- The capacity to become self-sustaining and to develop sufficient autonomy
from donors and other sponsors to be responsive primarily to their
beneficiaries, their own experience, and changing circumstance. 



70 

- The capacity to monitor finances effectively so that management can plan forthe future, assess ongoing activities, and make informed decisions about
strategic, programmatic, and administrative issues. 
- The capacity to identify, attract, motivate, and retain committed and effectivestaff.- The capacity to work effectively with other organizations - public andprivate, national and international - to increase the impact of development 
programs. 
- The capacity to learn from others pursuing similar objectives and to share 
successes, frustrations, and problem-solving ideas with them. 
Recurrent problems faced by resource institutions often are responsible for thefailure of institutions to develop these capacities. The purpose of this chapter is toidentify a series of recurrent problems that directly affect the performance of resource institutions and to link these problems to the notion of capacity buildingwithin the organizations. Capacity building occurs in four interrelated arenas -stratepc, technical, administrative, and communications. Improved performancecan be achieved among resource institutions by directing primary attention toimproving the decision maidng and managerial skills of organizational leaders, thatis, by strengthening their strategic capacity. As this occurs, improvements intechnical, administrative, and communications capacities in the organization will be

required to support improveld decision making. 
Through a review of the literature on resource institutions and the programs

they carry out, we have developed a framework for examining the most significantproblems faced by such organizatons. The data, which include problem
identification, organizationa implications, and problem solving responses, havebeen coded and organized in terms of the problems most frequently encountered.
(For details on how this information has been analyzed and presented in theAskARIES knowledgebase, see Mann 1987.) Generalizations in this chapter aboutthe problems, their sources, and their consequences are based on the data contained 
in AskARIES. 

The information generated suggests that the most important recurrent problemsfal into seven general categories: 1)setting objectives and priorities; 2) becoming
efficient 3) managing change; 4) creating independence; 5)project design; 6)accounting practices; 7) personne! and organizational management; and 8)information management. An eighth recurrent problem category, weakness inproject design, is discussed in Chapter 4. Going beyond the diagnosis facilitatedby the data, we will suggest in this chapter and the next that each of these categoriescan be addressed most appropriately through one of the four types of capacity
building. Table V-1 presents an outline to clarify the relationship among capacitybuilding arenas, problem categories, and specific problems. In the remainder of thechapter, each problem is explained briefly, its sources explored, and its implicationsfor the performance of the resource institutions considered. The next chapterpresents a prescriptive response to this diagnosis, suggesting methodologies and
materials for addressing clusters of related problems. 
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Strategic Capacity Issues: Making Better Decisions 

The literature suggests that the first priority for strengthening resourceinstitutions is to improve the strategic vision of their leaders. The strategic capacityof an organization refers to the ability of its managers to establish goals, setpriorities, and pursue policies to ensure that goals are achieved and prioritiesmaintained. Strategic capacity includes the ability of managers to respond toquestions such as: "What are we doing? Why are we doing it? Who are we doing
it for? How can we do it most efftctively and efficiently?"
 

Managers of resource instituzions that provide services to small and microenterprises generally have become active in the field because of deep commitment toassisting in grassroots development efforts and humanitarian concern for theproblems of low income people in the developing countries. Just as frequently,however, the commitment to aiding the poor and stimulating local self-help
initiatives makes it difficult for these managers:
 

- to be completely objective about how much they need to know about small

enterprises before initiating activities;
 
- to consider what is feasible for the organization to accomplish; 

to appreciate how much improved financial management can contribute to 
effectiveness; and 
- to make good choices about growth and change in the activities of the 

organization. 
Building strategic capacity within resource institutions is a critical step in translatingidealistic motivations into effective and efficient implementation of programs to
assist small and micro-enterprises. 

Four problem categories can be addressed through efforts to improve
management's strategic capacity. These are: 
 1) setting objectives and priorities; 2)
becoming efficient; 3) managing change; and 4) creating independence. In
responding to problems in -ach category, managers need the ability to identify, goalsand priorities that reflect real development needs and good financial management
practices. These skills derive from an appreciation of the needs of their clients and
the needs of the organization if it is to be efficient, effective, and sustainable. With
this kind of information, managers are able to make better decisions about whatgoals are appropriate for the institution and how best to achieve them. Each of the
four problem categories is discussed below: 

Setting Objectives and Priorities 
The principal task of all organization managers is to determine the goals andpriorities of an institution and to ensure that its objectives reflect what is feasible toachieve. Yet, many institutions have only vague objectives or flounder for longperiods while they experiment with different approaches and models (see, for

example, Lassen 1980; Tendler 1984). Most are highly motivated to assist smallenterprises, but may have limited knowledge about the dynamics of this sector orhow the institution can most effectively aid its development (see Tendler 1982;
Ashe 1985; Ki.hy and D'Zmura 1983). 
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Assessing the Need: Resource institutions, despite the best intentions, mayhave inadequate knowledge about small enterprises (Ashe 1985; Tendler 1984).There is ample reason for this lack of knowledge: information about smallenterprises is difficult to collect and interpret (see Chuta and Liedholm 1979; Pageand Steel 1981; Snodgrass 1979; Anderson and Leiserson 1980; Liedholm andMead 1986; James 1982; Blayney and Otero 1985; World Bank 1978). By theirnature, such enterprises tend to operate beyond the purview of census takers, taxcollectors, and chambers of commerce. As discussed in Chapter II, many of themoperate in homes, back alleys, and remote villages. Their links to the local,national, and international economies are often obscure or subject to debate evenamong academic specialists. Whatever the reasons for the problem, lack ofknowledge about the small enterprise sector limits the effectiveness of institutionalefforts and results in considerable waste of time and financial and human resources. 
Knowing the Environment: Managers of resource institutions can fail to
appreciate the importance of the policy and socioeconomic environments that
surround small enterprise development (see Ashe 1985; Squire 1981; Marsden
1981; see Chapter II). But these issues are critical to the effectiveness of efforts toassist small entrepreneurs (Anderson 1982; Ashe 1985; de Vries 1981). Theeconomic environment shapes opportunities for entrepreneurship and determinesdemand for the goods and services produced. Government policy provides a set ofopportunities and constraints, determining tariffs, exchange rates, tax policies, andregulations that affect &'e day-to-day operation of small enterprises. Successful resource institutions have the capacity to catalogue the conditions of the economic
and0 rolicy environment for small enterprises and to assess the potential for their


development in the present and future.
 
ConsideringFeasibility:Resource institutions frequently attempt to achieve toomuch in relation to their resources (Lassen 1980; Smith and Tippett 1982). If theyare underinformed about the sector they want to assist and the environment withinwhich the sector operates, they may set unrealistic goals and establish infeasible
time structures. Their motivation, drive, and high ideals can keep them working
hard at achieving their objectives for long periods, but ultimately they become
overextended and their projects begin to falter and fail. Carefully weighing client
needs and environmental constraints against available and projected human and
financial resources can do much to help management establish feasible program


objectives and priorities.
 

Becoming Efficient 
Resource institutions often lack good financial management (Tendler 1982;Scurrah and Podesta 1984; Kubr 1983). Their leaders have limited knowledge ofbudget analysis, program monitoring, and cost accounting. They have insufficientappreciation of how decisions about staffing and support or decision makingstructures affect the overall efficiency of the organization. These shortcomings canwaste an organization's scarce funds and valuable human resources and endangerthe sustainability of its projects. Organization managers must be able to put on a

financial management hat and wear it effectively. 
Cost Effectiveness: A considerable body of evaluation literature indicates that resource institutions typically have high unit costs for the services they offer to theirclients (Tenc'.;r 1984; Ashe 1985; Adams, Antonio, and Romero 1981). In 
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particular, costs per loan are ofie high in credit programs and technical assistanceefforts generally operate in the rea. High unit costs are coupled with approaches tosmall business assistance that generate little or no -iacome for the institution,increasing their dependence on donors for operaing expenses as well as investmentcapital. These problems point to the need to improve managerial skills in budgetanalysis, programming, and human resource allocation. Cost effectiveness ingeneral is a strategic capacity issue both because resources are scarce and becauseman), donors make it an important criterion in judging institutions and the projects
they carry out. 

Staffing andSupport: Many resource institutions typically rely on volunteers 
and professional staffs who are not well-paid for the work they perform (Tendler1983; 1982). Offices operate on shoe-string budgets and institution managers areloathe to expend their limited funds on equipment such as typewriters, vehicles,computers, and calculators. However, these very conditions can in.rease the costsof providing services. Volunteer staff, however well motivated, can be unreliableor poorly trained (see Tendler 1983). Low salaries can cause high turnover ofprofessional staff, increasing the longer-term costs of hiring and training personnel(see Goldmark and Rosengard 1983). Lack of typewriters, vehicles, andcomputers can mean that staff - both volunteer and paid - spend inordinateamounts of time accomplishing even simple tasks such as completing reports ormonitoring clients through visits to their establishments (Smith and Tippett 1982;Tendler 1983). Low morale and frustration can ensue, further diminishing staff 
performance. 

The solution to these problems, of course, is not to lavish funds on salaries.
office equipment, and transportation. Few resource institutions have the kind of
budgets that would allow them such luxuries. The solution is rather an increased
ability to make decisions about staffing and support on the basis of the criteria of
efficiency, effectiveness, and sustainability, rather than counting on good will to
compensate for the effects of minimal expenditures. The latter situation leads to

high real costs, not low ones.
 

CentralizationlDecentralizationofDecisionMak'ng: Despite considerablerhetoric to the contrary, resource institutions themselves often have centralized andtop-dovn decision making styles (Lassen 1980; Tendler 1982; Honadle and
Hannah 1981; see also Goldmark and Rosenberg 1983). In some cases, the
institutions may be the creations of their leaders who use them to fulfill a personal
vision. Or, because of deepl), held commitment and a certitude about their view of
development, some leaders want to ensure that all decisions conform to their views.At the other extreme are overly decentralized organizations. In these cases,management may have little insight into what is occurring, who is benefiLig, or in
what direction the institution is moving. 

The degree of centralization or decentralization in decision making is a costeffectiveness issue because managerial time is expensive in terms of opportunitycosts. Managers need time to assess alternatives, think through medium and longterm plans, promote organizational commitment, determine policies, raise funds,and promote smooth relations with potential donors and governments. They willnot be efficient in these responsibilities if they are heavily involved in day-to-daydecision making, putting out "brush fires," and mediating minor conflicts. At thesame time, the), require information about the organization's progress and they need 
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to stay in touch with the realities of management, requirements that argue against
their complete aloofness from the day-to-day problems of the organization. 

Managing Change 
Serving small enterprises is an expanding field in development assistance. 

Many organizations originally established to promote community development and 
social welfare services are currently expanding or changing their objectives toward 
income generating projects. In addition, new institutions are emerging with the 
express purpose of encounaging the development of small enterprises and 
entrepreneurs. Well-established institutions are also expanding their operations.
Managing change has therefore become a central ingredient of the effective 
management of resource institutions. Knowing when to expand, when to 
consolidate, orawhen to contract is a vital and difficult decision for organization 
managers. Changing an institution's orientation requires hard-headed decisions 
about staffing, skill requirements, and appropriate programs; these decisions have 
implications for who is assisted and how effective new programs are. More than 
any other set of decisions, bringing about change within an organization tests the 
strategic capacity of its management. 

ExpansionContraction:Managers of resource institutions often mistake the 
favorable short-term liquidity of the organization for its long-term solvency. They 
may decide to expand their operations without adequate attention to issues such as 
depreciation of capital assets and their future replacement costs, projections of old 
and new funding sources, and future personnel costs. As a result, after expansion, 
managers may find themselves hard pressed to maintain new programs,
experiencing serious cash flow problems, and frantically trying to raise survival 
funds from donors. Knowing when to expand, when to consolidate, and when to 
conmact is preeminently an issue of knowing how to interpret and make decisions 
on the basis of appropriate and timely financial information. 

Reorientation: Offering services to small enterprises requires different 
objectives, priorities, and skills than those required in offering social welfare 
services. In particular, successful resource institutions learn to think like their 
clients, businesspeople whose future will depend on accurately identifying
economic opporturities and weighing the risks of failure. Assessing the financial 
needs of small businesses, assessing market conditions, and determining the risks 
involved in production and marketing activities are imporant skills required in 
enterprise-orizr'ted programs. They are not skills necessarily found among
concerned and committed staffs of resource institutions that are initiating such 
programs. In assuming new objectives, organization managers may not anticipate
the special skills and understanding required, and may not recognize that 
commitment and experience in dealing with low income populations cannot 
substitute for specific skdlls related to the economic management of small 
businesses (Lassen 1980; Crandon 1984). On the other hand, their greatest
strength is their idealism and their skills in working with low income and 
disadvantaged groups. Business sdlls must not be purchased at the cost of these 
qualities or the organizations will endanger their identity. The deep sense of 
commitment that motivates these institutions must remain their central feature. 
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Creating Independence 
For many reasons, resource institutions ofen are characterized by dependence.Many receive donor and/or governr:nt subsidies and in turn may lead their clients 

to become dependent upon subsidies from the resource institutions. Heavy
dependence on donor or public subsidies can make the internal budgeting processmainly a frantic effort to manage recurring financial peaks and valleys in funding,
soon, m.-Aium arid long-range financial planning becomes virtually impossible.
V r,.T;,_ future depends heavily on donor support or official Fubsidies, programsmay blossom and expire in short order and cycles of expansion and contraction may
be'ome both endemic and unpredictable. In addition, dependence of clients on the
institution can lead to a faillye to encourage self-sustained development. 

Dependenceon Funders: The godfather syndrome is one of the most frequently
encountered problems in the management of resource institutions that assist smallenterprises - their heavy reliance on donor funding (Tendler 1984; Adams,

Antonio, and Romero lO.1: 224; Scurrah and Podesta 1984: 19; Sanyal 1987).

Some institutions may be ,.nricularly dependent on the largesse of a very few
donors or on government subsidies, a dangerous situation. Among other things,
dependence means that organization managers spend too much time pursuing

funders; budget cycles can be extremely erratic and characterized by unexpected

shortfalls when funding sources do not come through as expected; institutions
 
compete with each other - often intensely - for the attention of the funders; and program planning becomes vulnerable to the whims of the godfathers and the fads
that affect development thinking among such donors. The management of the 
resource institution is affected by this kind of dependence but so, too, are the programs they initiate and pursue. Clients may discover that expected loans are notforthcoming, technical assistance is cut out at critical moments, or a program is 
redefined or eliminated. 

Dependence of Clients: Resource institutions can fall unwittingly into a trap of
dependence on donors; they may have their own organizational dynamic tending topromote dependence of their own clients upon them (Tendler 1984; Leonard and
Marshall 1982; Lassen 1980). Resource institutions benefit from demand for their

services by being able to point to widespread need in fundraising activities. They

benefit from being able to demonstrate good performance on the pan of clients -loan repayment, for example -- which often is achieved through close supervision.
The),ray feel that the small and micro-entrepreneurs they work with are unable tomake decisions on their own or they may wish to instill a Darticular model of
business development among them. For these reasons, resource institutions maynot wish to see their clients graduate to other sources of credit, technical assistance,or related services. Where they exist, such institutional imperatives can thwart the very characteristics of self-sustained development among clients that the institution 
espouses. 

Conclusion: Puilding Strategic Capacity 
The four problem categories of setting priorities, becoming efficient, managing

change, and avoiding dependence present institution managers with a series ofrecurrent problems. All of these problems can be addressed through improved goal
setting, planning, and financial management. Building the strategic capacity ofmanagement should be a priority as resource institutions work to become more 
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efficient, effective, and sustainable. There are, of course myriad ways to help
people become better managers. There are also a number of technologies that canhelp, particularly in analysing information for decisions. Especially critical skills
deal with decision making and its relationship to the analysis and application of
appropriate information. Chapter VI considers appropriate methods for pursuing
the goal of improved organizational management. 

Technical Capacity Issues: Providing Better Information 

In addition to improving managerial capacity to chart the diection of an
organization's development and improve its financial health and stability, resource
instittions often can benefit from increasing their technical capacity to monitorfinances. Improving technical skills will result in better information for institutional 
managers to use in their straxegic decision making activities. Thus, improved
technical capacity is a vital support for organizational management and will have adirect impact on the efficiency, effectiveness, and sustainability of the
organizations. To a considerable degree, improving technical capacity means
learning to ask the right questions and to generate information appropriate for 
answering them. 

Accounting Practices 
Resource institutions providing services to small businesses often are weak inthe very skills and practices they seek to insdU in their clients - appropriate

accounting procedures and systems for budgeting and planning (Sun-rah and
Podesta 1984; McKean 1982; Vogel 1982). Institutions' staff may have lirleinterest in the seemingly mundane facts that appear on balance sheets and income 
statements or have limited patience for thinking about such issues as cash flow
management or fund accounting and depreciation. They may be loathe to consider
their organization, committed as it is to development and a vision of a better future,to be also a business operation that must make cold judgments about the best use ofits capital and other assets. Staff may lack the skills to do much more than simple
bookkeeping;, they may not follow accounting practices that allow them to uncover
problems of financial management and suggest alternatives to make better use ofavailable resources. And ultimately, they may not appreciate the extent to which
improved accounting practices can strengthen financial management at the level ofinstitutional leadership. When they do not, resoure institutions typically suffer 
recurrent budget shortfalls, their equipment wears out with no provision for its
replacement, cash surpluses that could be generating income are not invested,
liquidity is confused with solvency, and a host of other problems occur and recur.
Improved accounting practices relating both to short-term budgeting and medium
and long-term planning can help an institution address these problems and in doing
so, increase the efficiency, effectiveness, and sustainability of the organization. 

Short-Term Budgeting: Resource institutions often experience annual budgetshortfalls. In part, this is related to their dependence on donors or government
subsidies for operating and investment funds. If a grant proposal is rejected, donormonies delayed, or official subsidies cut back, a resource institution can experience
several months of uncertainty and shortages before funding becomes available. 
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When this happens, its projects slow down and clients are left hanging on promises
for the future. One solution, of course, is to become less dependent on donors, as
discussed earlier, But accounting practices can also respond to the problem
(Scurrah and Podesta 1984; McKean 1982). Improved capacity for keeping
financial records, for managing annual budgets, and for considering options to
avoid unexpected shortfalls means producing timely financial tracidng reports so 
that managers know where the organization stands. Managers should know how
cash surpluses can be invested to generate income and how short-term lenc'ing can
smooth the typical pattern of peaks and valleys of funding needs and expenditures
that arise during the course of an annual budget cycle. And, perhaps most
important, improved budgeting capacity can clarify the difference between long
term solvency and short-term liquidity so that managers can make informed

decisions about when to expand, consolidate, or contract the institutions'
 
operations.
 

Medium andLong-Term FinancialPlanning: Resource institutions may be so
absorbed in meeting short-term budget needs that they fail to consider longer-term
options that could ease the overall resource shortage of the organization. Annual 
budgets may be produced, but these are often not derived from multi-year
budgetary projections that are used for financial planning. Depreciation of
equipment may not be considered in relation to encumbrane or fund mcounting to 
absorb the financial drain of having to replace capital assets. To firequrenily,
locally available banking services are not used effectively and little thought iLgiven
to projecting future funding needs and opportunities. In the absence of better
medium and long-term financial planning, resource institutions have little chance of
escaping recurrent crises caused by the godfather syndrome or the need to respond
to unexpected problems such as acquiring or replacing equipment. 

Conclusion: Building Technical Capacity 
Improved capacity to manage current and loriger-term accounting issues can

help to strengthen the overall management and performance of resource institutions. 
Many skill-specific training materials and methods exist to build technical capacity.
For example, hands-on learning using computer programs for teaching accounting
practices, linked to the use of an accounting workbook, can be an effer-tive tool for
strengthening technical capacity in accounting practices. In addition, some methods 
are available for helping those responsible for accounting understand how their 
expertise can most effectively aid institution managers. These approaches to 
technical capacity building are discussed in the next chapter. 

Administrative Capacity Issues: Developing Human and 
Organizational Resources 

Resource institutions assisting small and micro-enterprises require and generally
have highly committed staffs. The hours are long, the work is arduous, the 
evidence of success is often far in the future, and pay and material support are
minimal. Given these conditions, the evidence of enthusiasm, commitment, and
creativity among the staff of a large number of resource institutions is impressive.
But commitment and energy are not enough for effective operation. Good 
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management requires the capacity to hire, train, and motivate staff and to deal withlogistical problems arising from the need to visit clients, monitor their performance,
and produce timely reports. Thus, another component of improving themanagement of resource institutions is improving their administrative capacity. 

Personnel and Organizational Management 
HiringStaff: Resource institutions operate with highly motivated personnel
who gt.erally lack the business dimension of the skills for assisting small
 

entrepreneurs (Scurrah and Podesta 1984). Again, this is particularly the case inorganizations moving from a social welfare orientation to a small businessdevelopment approach. Training can inculcate needed skills and performance, buthiring practices need to be strengthened also. Hiring appropriate staff is anespecially pressing need for resource institutions in Africa, where cpatriatepersonnel typically play a large role in organizational management and operation.
In many cases, expatriates may not be well attuned to local problems or businesspractices or they can be so wedded to imported models that they do not recognizethe possibility of their inappropriateness to local circumstance. In hiring new staff,the availability of skills, etiic divisions, and gender may also need to beconsidered. When appropriate skills are not available locally, administrators needto be able to identify ea.sy learners among applicants. In addition, effectivepersonnel management includes being able to identify and contract short-termtechnical assistance to supplement staff resources. Improving personnel
management skills can increase the possibility of identifying the right person for the
appropriate task. 

TrainingSrcff: Because requisite skills often are in short supply, resourceinstitutions must consider how to train their staff in appropriate skills. Forexample, promoters and extensioriists often have been criticized for giving poor orirrelevant advice. Or, projects may be endangered because staff with importantskills are not available. At times, project monitors may not know what is goingwrong (or right) with a program unless they understand the complexities ofoperating small and micro-businesses. Once again, the need for requisite skills isoften masked by enthusiasm and commitment among staff, but the failures that canresult from this situation directly affect the lives Lnd livelihoods of large numbers ofclients (see Honadle and Hannah 1981). An important ingredient noted insuccessful programs is adequate and appropriate staff training (see Paul 1982:201). 
Motivating Str.": Commitment to the "cause" is not enough to ensure effectiveand efficient performance. In particular, incentives are needed to encourage staff tocontinue to work actively in pursuit of common objectives in the face of difficultworking conditions, considerable frustration, and frequent failure (Ashe 1985; Paul1982; Goldmark and Rosengard 1983). Staff "burn-out", familiar in smallenterprise support programs, can not only hurt and slow down service, but alsoquicken personnel turnover. Good and dedicated personnel are not an abundant resource in ary environment and are in particularly short supply for the kinds ofwork done by small and micro-enterprise resource institutions. 
Coordination: Resource institutions often grow and contract like mushrooms.

They develop myriad projects, repond to numerous crises, and expand rapidlywhen they become flush with donor funding, only to suffer rapid shrinking whenfunds dry up. What often is sacrificed in the frequently tempestuous life of such 



79 

organizations is coordination. When internal coordination is weak, however,financial management is made difficult and the organization may fail to learnappropriate lessons from its experiences. Administrative capacity building impliesstrengthening the ability to coordinate the activities of diverse groups of people andto establish enduring systems for monitoring their performance and for assessingproblems as they arise. Organizational management can be greatly improved
through the introduction of mechanisms to improve internal coordination.
 
Co_,ltJion: Buidling Administratve Capacity
 
Improving staff quality, durability, and coordination takes managerizl


innovation. Among the tools to help improve performance are human resourceplanning, incentive systems, and organizational restructuring. Chapter VI suggestsa series of concrete tools and methods for addressing these recurrent problems. Inaddition, increased communication among resource institutions can encouragesharing of ideas about how to deal with these recurrent administrative issues. Thismeans building capacity in, communication, the final capacity issue to be
 
considered.
 

Communication Capacity Issues: Solving Problems 
Collectively 

A frequent failure of resource institutions is their inability to learn from theirfailures or from their clients and field agents (Lassen 1980, Tendler 1982). Just asfrequent is the need they express to contact other organizations in order tocoordinate activities, share experiences, pool resources, or learn from commonproblems and mistakes. They often express the feeling of being cut-off fromknowledge of kindred organizations, are reluctant to interact with governments, andunable to establish constructive working relationships with international donors.
Each of these recurrent problems relates to the communication capacity of the
 resource institution. Improving communication capacity means increasing the
ability to receive and impart information effectively and to learn from feedback and
experience. Problems of information management, discussed below, indicate the
importance of improving communication capacity and the impact such capacity

would have on the issues that have been considered in previous pages.
 

Information Management 
Learningfrom Feedback: In enterprise development, i. .merous pitfalls canbeset resource institutions. Often very creatively, they may flounder around forlong periodz, trying to find a way out, searching for an appropriate model forser\ice deliver),, or experimenting with a variety of alternatives (Tendler 1984;Lassen 1980). Alternatively, they may be so committed to a rigid model that theydo not listen to client complaints or absorb evidence of problems or failure. Manyinstitutions do not necessarily learn from their experiences -- either successes orfailures. The most effective organizations learn to listen and to .sk the rightquestions so that they can monitor their own performance and that of their clients.Not only do the), learn to listen, they develop the ability to interpret and analyze 
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what they hear and then, where necessary, to change practices, personnel, or
procedures (see Paul 1982 -;.01; Young and Nellis 1985). 

Networking with OtherResourceInsdtutions: A multitude of resourceinstitutions provide services to snall entrepreneurs. Some are more effective thanothers, some are larger than others, and some have a longer history than others. Inspite of such differences, they frequently carry out remarkably similar projects andface remarkably similar organizational and environmental problems (James 1982,Kilby and D'Zmura 1983; Leonard and Marshall 1982). Together, their expeiencerepresents a vast store of knowledge about effective responses to the needs of smallentrepreneurs. Isolated, they may have limited repertoires for responding to 
common problems that beset large numbers of organizations. What this means inpractice is that each time an inrsitution initiates a new project, the wheel may have tobe reinvented, and many unnecessary failures may result. The process of learning
to be more effective and efficient could be improved greatly through more contact among resource institutions. This possibility is discussed in greater detail in 
Chapter VI. 

Dealingwith Governments andInternationalDonors: Private resource
institutions typically believe that they provide better services at lower cost than
public sector organizations offering similar services or that they provide services to groups that are forgotten, overlooked, or discriminated against by government
(Tendler 1982; Sanyal 1987). Givn tais ?erspective, such organizations oftendisplay lack of interest or hostility toward government progra.ms or the public sectorin general. Nevertheless, many develzprrent specialists are concerned that private
organizational efforts will never achieve a significant impact unless they can find ways for increasing their capacity to affect more beneficiaries. Such scaling-up of
development efforts requires more effective collaboration between public andprivate sector programs. Barriers to such interaction need to be addressed. 

Just as governments often am,rneated with disdain, donors often are treated withconsiderable circumspection. International donors are courted assiduously byresource institutions, but donors also monitor performance, send evaluation teams,
insist upon reforms, and stipulate how their funds are to be spent. Governments
and donors can provide useful services to resource institutions but they can also be seen as threatening outsiders that do not or will not understand the particular
dilemmas or problems faced by the iiistiw dons or who may harbor desires to take over the programs of the organization. If such arntuds were overcome, resourceinstitutions could often benefit. For example, government agencies might provide
alternative sources of funding or might cooperate in useful ways in the achievementof common goals. There is even the possibility that, with better communication
skills, resource institutions could play more effective roles in altering policies andregulations that discriminate against small and micro-businesses. In a similar vein,donor agencies could make technical assistance more available, offer other trainingopportunities, initiate institution building grants, and assist in providing access toother organizations if they were better informed aboat the problems faced by the
institutions. The large donors could synchronize better the structures of theirapplication and evaluation forms so that smaller institutions spend less time on
paperwork for multiple funders. Greater capacity to communicate with the outsideagencies could go far in resolving a number of the organizations' recurrent 
problems. 

http:progra.ms


81 

Conclusion: Building Communications Capacity 
By increasing their communication capacity, resource institutions can become

better informed, better able to apply the lessons of experience, and better connected
with their environment. A greater knowledge of available technology can help.
Learning to listen effectively is a critical skill that can alter attitudes toward clients,
governments, and donor agencies. Specific tools and resources to help them to do 
so are discussed in Chapter VI. 

Conclusion 

There is no single or immediate panacea for addressing issues of efficiency,
effectiveness, and sustainability in resource institutions. Rather, improving their
ability to offer dime)y, useful, and low cost services to small entrepreneurs involves 
an on-going and simultaneous effort to build capacity in four interelated areas,
beginning with the priority of impreving strategic capacity among institution 
managers and supporting this with improvements in technical, administrative, and
communications areas. Increasing capacity in these four areas will not make the
performance of the resource institutions faultless. It will, however, help them make
problems more detectable, ease the difficulties in managing them, and help avoid
their recurrence in the future. The next chapter offers some suggestions to help 
accomplish these improvements. 
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Chapter VI 

Prescription: Capacity Building for Resource 
Institutionr 

How does a resource institution become more efficient, effective, andsustainable? In the previous chapter, a series of recurrent problems of suchorganizations was surveyed with the intent of indicating how they inhibited themanagement and operations of resource institutions, ultimately affecting thecapacity to provide the best possible services to small and micro-enterprise
clienteles. It was suggested that the problems that emerge repeatedly in resourceinstitutions of all types -- private and public; small and large; national andinternational  can be effectively addressed through building organizationalcapacity in four critical areas. Assisting them to strengthen their strategic, technical,administrative, and communication abilities will iesult in organizations better able tomeet the needs of its low-income beneficiaries and more able to contribute to the 
process of development. 

Helping resource institutions to strengthen their strategic capacity generally isthe first step and highest priority for improved management and performance. Thisshould be supported by improvements in technical, administrative, andcommunications skills within the institution. The relationship among the capacity
areas -- presented graphically in Figure VI-I - is interactive. As managers
improve their abilities to establish goals, set priorities, make effective decisions,
and respond creatively to problems as the), arise, they will need better financialinformation, a stronger and better organized staff, and more informational linkagesto their clients, financial supporters, and sister organizations. But improvedstrategic capacities will also help managers set in motion the changes needed to getthe information and responsiveness they need. Thus, helping to enhance strategiccapacity in an organization can produce positive changes in other capacity areas. 

In this chapter, capacity areas are discussed in terms of the approaches andmethods that are most appropriate for strengthening the performance of resourceinstitutions. The chapter suggests a series of tools that are available for improvingorganizational efficiency, effectiveness, and sustainability. Some of the tools areparticularly appropriate for strengthening particular capacity areas, while othershave more general application. Thus, it is possible to indicate what approaches aremost useful for addressing particular recurrent problems and to associate topicswith distinct categories of materials. The chapter concludes with some suggestionsas to how resource institutions can initiate the process of capacity building for
efficiency, effectiveness, and sustainability. 
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Tools and Topics
 

The four capacity areas are required in varying degrees by different personnel in
the resource institution. Management, for example, needs to have a strategic vision 
of the organization to be able to see it in the context of its larger social and political
setting, to have a coherent idea of its stengths and weaknesses, to appreciate where
it is now and where it should be going, and to have a sense of the fundamental 
decisions about the nature and course of its development. Management is uniquely
able to assess these factors and to make the big decisions about the institution's
future, decisions that must be made correctly if the organization is to thrive and 
prosper. 

Others in the organization require technical skills to implement its activities. An
effective management information system, for example, may demand a certain level
of systems design and computer expertise. Managing resources effectively requires
expertise in answering questions such as: How will responsibility be delegated,
performance supervised, results measured? How will staff be selected and trained?
How will levels of resources be matched to tasks to be accomplished? Thus, the
technical and administrative capacity building areas require organizational staff to
increase their skills in relatively technical areas such as accounting, financial 
planning, personnel systems, and client-related knowledge in fields such as 
marketing and production. 

Communication capacity often is perceived to be simply a task of getting
management's messages out to others, both inside and outside the organization. A
fundamental aspect of -.-mmunication, however, is the ability to receive, process,
and act upon infoima.L- rs well as to send it. Thus, enhancing conmunication
capacity includes understanding and responding better to the situation and needs of
clients, developing an ability to learn from the experience of sister organizations,
interacting more effectively with those whose decisions set the policy environment 
for small and micro-enterprise development, and making funder-recipient
relationships more mutually productive. 

Effective approaches to enhancing technical and administrative skills often are
different from the approaches to enhancing strategic and communications capacity.
In the former case, there is generally a body of reasonably settled knowledge and
technique to be transmitte. Various media, materials, and settigs are known to be
effecfv.e in transmitting knowledge and skills and can be adapted to local situations, 
resource constraints, and organizational needs. 

Building strategic and communication capacities is more difficult. By their very
nature they require accumulating, assessing, synthesizing, and acting upon large
amounts of information from multiple sources. This is particularly true of strategic
capacity building. There is no "right answer" or settled body of knowld ,e for
effective decision making and problem solving. However, there are ways of
thinking, frameworks to help organize and understand problems more clearly, and
general approaches for decision making that have proven useful. Nevertheless,
helping managers to develop these broad-gauge skills will require approaches to
learning that are mo-e innovative and less well-established than those for technical
and administrative capacities. Such approaches generally capitalize on the 
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experience of similarly situated institutions and information about how their plansand strategic choices worked out in reality. For example, with the benefit ofhindsight often it is possible to see key opportunities seized or missed, keydecisions which opened or closed possiblities, and clear or cloudy perceptions of 
mission and strategy. 

In the following pages, methods for building capacity in four areas are
described. The case method, computer-based training, manuals and workbooks,and audi. and visual training rnaterials are the most appropriate tools for increasing
strategic, technical, administrative, and communication capacities. Some of thetools are especially appropriate for addressing particular sets of recurrent problems. 

The Case Method 
In helping managers of resource institutions develop their capacity to thinkstrategically, the case method is particularly appropriate. The centerpiece of the 

case method is "the case," sometimes called the case report. It is a carefully
researched description of a particular problem or situation that has faceW-the
management of an organization. An analysis of this situation is prepared by
participants. Individual reading and reflection on the case is followed by small group analysis and discussion. This is followed by the case discussion, in which 
an experienced case leader orchestrates an exploration of the issues raised by the case. At the conclusion of the discussion, there is a brief statement of what actuallywas done to resolve the problem and the subsequent outcome of this action.Ideally, this is provided by one of the principals of the actual case (who may haveobserved the discussion), and may involve comments on the analysis and the

conclusions of the group, as well as responses to questions.
 

Rather than focusing on specific subject matter knowledge, the case method
emphasizes the ability to pull out of a welter of information the significant elementsneeded for decision, the skills to place these elements in an appropriate analyticalframework that can serve as a guide to action, and the capacity to recognize
limitations on courses of action caused by the societal, economic, institutional, and
personnel context of the problem.1 The fact that the analysis and understanding ofthe case take place through interpersonal give-and-take moderated by the case leaderitself conveys an important message. In management situations, much information 
must be drawn out through discussion in which no idividual has all the facts orknowledge required. Like the case leader (who in some sense serves as a rolemodel), the manager must pull the information he or she needs from his or her
personnel by astute questioning and discussion. 

Several fundamental principles of effective learning underlie the case approach.First, people absorb knowledge most effectively by integrating it with their existingknowledge. The case approach encourages participants to draw upon their own 

IThis pedagogy requires cases structured very differently from most of the "case study" literature ofsmall enterprise development. Much of the latter consists of decriptive "stories" about particularprojects or organizations. In contrast, the teaching case presents a particular decision situation,along with such background information as is necessary for a productive discussion in terms ofspecified teaching objectives. The ARIES cases, for example, are designed to analyze specificrecurrent problems and responses to them. The idea is to create with the case and a good caseleader an environment within which to examine various institutional responses to these problems,
and the degree of success achiieveA. 
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experiences for insights, sharing these perceptions with the group. This encourages them to integrate new case material with their existing store of
knowledge. Secondly, the approach emphasizes active learning, long recognized as more effective than passive learning. Participants constantly seek to relate each new
contrib'xtion to their own analysis, to modify it, to extend it, to enrich it. In the process, they also come to see the value of steking many different points of view 
on a given problem. Indeed, a major premise of the case method is that much of

what is learned comes not from the "teacher" but from the group.
 

Managers of resource institutions assisting small and micro-enterprises face
 many common challenges and issues. A variety of differences in circumstances,
pressures, beliefs, cultures, histories, and personalities, produce wide variation ininstitutional responses to these comparable challenges. Some responses have been more successful than others. For senior executives facing common problems in
managing their organizations, the case method provides a framework within which
they can learn from each other as they analyze and discuss cases with which theycan identify'. The role of the case leader is to catalyze fruitful discussion to helpstructure the input of the participants in a way that helps to ciarify issues and

facilitates the drawing of conclusions. The cases themselves are selected to
highlight important decisions which faced real managers, decisions which shaped
the evolution of the institution and/or its relationship to its environment.
 

The case method is an effective tool for stategic capacity building amongmanagers of resource institutions. It can also be an effective methodology for staffto become more sensitive to thf -'rld of the small and micro-entrepreneurs and thedecisions and dilemmas they face in their business activities. Effective use of the case method also can increase staff understanding of the components of effective

assistance programs, the need for appropriate financial information, the
 consequences of alternative organizational structues and incentive systems, and the
results of various forms of communicating with "significant others." 

The method can be utilized in short training programs tailored to the needs,interests, and skills of managers and staff. Using cases that focus on the real worldproblems they face, the case methodology engages managers and staff both
intellectually and emotionally. Moreover, good case teaching not only developsdecision making abilities, it also contributes to communications capacity as well.Participants learn who has what sort of expertise, how it can be tapped and utilized,and what can be learned from the careful observation of the experience of others. 

Computer-Based Training Materials 
Incre.asingly, resource institutions are utilizing computerized systems for

tracking finances, budgets, and client performance. 2 Although these systemscontinue to be out of the reach of the smaller organizations, particularly private non
profit ones, it is reason~able to expect that in the future computerized managementand administrative systems will be adopted even more widely. Capacity building in response to particular recurrent problems can be done effectively through a variety 

2This observation results from field visits to resourc insitutions inNew York, Washington,
D.C., Latin America, Asia and Africa. 
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of computer-based training materials. 3 The), provide hands-on experience fortrainees that can build substantive skills, logical analysis of problems, and effective
decision making. Well-selected materials have considerable potential to strengthenresource institution management and staff in the substantive areas of planning,
project design, financial and administrative management, monitoring, and 
evaluation. 

Computer-based training materials have several advantages for capacity buildingefforts. For institutions with access to computers, they air relatively inexpensive,generally ranging in price from less than a hundred dollars to five hundred dollars.
Once this investment has been made, the materials are available for use by largenumbers of staff. Compared to the cost of sending individuals to formal and
traditional training sessions or organizing such activities locally, their cost is
minimal. Compute:-based training can be carried out on the premises of the
 resource institutions and tailored to other time demands on trainees.
 

Computer-based training materials are widely available and cover a large
number of topics, such as accounting, planning, financial management,

communications, inventory control, project management, proposal analysis, and
personnel management 4 Moreover, appropriate packages of training materials can
be developed for the particular needs of specific resource institutions. Finally,
extensive experience with this training format has resulted in a number of softwarepackages of high quality that have proved effective in engaging participant interest
and commitment Some of the materials already in use are appropriate for the
 
management of man), resource institutions; in othei cases, packages need to be
developed to take into consideration language, culture, and educational differences.
Initially, use of this training format should be limaited to resource institutions thathave access to computer systems. Software selection should be made carefully andwith the guidance of an expert in the field. In time, particularly useful products will
be identified or developed through such experiences, and they can be more widely
adopted. 

Manuals and Workbooks 
A wide variety of manuals and workbooks for organizational management and

substantive skill building exist that are appropriate for resource institutions.5 Ingeneral, the), tend to be less "engaging" than computer-based training. At the sametime, they are inexpensive, widely available, and useful for subsequent reference

after initial training has been completed. Manuals and workbooks are particularly
useful for training in substantive areas and are appropriate for use by staff of
various levels of education because they are available for a variety of skill levels.
Some useful manuals and workbooks in substantive areas have been developed bythe resource institutions that have training components in their assistance programsfor small and micro-entrepreneurs. Some of these can be useful for basic 

3Within the ARIES Project, identifying and developing such materials for use by resourc
institutions is the primary responsibility of Control Data Corporation.4An initial listing of a large number of possible training packages is available through Control 
Data Corporation.
5Control Data Corporation has identified and assessed a large number of these materials for theirappropriateness in addressing thc particular recurrent problems faced by the resoume institutions. 
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orientation of non-t,chnical staff in business activities such as basic accounting and
business administration 6 

Training Videos, Filmstrips, and Audiocassettes 
A surprising number of resource institutions have equipment for displayingvideotapes, filmstrips, and audiotapes. Often, the organizations have invested inthe development of videos that explain their programs or present a history of theorganization.7 Accrding to resource institution staff, videotapes particularly areuseful for fundraising, the orientation of newly hired staff, and visitors to theorganization. A few institutions that provide traing for small and microentrepreneurs also use videos and filmstrips in classroom settings to complementthe activities of teaching staff. Video and audio training materials exist that dealwith issues such as business applications of computers, budgeting and accounting,communications skills, personnel supervision, financial analysis, organizationaldesign and control, and other substantive areas. 

Many existing training materials are most approtriate for staff with relativelyadvanced educational levels. Materials appropriate for staff with more limitededucational attainments may be developed through the ARIES Project. Thesematerials offer the advantage of stimulating the trainees through visual presentation.Nevertheless, they do little to encourage active and interactive learning. Thus, theyare most appropriately used in combination with other teaching methods. Forexample, they can Ix .;sed to support classroom teaching in substantive areas andthe presentation of some aspects of the training cases could be effectively produced
on videotapes. 

Capacity Building Areas and Appropriate Tools 

Case materials, computer-based training packages, manuals and workbooks,and video and audio materials are available to help resource institutions address therecurrent problems catalogued in Chapter 5.Where they do not yet exist or where
they are not appropriate for meeting the needs ofparticular resource institutions,
they can be developed. Indeed, a central objective of the ARIES Project is to
develop such materials.
 
Resource institutions can be assisted in improving their effectiveness through
tailoring capacity building in strategic, technical, administrative, and
communications skills to the particular needs of organizational management andstaff. For example, organization managers do not require intensive substantiveknowledge building in accounting practices  these skills should be developedamong those responsible for accounting services - but do need to develop amanager's-eye view of what financial information is needed, how to interpret such 

6For example, the manuals produced by the Ca'vajal Foundation in Colombia for Level III andabove entrepreneurs might be useful intraining staff with minimal educational attainments whoarc responsible for providing very basic technical assistance to Level I and Level IIentrepreneurs.7Thcse observations result from field visits to resource institutions in New Yc,rk, Washington,
D.C., Latin America, Asia, and Africa. 
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informatior, and how to use it for long-rang,-e planning mid strategic decisionrm-ing. Different training approaches can be introduced to respond effectively todie distinct but interrelated needs of managers and staff. Tables IV-4, VI-I, VI-2,VI-3, and VI-4 present suggestive listings of the kinds of materials that can help tobuild capacity inproject design and the four capacity areas. A brief discussion of
each of these tables is presented below. 

Addressing Weaknesses in Project Design (Table IV-4). As wassugSested hi Chapter IV,where the table is presented, training cases, computer
basd maierials, and various "how to" manuals can be appropriate for addressingthe recu.rent problems of program design. Cases can s-.nsitize management End
staff to the particular problems faced by small and iicro-entrepreneurs, howvarious program components affect them and their businesses, and the potential
consequences of making choices about investments in technol .y, marketingsystems, and production processes. Computer-based systems can as:.ist in progvamplanning. nonitoring and evaluation, effec',ve allocation of program resources,assessment of marketing and interest rates structures. They can be particularly
useful in encouraging thoughtful use of evaluation data. "How to" manuah,-areparticulaxly appropriate for designing technical assistance components, carrying outfeasiblity studies, developing record keeping systems, and implementilg and
analyzing evaluation exercises.
 

Strategic Capacity Building (Tzble VI-i). 
 The case method isparticularly appropriate for building managerial capacity to set goals, estiblish
priorities, and pursue policies that allow the organiza ion to achieve its goals.
Cases car. introduce managers to the world of the small and micro-entrepreneur andsensitize them to the constraints and opportunities faced by small businesses%including the particular rationales that lie behind the decision making of their 
owners. This is useful for encouraging manageis to develop skills in assessing theneeds of small entrepreneurs, understanding the environment in which they work,and considering the extent to which the human and financial resources of theinstitution allow them to respond to the needs they measure. With greater capaciyto gather and assess such information, institution managers will increase, theirabilir, to establish reasonable objectives and determine priorities for their
organizations. Similarly, cases can help managers develop appropriate
orgarizational stiactures b, assessing what :c most important decisions are, who are the most appropriate decision makers for various types of issues, and how to 
ensure that appropriate information flows in a timely fashion to these decisionmakers. In a more general sense, cases can increase managerial capacity to 
forecast, plan, and create new alternatives. 

Computer-based training materials, "how to" manuals, and workbooks can helpmanagcrs develop substantive knowledge in the areas of financial planning and
organizaional syst--ms. For example, these mateiials can be packaged to helpmanagers consider the cost effectiveness problems raised in Chapter V, investigate
alternatives for raising operating and investment capital, scale their programs to alevel of resources they can effectively command, and become 2ware of the issues ofliquidity and sovrency already discussed. They can become rmiore familiar withissues such as user charges, investments in local financial institutions, and loan 
capital from local banks. 
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Technical Capacity Building (Table VI-2). The case method is alsoappropriate for building substantive skills among resource institution staff, althoughit is probably less important than other approaches. In particular, and where
resource institutions have suitable infrastructure, they can use computer-based
training materials in accounting fundamentals, cost analysis and cost reporting,
budget control, program budgeting, cash managemeiit, inventory control, and
financial analysis of programs. "How to" manuals arid workbooks cover the sametopics and can be used as supplements or where computer technology is notavailable. Video and audio material covering some of these substantive areas ismost appropriately used to reinforce learning that is occurring through other

methodologies.
 

Administrative Capacity Building (Table VI-3). 
 Cases can inrreasethe ability of management and administrative staff to make effective staffing andorganizational decisions and tu communicate mor.effectively within the
organizatirn. They can also encourage sharing of ideas about how to deal m,;th
these recurrent administrative issues. Computer-based training materiais can be
particularly useful in building skills in personnel planning, personnel record
systems, resource allocation, and monitoring;, skill-building seminars can stress
issues such as those related to motivation and incentives 'within organizations.
Modules for assessing needs and diagnosing administrative problems can beeffectively presented in "how to" manuals. Visual and audio materials can beparticularly useful in building skills in interpersonal relations, coopativeness, and
supervision.
 

Communication Capacity Building (Table VI.4). 
 Case mat.rias canencourage resource institution management to listen more effectively to the-organization's clientele and use this feedback in program design, staffing, andcommun cation. Moreover, by bringing managers together in short training coursesstructured around the case method, sharing of ideas, experiences, and responses tocommon problems is encouraged. Computer-based modules for program
monitoring and evaluation can also increase utilization of feedback information. In
addition, technologies are available for strengthening the ability of organizations tocommunicate with important individuals and groups hi their envronment -clients, donors, governments, and sister organizations. For example, acommunication technology such as CARINET can increase networking and make
information retrieval and sharing less time-consuming and more effective.

Similarly, the microcomputer based data system designed by ARIES and described
in Appendix A cn encourage greater communication related to alternatives for
addressing recurrent problems. Seminars in information management, hands-on
problem solving cxperiences, and introduction to aLeady e.isting networks andservices can do much to build this important capacity. 

Conclusion: Taking the First Steps toward Diagnosis and 
Prescription. 

Chapter V presented a structuring of the recurrent problems of resourceinstitutions. In this chapter, the focus has been on capacity building in specific 
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areas and the methodologies that are appropriate to this task. Often, resourceinstitutions will be able to identify T-leir own needs, particularly when these relate to one of the specific recurrent problems that have been discussed. When they do so,they may also be able to identify an appropriate means of addressing the problerarea -- managerial training, staff training, reorganization, or the introduction of
 
new accounting, personnel, and communication systems.
 

In other situations, however, managers of resource institutions will be awarethat "something is wrong" in the performance of the organization and its programs,but may be too close to the problems to assess and address institutional or programmalaise. At times, then, resource institutions will need help diagnosing their needsand prescribing appropriate remedies to recurrent problems. This is particularly the case when resource institutions require a "package" of capacity building efforts. Insuch instances, technical assistance provided upon request through ARIES isavailable for helping resource institutions identify needs, diagnose recurrentproblems, and prescribe appropriate courses of action, including the design of
specific packages of appropriate training materials. 

As indicated at the outset of this Strategic Overview paper, even the most skilledand dedicated collaboration between outside agencies and resource institution staffto increase strategic, technical, administrative, and communication skills will notproduce perfect organizatons and flawless programs. But such efforts can improve
decision maling, problem solving, and other abilities to produce more efficient,effective, and sustainable organizations. Improvement in these skills, using their own and outside resources, will help them to cope beter with the recurrentproblems that characterize this difficult, demanding, yet highly productive task ofassisting smai and micro-enterprises. Given the inhibiting effect that many of therecurrent problems have on the performance of the resource institutions, this is an 
important set of goals. , 



Figure VI-1 
Capacity Building for .-
Resource Institutions 

Strategic 
Capacity

Increasing the ability to establish goals,
priorities, and appropriate policies; 

making more effective decisions 

Technical Capacity Administrative Capacity
Generating better Improving human and 
information organizational resources 

and skills 

Communications 
Capacity 

Improving information management 
and collective problem-solving 

Table VI-1 
Strategic Capacity Building 

Diagnosis 



Many resource institutions suffer from failures to. 1) set
 
priorities,
 
because they lack appropriate understanding of client needs,

environmental 
 constraints and opportunities, and organizational
capacities; 2) be efficient in their financial management, human 
resource use, and decision making structures; 3) make appropriate
decisions about changes resulting in expansion, contraction, or 
reorientation of the organization; and 4) establish their
 
independence from 
 funders or graduate their clients. 

Prescription 

Cases 

To increase understanding of the world of the small 
entrepreneurs 

and the importance of economic and policy environments for 
their 

activities 

To develop appropriate goals and priorities 

To assess institutional capacity for program management and 
implementation and for programming institutional needs 

To understand alternatives for organizational and program 
change
 

To increase decision making skills related to cost-effective 
managment 

To increase problem solving repertoires 

To communicate more effectively with staff and "significant 
others" 

Computer-Based Materials 

Financial planning
 
Basc financial management and accounting

Basic program planning and budgeting
 
Decision making tools
 
Organizational design
 



Communications skill
 
Budget analysis


Feasibility and organizational analysis of 
proposed activities 

"How to" Manuals and Workbooks 

Financial planning 
Introduction to feasibility studies
 

Basic financial management and accounting

Program planning and budgeting

Organizational design
 
Communications
 
Budget analysis
 
Fundraising 

Ct ' 



Table V1-2 

Technical Capacity Building 

Diagnosis 

Many resource institutions suffer from a lack of attention to 
appropriate
accounting practices that would permit

b.dgeting and medium/long-term financial 
effective 
planning. 

short-term 

Prescription 

Cases 

To increase understanding of the ways accounting practices 
can aid 

and strengthen managerial decision making and planning 

Computer-Based Materials 

Accounting fundamentals 
Cost analysis 
Cost reporting 
Budget control 
Program analysis and budgeting 

Cash management 
Inventory control 

Model budgets 

"How to" Manuals and Workbooks 

Accounting fundamentals 
Cost analysis 
Cost reporting 
Budget control 
Program analysis and oudgeting 

Cash management 
Inventory control 

Model budgets 

Audio and Visual Materials 

Issues in financial planning 



Issues in accounting and budgeting
Issues in cash management and budget control 



Table VI-3 

Administrative Capacity Building 

Diagnosis 

Many iesource 
organizational 
hiring, 
training, and 

institutions suffer from failures in 
management, particularly as these 

motivating staff and coordination. 

per
are 

sonnel 
relevant 

and 
to 

Prescription 

Cases 

To improve decision making skills in identifying hiring and 
training needs 

To increase understanding of the impact of incentive systems 
of 

employee performance 

To increase understanding of appropriate organizational 
forms for 

effective and efficient operation 

To increase awareness of communication skills and 
interpersonal 

relations 

Computer-Based Materials 

Personnel planning 
Personnel record systems 
Performance monitoring and supervision 
Training needs diagnostics 
Specific skill training 

Incentive systems 
Organizational systems 

"How to" Manuals and Workbooks 



Problem diagnosis 
Personnel planning 
Personnel record systems
Performance monitoring and supervision 

Training aids 
Organizational systems
Communications systems 

Audio and Visual Materials 
Communications skills 

Supervision 
Interpersonal relations 
Staff problem identification and responses 



Table VI-4 

Communication Capacity Building 

Diagnosis 

Many resource institutions suffer from poor information 
management that inhibits their capacity to learn from their own 
experience, utilize the 
experiences of others, and deal effectively with donors and
 

governments.
 

Prescription 

Cases 

To increase understanding of the world of the small 
entrepreneurs

and the importance of economic and policy environments for 
their 

activities 

To increase ability to assess program experience and apply

lessons
 

for improved performance
 

To understand how the experience of others can be applied to 
the 

organization and its programs 

To increase capacity to share experiences and communicate 
with 

"significant others" 

Computer-Based Materials 

Program monitoring
 
Program evaluation
 
"How to" introductions to 
 existing networking technologies

Communications systems 



"How to" Manuals and Workbooks 

Communication 
Problem diagnosis 
Training aids 
Supervision and communication 
Fundraising 
Catalogues of resource institutions 

Program monitoring 
Program evaluation 

Audio and Visual Materials 

Communications skills
 
interpersonal relations
 

Supervision
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