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EXECUT;VE SUMMARY
 

A. Employment and the Informal Sector In the Crisis 

The informal sector employs approximately 900,000 persons, a total of 41 percent of Metropolitan Lima's
labor force, the major urban center of the country. This figure does not include domestic labor which 
employs 105,000 persons. 

Informal employment is nearly equal to that of the private formal sector which employs more than 920.000 
persons. By adding public administration employees (250,000) to this figure, it may be conciuded that the
labor force of Metropolitan Lirna is practically divided into two, one half "modern," the other, informal.
AlthoLjh there is not up-to-date information from interior cities (a survey is presently being conducted), itis evident that, in no case, is tile share of the informal sector less than that indicated for Lima. 

"aomen crnnstitute 44.5 percent of informal workers. They represent nearly or~e-fifth (18.2 percent) of the
:otal Economically Active Population (EAP) -- of both sexes -- of Lima. In thr' private formal sector theproportion of women is only 27.8 percent and in the public sector 39 percent, which means that ciose to
one-half of the female EAP has an informal occupation, and, if domestic labor is added, the figure reaches 
58.5 percent. 

During the period of 1987-1989, informal employment grew at an annual rate of 4.1 percent, significantly
above the average growth rate of total employment (2.6 percent) and, of course, of "modern" activities (1.5
percent) 

Open unemployment has remained within moderate levels,despite the intensity of the economic crisis, due 
to tile expansion of informal employment. The open unemployment rate in 1989 was 7.9 percent. Theimmense poverty stricken sector can not afford to remain jobless: therefore, when the market is incapable
of offering adequate solutions, they are compelled to create jobs by themselves. 

Employment growth in the informal sector was parallel to its strong shift towards services. Between 1987
and 1989, employment in informal microindustries dropped from 16.3 percent to 13.1 percent, while retailtrade (mostly street vendors) increased from 55.3 percent to 61.2 percent. The majority of female informal 
workers are, in fact, street vendors. 

This increase in services has been concomitant with a marked destructuring of the sector. This is suggested
by the reduction of the proportion of employers (which dropped from 9.8 percent to 5.9 percent) as well asthat of wage earners of such microenterprises (which fell from 17.1 percent to 13.6 percent). On the 
contrary, self-employed workers increased from 58 percent to 67 percent of the total. The change in theserelative proportions of occupational categories is, almost certainly, the result of a significant shutdown of
microenterprises in the medium and high strata of the sector, and to a regression towards more primitive
types of entrepreneurial organization. Open unemployment can be avoided by widening the survival scope
of the economy. 

With regard to the above variables, and indeed as an expression of them, the main adjustment variable has
been income. Between 1987 and 1989, the average income of the informal sector, adjusted by inflation at
January 1990 prices dwindled from 3,127,000 Intis to barely 1,240,000 Intis. This is a two-year decline of 
60 percent. 

The income of an informal wage earner currently covers 27 percent of the basic basket of a household. In
the case of employers (microentrepreneurs), it covers 54 percent, while for self-employed workers it covers
30 percent. Survival strategies repeatedly resort to solidarity networks, particularly soup kitchens, and also 
are evident in the increase in labor supply. This is seen in the growth of double employment --which covers13 percent of the EAP -- but specially in the significant increase registered in female activity rates, which 
grew by 10 percent as compared to 1984 levels. 
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This dramatic fall in income levels is not limited to the informal sector. In relative terms it has, indeed, been 
more pronounced in the public sector, arid is equally intense for formal private sector workers. Between 
1987 and 1989, underemployment per income in Metropolitan Lima soared from 34.1 percent to 81.2 
percent. At present, barely 18.8 percent - that is less than one out of each five occupied workers -- has an 
adequate job from !he viewpoint of income. In the public sector, the increase of underemployment was 
fourfold, while in the formal private sector it was two arid e. half. Extreme poverty is no longer the sole 
domain of the informal worker in Peru. 

B. 	 From Survival Strategies to Productive Employment: the Feuibility of a Microenterprise 
Development Program 

Within this sitlation of stressful social conditions, it is surprising that violence has not become even more 
widespread. To a great degree, this is the consequence of the role played by the informal sector. By 
providing a job shelter for nearly half of the labor force, it has impeded an explosive -- and intolerable -
growth of unemployment. This is no novelty to Peruvian society, which has been familiar with the informal 
phenomenon for some time. However, it must be acknowledged that the flexibility it offers the market -- and 
therefore the possibility of organizing the subsistence of large sectors of the population -- has been clearly 
tested during the last period. The informal sector is the unemployment insurance for the poor, and is also 
the political safeguard for democracy in Peru. 

Notwithstanding, for the majority of informals, the "premiums" they must pay for this insurance are chronic 
poverty stricken conditions. Microenterprise launches and development are founded on such conditions. 
On the one hand, they are established from the outset, and coitinue to struggle, with a lack of capital, which 
for a market economy constitutes the most critical factor. And, on the other hand, not only are 
rnicroenterprises established without State support, but they perform within a totally hostile legal framework 
and shackl~ni administrative regulations. 

Obviously, these shortcomings generate a lower productivity of labor. Depending upon which sub-sector 
it can be five to ten times lower than in the modern sector. In order to compete with enterprises whose 
resources (measured through capital invested per worker) exceed ten times the average, microenterprises 
have no other possibility than to lower the price of their abundant factor -- labor. This generates 
underemployment that currently affects a major portion of those occupied in this sector. In addition, and 
also due to the lack of capital and other difficuldies, microenterprise penetration into the goods markets is 
marginal, and, at least for a long period, precarious. The prices they may obtain in exchange for their goods 
and services are rigidly determined parameters to which they have to adjust their economic behavior. 

These situational and structural factors dictate that, for the majority, the informal economy is limited to 
survival activity. Available information reveals that in the situation prior to the crisis, 55 percent of the 
microenterprises of Metropolitan Lima gradually became de-capitalized. An additional 16 percent of these 
had the same capital as when they were initially established. These figures do not include r,.;croenterprises 
which were forced to shut down because they were unable to compete, which most probably exceed all 
others in numbers. 

Notwithstanding the above, a larger than expected portion of the microenterprise universe does, indeed, 
overcome the adverse conditions of its origins, establishing and developing itself within the market. The 
available information further shows that, during the first half of the decade of the 1980s, over one-fourth of 
microenterprises in Lima (28 percent) had an interesting, and sometimes very intense, level of accumulation. 
In nearly one-fifth of the cases (17.9 percent) these microenterprises had achieved a rate of capitalization 
of 20 percent per annum, a rate hardly reached by the modern sector. It is probable that this "in transit" 
segment (i.e., microenterprises who are in the process of shifting from one sector to another but still need 
to be strengthened), are those who have suffered most from the crisis. The destructurization suggested by 
the reduction of the categories of employers and wage earners seems to firmly support this hypothesis. 

Case studies have indicated that, practically in all cases, su cess is finally achieved when the 
microentrepreneur and his family have undergone extreme sacrifice. This is so, because due to a lack of 
capital, accumulation can not be financed through the exploitation of profit, as is normal in a modern 
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enterprise. It must be financed through savings acquired from wages and salaries -- at least until a minimumturnover is reached. The consumption of the microentrepreneur and that of his dependents is thereforereduced to the bare minimum, i.e., io survival levels, over a prolongedi period. Informals who strive to escape
from poverty must inevitably pass crossroads full of hardship. 

However, there are not many available choices to generate jobs and income in the Peruvian economy. The.amount of surplus labor is such that, despite a rapid growth of the modern sector, it is unable to absorb thissurplus for one, or perhaps two, generations. As an ex:ample, assuming a job-product elasticity of 0.6percent (a level substantially higher than usual) and an urban labor supply growing at an average rate of 3.2percent per annum (which is below the historic mean) the modern sector would have to expand its levelof activity by 7.3 percent per annum over a 50 year period to absorb the labor surplus which isunemployed or in self-employed informal occupations, in addition to the new generation of wage earnersinto the market. Should this constitute the proposed objectives for the next 25 years, the modern sectoroutput must grow at an annual average rate of 8.8 percent. This is obviously completely out of reach of the
Peru,,ian economy at present and for the foreseeable future. 

This suggests the r;eeo ior an alternative strategy in favor of job generation. The discussion concerning theinformal solution and particularly, the verification of a segment with a growth potential, suggests that thereisdefinitely a path to be followed. Within the predictable macroeconomic framework, jobs. income, workingconditions, and the well being of large population strata will continue to be linked to the informal sector.However, in order to improve these conditions -- and this is the nucleus of the alternative strategy -- themicroenterprise must transform its survival strategy into a socially acceptable option which from a distributiveviewpoint, is financially and economically feasible. The imagination and talent of informals to generate jobsin their fight against unemployment are not only a market response to urgent social needs but, once thissector is organized, "-,ybecome a progressive social force playing a key role in Peruvian society for the
mobilization of human and matprial resources. 

The following are among the most outstanding reasons to support the informal sector: 

As has been mentioned previously, microenterprises are crucial to maintain the occupation 
level, even under the assumption of a significant reactivation of the modern sector. 
The fact that a microenterprise segment can maintain itself within the market despite the numerous disadvantages it must confront, is proof enough that there are certain
technological combinations which require much less capital per job and unit of product
than is common!y required by the modern sector. Although this may imply a lower labor
productivity and therefore lower wages as well, the marginal productivity of capital and thus,
the efficiency of investment, is notoriously higher than in the modern sector. 

To a degree yet to be determined, but undoubtedly significant, and, according to growing
evidence, part or the informal sector is functionally linked to the modern sector.Microenterprises not only furnish household consumer goods, but also provide services andinputs to larger sized firms of a greater technological complexity. The flexibility they offerin wages and employment is the comparative advantage which favors this relationship. 

Besides saving capital, in a situation of an extreme shortage of foreign currency, such as
the case of Peru, microenterprises have the advantage of using less imported ingredients
than the average of the productive system. 

Part of this strata can accumulate capital, and therefore it is not a mere shelter seeking
sector of those unemployed. From an economic and financial viewpoint, assuming thatmicroenterprises have access to adequdte channels, they can borrow money and repay
these capital resources under regular market conditions. 

And, last but not least, from the viewpoini of equity distribution and the preservation of
democracy, microenterprises comprise an extremely important target sector. It must be 
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born in mind that the microenterprise sector not only occupies approximately half of the 
urban labor force, but on a qualitative basis, it concentrates on the majority of urban poor.
In a country besieged by terrorism where poverty, even extreme poverty, is daily routine,
the sociopolitical significance of the informal sector as a social stabilizer is obvious. 

Despite this importance and potential, structural and market behavior restrictions constrain the strengthening 
and development of microenterprise. On the contrary, market segmentation, worsened and often induced 
by bureaucratic regulations, tends to widen the gap separating the microenterp,.ise from the modern sector. 
Even in the most successful cases, i.e., those with a more intense rate of capital accumulation, their reduced 
scale of business limits the expected profit margin to levels which are insufficient to finance a qualitative
transformation of their methods of production. From the technological viewpoint, this is related to the 
ir;terruption of the production function which demands a scale whose threshold, which is that of the modern 
sector, is significantly higher than the ceiling reached by the majority of microenterprises. 

Thus, to reverse this state of affairs and to essentially remove the obstacles sprouting from such 
segmentation, there is a need to implement a set of ad hoc instruments synthesized in a Microenterprise
Development Program which, by leveling opportunities and backed by complementary technical support
mechanisms will help to make the sector's potential flourish. 

The following is needed to achieve this objective: 

N 	 To gradually reduce the differentials of productivity with the modern sector, by shifting to 
a normal standard of capitai accumulation based on profit reinvestment and not on the 
contraction of personal consumption: 

a 	 To make available capital resources, complementary to the level of business turnover, to 
finance the productive transformation and to increase productivity; 

a 	 To strengthen microenterprise insertion into goods markets and, whenever possible, to 
protect them from the oligopolies: and 

, 	 To secure updated organization and management models. 

It is important to indicate however, that it is a mirage, and even more, a mistake, to consider the possibility 
of a sustained microenterprise development independent from the modern sector. This is so because, 
although the latter may absorb relatively little labor, it does generate the bulk of the product. It is those 
occupied in this sector who retain the purchasing capacity, and if this does not increase, the demand 
derived to the informal sector will not grow. In other words, in the same manner in which the urban 
informality is a rgsult of modern firms' incapacity to absorb the growth of labor supply, its existence -- and 
of course, its eventual development -- depends upon the amount of the demand generated by these modern 
firms attracted by the microenterprises. 

C. 	 Major Components of the Microenterprise Development Program (the Obstacles to Be 
Overcome and Possible Instruments) 

A program aimed at removing the internal and external obstacles affecting the performance of 
microenterprises, requires a microeconomic feasibility study and a comprehensive macroeconomic 
understanding as well. Furthermore, activities which may respond favorably to promotional efforts must be 
pinpointed. For this purpose, the current situation of production and market structures, legal norms and 
administrative regulations in addition to the foreseeable evolution of these conditions throughout the time 
table of the Program must be analyzed. 

Within the framework of the proposed objectives, the following criteria must be born in mind to identify the 
most suitable activities to be promoted: 

The effective existence of alternative technological combinations. Since we are dealing with 
modern sector competition, there is a need to prove that within the target branch under 
study, there are economic units which, within a certain degree of quality, produce similar 
goods and services with different, i.e., lower, levels of capital per worker; 
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The technical threshold of the capital/labor ratio subordinate to the investment coefficient 
per job proposed to achieve a determined productivity and income target; 

The effective possibility of disaggregating the modern technological package, to enable aprogressive increase of the endowment of capital per worker, without substantially
weakening the absorptive capacity of labor; 

A non-saturatea nicroenterprise presence, or equally, with adequate room for a sustainedgrowth of the activities of the microenterprises. This will avoid the redistribution In favor ofthose benefited at the expense of those who do not participate in the Program. To maintain 
a sustained growth. the activity must be generated within the expansion of total demand; 
and 

* Take over by the modern sector of the relatively stabilized microenterprise sector. 

Microenterprise entrepreneurial feasibility depends upon the conjunction of the exogenous macroeconomic
conditions, and its technical-productive and financial characteristics. Within this framework restrictions arise,such as the structural obstacles impeding microeconomic consolidation and growth, which this Program 
proposes to salvage. 

These restrictions are of two types: externai and internal. External restrictions include on the one hand, alack of access to capital resources while on the other, a marginal penetration in the goods markets. Internalrestrictions involve the weakness of the productive models -- in their technological aspects and in the manner of organizing the production -- as well as the management model. 

The lack of capital, as has been mentioned, is the most critical characteristic of the launching of an informal
economic unit. This lack obliges the micro-entrepreneur to seek technical combinations which demand verylitt!e capital. This is precisely one of the major features of the informal microenterprise and is also its socialefficiency, since these combinations are adjusted to the macroeconomic endowment of resources. However,these are precisely the roots of the private weakness of microenterprises; lack of capital limits laborproductivity and thus their capacity to expand. The lack of capital is obviously explained by reason of the 
social origin of the microentrepreneur, who, in the majoritymicroenterprise not of cases, is poor. He establishes aas a means of making profit, but to avoid unemployment. 

A lack of one's own resources can not be supplemented by credit. The reasons inhibiting the access of
microentrepreneurs into the financial market are varied: 

Collateral to back up patrimonial guarantees, which they usually can not provide. Obviously,
this is directly related to their state of poverty and social origin. From the financial entities
viewpoint, this implies a risk that is difficult to overcome. 

Operative modalities of the financial system- processing methods and portfolio administrationprocedures- which overlook the particular conditions ard scale of the microenterprise. Since
these were established for "formal" businesses of a certain size, whenever these methods 
are applied for loans below the customa-,/ threshold of the system, they generate highadministrative costs which, in the best of cases, require a significant portion of the spread
or, more frequently, provoke losses for the financial intermediary. 

The precarious nature of the management model of microenterprises affects their
possibilities of access into the financial market. From the viewpoint of the customaryrequirements, this situation can be traced back to aspects as elementary as a lack ofaccounting, statements of account. etc., let alone the absence of a legal incorporation. 

The combination of the above mentioned reasons, dictates that, practically without exception, themicroenterprise must limit its capital resources to those it can generate internally. Besides requiring a 
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sub-remuneration of labor at survival levels, whenever these conditions are present, the technical threshold 
of modern production levels cannot be achieved. 

The only "external" financial channel which microenterprises may resort to is the non-institutional market. It 
provides working capital for a very short term and at extremely high interest rates. This "informal" credit 
network takes the risks which private legal banking is unwilling to assume. However, because the interest 
rate is high (which partly explains the risk premium), microentrepreneurs resort to lenders only to maintain 
a minimum level of turnover, but avoid becoming indebted in greater amounts to increase their productive
capacity. Despite their wiilingness -- or reluctance -- Lo do so, the latter would not be a feasible option.
In effect, in add;tior to larger amounts, it would require longer payment terms, which the lenders, whose 
business is precisely a quick turnover of their capital, are not willing to accept. As a result,
rnicroentrepreneurs are unable expand their business. However, even if there were opportunities, the 
microentrepreneurs would not invest under such financial conditions, since the high rate demanded by
lenders would absorb their profit margins, thus restricting their consumption once again to survival levels. 

The second large external restriction hampering microenterprise performance is their marginal penetration
into the markets in which they place their products or offer services. Since this restriction is inherent to the 
long-term performance uf heterogeneous economies, it isperhaps the most difficult one to remove. It 
establishes a clear limitation on microenterprise growth, and even survival, possibilities. Whenever 
microenterprises restrict their penetration to partial markets, which are generally of a low purchasing power, 
or to competitive "nests" of imperfect markets, they survive if the minimum size or conditions of stability are 
unattractive to modern firms. Obviously, in view of their extremely reduced productive scale and turnover,
microenterprises have no possibility wf atsoever of influencing the market. In any case, and except where 
microenterprises address a differenti; -umarginal segment, their competitive capacity depends upon their 
ability to adjust themselves to the price exogenously determined by formal firms of a higher productivity and 
financial capacity. To overcome this restriction, while strengthening microenterprise productive capacity,
there is a neod to increase their bargaining capacity with the modern sector on the basis of a more organic 
and stable articulation of their respective businesses. 

External restrictions correspond to, and usually are the expression of, internal flaws of the informal firm. 
Microenterprises not only endure backward productive conditions, but also outdated organization models. 
This is due to structural reasons and, particularly, to microentrepreneurs' lack of management skills. Due 
to their background, the majority are former workers who have had to makeshift their entrepreneurial
know-how, since they could not enter into the modern wage earner sector. They, therefore, are under 
qualified as man,.gers. Although market penetration is in itself a "school of learning" for the 
microentrepreneur, .! is limited and costly. It is limited because this school does not provide an orderly set 
of knowledge and management tools, and costly because learning is the result of trial and error. 

The lack of management skills is closely related to the informal organizational model. This is characterized 
by a lack of role differentiation and, as a result, an insufficient division of labor. Although some 
microenterprises actually do transit towards a more modern organization model, it is an extremely difficult 
process, which unfortunately requires a passage through steps which have already been discarded by the 
current economic system, and are considered a hindrance from the past. 

It may be deduced, therefore, that a proposal to remove restrictions hampering the consolidation and 
development of microenterprises must entail a comprehensive approach. This is so because the overall 
problem of the microenterprise is the result of a simultaneous and reciprocal action of a variety of factors 
involving macro and microeconomic elements. These factors go beyond strictly technical levels, and overlap
into the social psychology of the organizations. In order to achieve the proposed objectives, the following 
areas should be taken into account: 

Conditions of access to credit; 

Conditions of access to goods markets; 

* Technical conditions of production; 
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Management skills; 

Business organization; and 

Legal and administrative order. 

1. 	 Access to Credit 

As has 	been indicated previously, to facilitate access to credit, there is a need to solve the problem of
collateral as well as credit management and administration costs. In other words, it appears necessary to 
create conditions such that, from the financial system viewpoint, the provision of credit to
microentrepreneurs becomes a profit-making operation within reasonable risk margins. 

It should be stressed that the rate of interest need not be subsidized. Insofar as it does not exceed the rate
of capital return, it may -- and even more so, must -- achieve a real positive level in keeping with market
conditions. The excessive rates which, due a lack of to formal financialto access 	 markets,
microentrepreneurs pay to informal lenders to cover their working capital needs, indicate that the internal 
rate of return of the credit receiving microenterprises is sufficient to enable a prompt and timely repayment
of the loan, whil, still generating an income not below the minimum threshold of survival. 

There are several instruments for removing the barriers impeding microenterprise access to the formal
financial system. That most developed -- although not necessarily the most widespread in Peru -- which is
utilized 	to supplement the lack of collateral, is the Guarantee Fund in charge of specialized entities. The 
greatest advantage of this mechanism is that, since there are few cases demanding that endorsements be 
honored, (default and bad debts are significantly lower than in the formal sector), it is possible to commit 
a guarantee several times hinher than the Fund's resources. Some past experiences indicate that theleverage is five or over. The malur intrinsic problem of this modality is the "graduation" of the u-ers, which 
obviously is linked to microenterprise capitalizat~on. In order to solve this problem, a compulsory savings
clause may be included in the endorsement contract, usually in thp forn of a proportion of the credit to be
maintained in the financial institutions throughout the repaymfli term of the loan. Once a certain level of
savings has been reached, the accumulated funds are used as collateral, allowing the financing entity to loan
directly to microentrepreneurs under conditions similar to those ot the savings and credit system (i.e., up
to five times of the accumulated savings value). 

An interesting variation is that of the sell-managed jarantee Funds of microenterprise guild organizations.
This modality presents several advantages: 

E 	 Since the organization undertakes its own management responsibilities, this enables the 
members of the Fund to be the propellers of their own development; 

0 	 It strengthens institutional and organizational development of microentrepreneurs, and thus 
of social bonds; 

W 	 It disseminates access to property, since instead of making individual savings deposits,
capital allocations are made by purchasing Fund shares; and 

E 	 It makes dealings with the financial system feasible, since the organization itself, through
the Guarantee Fund, requests a global credl! comparable to a "formal" amount, to be 
thereafter distributed among its members. 

Notwithstanding, the favorable perspectives of this variation, its implementation, although growing, is still
limited. The more extended modality up to present is the common cause groups (solidarity groups),
constituted by microentrepreneurs who mutually endorse each other. The underlying idea is that the
financial future of each depends upon the fulfillment of the commitments assumed by the group as a whole.
The main responsibility lies on the microentrepreneurs themselves and, from a methodological viewpoint, 
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this is highly educational. However, the limitation of this method is that this instrument is only able to 
provide small amounts of credit aimed at improving the workng capital within the pre-existing technological 
and organization framework. In view of the amount of credit that should be required for fixed capital 
investments needed, it is difficult for the mutual endorsement to be considered as a sufficient guarantee from 
the financial intermediaries viewpoint. From the standpoint of those who should honor others, a mechanism 
with larger guarantees would no longer maintain its attraction. 

Lastly, mention should be made of the popular mortgage proposal developed by the Institute for Liberty and 
Democracy (ILD). The possibility of establishing a mortgage on real estate possessed by 
microentrepreneurs is actually the main by-product of the Real Estate Registry launched through an 
ILD-Government agreement. To make this method more trustworthy to the banking system, an insurance 
company would enoorse the loan, and in exchange would charge a premium to the credit petitioner. In 
order to avoid time-consuming legalities, the lender should grant a power of attorney to a third party 
representative of the financial entity to facilitate the sale of the real estate offered as collateral, as an 
expedited means of disposing of it in case of default. 

Unlike the case of solidarity groups, popular mortgages could be used as a medium and long term 
instrument to finance investment of significant amounts. Due to the high risks involved for the borrower, the 
potential of this mechanism to guarantee smaller amounts of credit, either for working capital or for small 
scale investment, is more doubtful. 

Regardless of the previously mentioned alternative, guarantees do not solve completely the problem of 
access to credit. Equally important are the costs for the financial entities to maintain rnicroenterprise client 
portfolios. Since these costs are above the average, the splitting of the credit operations into tiny separate 
fractions, makes this method unattractive to banks. It makes profitability lower than that obtained through 
customary operations on larger scale loans to more important firms. 

To overcome this obstacle, adequate mechanisms and methods should be implemented to improve the 
access of microentrepreneurs into the finance system. Furthermore, follow-up methods of client portfolio 
administration adjusted to the scale and characteristics of microenterprises must be also developed. 

In relation to the first requirement, there is a need to establish a mechanism that while enabling projects to 
be selected promptly and with a low budget, makes it possible, however, to preserve efficiency. For the 
second requirement, the microenterprise portfolio must be separated from all other banking operations by 
applying an ad hoc procedure similar to that used for the administration of numerous small consumption 
credits. Modern technology and software specially designed for the economic-financial diagnosis of petitioner 
firms at a unit cos; not exceeding US$ 20, as well as low operating cost of computerized packages for the 
follow up of credits to microenterprises, disbursements, and the collection of funds, interests, bad debts, 
defaults, etc. are now available in the market. 

2. Training and Technical Advice 

Access to credit must be complemented by an increase of microentrepreneurial administrative, technological 
and administrative skills. Otherwise. the risk of an inadequate use of the capital resources, that would 
eventually threaten the efficiency of the program. would be very high. To improve such skills three types 
of actions are required: 

The first involving the delivery of credit to a petitioner, requires adequate information 
concerning credit requests betore financial entities; 

The second, related to labor productivity, involves improved technology and production 
methods; and* 

The third, concerning management know-how of the technical-productive unit, ficuses on 
administrative skills. 
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There are two problems to be solved. One is that of the contents of advice covering both the technicaldesign and its adjustment to the specific features of the microenterprise and the microentrepreneur. Theother, the manner of transference, must overcome the conflict between abstract training outside of the
economic productive context and extremely costly individual consultancy. 

The establishment of model microenterprises may be a possible solution to these problems. These modelmicroenterprises would be training and transference centers which, while creating employment, might alsobe used as technological laboratories adapted to the sectoi's scale, capital density and manner oforganization. While seeking access to credit, they might also help the microentrepreneur to identify histechnological needs, thereby constituting essential elementan to prepare an investment plan. In thismanner, not only might technological improvement and adequacy be integrated into a microentrepreneurial
framework, but administrative and management advice and training as well. 

3. Marketing 

As has been pointed out, upgraded technical or production conditions, as well as an improved
microentrepreneur profile, are not enough to achieve program objectives. Microenterprise developmentneeds to transform the quality of its itspenetration into the goods market, stabilizing and articulating
activities with the modern sector. In this sense, a series of actions should be considered, including the 
following: 

The establishment of a sub-contracting exchange to provide information on the services and
inputs demanded by medium and large sized firms as well as advice on legal aspects
concerning the bargaining process. This sub-contracting exchange should gradually evolvetowards a business exchange which would actively promote the development of links
between the microenterprise and modern sectors. 

The establishment of agreement mechanisms for institutional purchasing purposes, both 
public and private. The former would channel the public sector's purchases of goods and
services (e.g., provision of uniforms, furniture, cleaning services, catering, etc.) towards the
microenterprise sector. For private purchasing institutions, agreements could be made tosupply organized community groups such as, parents associations for school supplies, etc. 

The establishment of microenterprise consortiums, to jointly market their goods. This would
make it possible to reduce marketing costs, to improve the market penetration and to
strengthen the bargaining power of the participating enterprises. 

The establishment of trading firms to export microenterprise products. There are certain 
activities where microenterprise production would have comparative advantages.
Unfortunately, microentrepreneurs cannot take advantage of such opportunities because
they lack the adequate marketing instruments. Microenterprise access to the international
market is extremely difficult, if not impossible on individual basis. It requires specialized
trading companies. However, marketing in itself is not the only problem. Others such as,production standardization, adaptation to consumer tastes, quality control and timely
deliveries must also be solved. To this end a comprehensive project in which the issue ofmarketing would be dealt with extensively is needed to promote the export of 
microenterprise products 

The establishment of Microenterprise Fairs. Besides fostering traditional fairs, special fairs 
for wholesale manufacturers and .buyers -ould be held to enlarge the market and improve
integration with the modern sector. Combined with the previously mentioned business
exchange, these fairs may become an important instrument for microenterprise development. 
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4. The Rule-Making System and Administrative Regulations 

Aside from barriers impeding access to credit, technology and complementary resources, other obstacles 
also restrict microenterprise performance. They come about as a consequence of normative actions, such 
as those of the Judiciary, or particularly, those which derive from the regulatory power of the State. A 
program to promote microenterprise development must pay special attention to these aspects. For this • 
purpose the efforts already underway should be supported, particularly, administrative simplification.
However, other specific actions should also be taken. Among them, perhaps the most important is the 
preparation of a Microenterprise Law similar to that in force in Brazil. This would reduce the administrative 
red tape for microenterprise registration and operation and would grant certain tax and social security 
benefits. Moreover, similar to the Real Estate Registry, and taking advantage of this experience, a 
Mlcroenterprise Registry could be prepared with the participation of microenterprise associations. 

C. The Institutional Framework and Possible Impact of the Program 

A background review of Peru's promotional experiences clearly demonstrates that there are favorable 
conditions for a large F 3le program. in the first place, several operating agents are currently executing
their projects. Secondly, a significant number of trained technical and specialized human resources have 
been accumulated through years of field experience. Thirdly, although the majority is still doubtful, several 
financial intermediaries have been already exposed to a microenterprise portfolio. Fourth, the market 
currently offers methodologies and technical instruments which may significantly lower the cost of dealing
with microenterprises. And finally, at present we are witnessing a significant process of the ( eation of 
microenterprise guilds and associations. They are an extremely important factor that should not be 
overlooked. On the contrary, these associations facilitate a reduction of costs and improve efficiency. A 
program seeking an appreciable impact should strive to unite these efforts, many of which are isolated, to 
promote microenterprise specialization and to fundamentally strengthen their technical foundations. 

The ui)iiy of actions and excellency of the operators, are in themselves the main conditions for the 
successful outcome of the program. Therefore, to attain a level of excellence they snould receive adequate
technical assistance. Such assistance shoild be extended throughout the entire program, and it should be 
particularly intense during the initial stages of the Program. 

To ensure its effectiveness, this assistance should not be divided into small separate fractions of support to 
each operator. Rather, it should be concentrated in one main service and training center This center,
should assist the participating institutions with the preparation of the project profiles, training of management
and technical staff, dissemination of efficient operating methods, unification of norms and procedures and 
the evaluation of the impact of such actions. 

The beneficiaries of this assistance should be all the executive agents who are involved in the program.. This 
means that the training and service center should not only be directed to the NGOs specialized in promotion
and technical assistance, but to the financial intermediaries, "formal" enterprise guilds and microenterprise 
associations as well. 

The program should be executed through an ad hoc administration and supervision unit whose main 

functions would be: 

N To administer the resources on a "wholesale" basis; 

N To approve project promotioal profiles presented by institution
financial entities and enterprise uiganizations; 

al consortiums of NGOs, 

0 To allocate the resources required for the project; 

N To follow up the projects and the general program progress: and 

N To make recommendations on the use of technical cooperation resources. 
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As another axis of the program, a comiplementary Inter-Institutional Training and Service Center should beestablished. As it has been indicated, the Center would unite the participating institutions, reinforce the links among them and, most important, strengthen their technical and administrative capacity for the execution
of the program. Therefore its main objectives should be: 

To develop a capacity to prepare project promotional profiles 
consortiums of operating entities; 

to be submitted by the 

0 To define and develop the operative and methz-iological criteria concerning the
dissemination, identification, selection, diagnosis, trairng, advice, preparation and follow 
up of the microenterprise investment projects; 

0 To contribute to the formation and improvement of the human resources of the participating
institutions, according to the job description and responsibilities of each post: 

0 To develop a financial information system, as well as a system to monitor the economic and 
social impact of the program; and 

M To develop a system for an institutional evaluation and a cost/benefit analysis of the 
participating 3ntities' actions, for future adjustment and enhanced efficiency. 

The possible impact of the program depends, ceteris paribus, upon the volume of resources committed.For example, USS 10,000,000. may create 28,500 jobs within a ten year period. These jobs could secure anincome of approximately USS 200 per month, equivalent to 70 percent of the costs of a basic family basket.
For this purpose, USS 2,000 should be invested per job. This exercise assumes a five year credit term, one year of grace and a real positive rate of interest (measured in US Dollars) of 8 percent per annum.. The US$10,000,000 would be disbursed in three years (US$ 2 million during the first year, US$ 5 million during the
second year and US$ 3 million during the third). Re-lending of the funds collected from the borrowers would
be the financing mechanism of the program. Thereafter, the amount of credit granted to microenterprises 
over a ten year period would be US$ 57 million. 

The jobs which could be generated with this amount of resources, are equivalent slightly more than 10percent of those currently employed in microenterprises which apparently hold a growth potential. Asindicated in the first section, this segment provides employment to nearly 30 percent of the informal labor
force. A possible variant would be to enlarge the universe of beneficiaries so that it could include smallenterprises which employ between five and ten persons. Throughout the entire economic structure, theyemploy approximately 160,000 persons. This would increase the universe of potential beneficiaries in the
metropolitan region alone to some 400,010 workers. 

xvii 



PART ONE 

INFORMALITY AND MICROENTERPRISES IN PERU: 
ELEMENTS FOR A DIAGNOSIS 



CHAPTER I
 

THE ROLE OF MICROENTERPRISES IN THE PERUVIAN ECONOMY:
 
AN OVERVIEW
 

The overall crisis which Peru has been facing over the last decade, and particularly during the last two years,
has impacted heavily on the entire scope of economic and social activities in the country. Within this 
context, labor occupation was directly affected by the structural unbalance arising from the crisis which 
worsened an already bad situation. 

This document focuses on the urban informal sector (UIS) and its basic elements, that is, microenterprises.
Informality is impolant not only for its role during such a period of crisis, but also for its influence on the 
design of long-term policies. 

Chapter I summarizes the major viewpoints through which informality has been analyzed, stressing the labor
force surplus approach which explains best the dynamics of Peruvian economic and social phenomenons.
Studies carried out from this viewpoint have provided important elements for the understanding of both thelabor market and the microenterprise sector during periods of crisis and reactivation. 

The viewpoint and methodological criteria used herein have provided empiric information on the UIS.
Consequently, a diagnosis of the behavior, structure and composition of that sector is presented to secure a realistic image of its scope and trends. This diagnosis analyses the rationality of microenterprises and the
behavior of several of their variables (capital, sales, profit, market, etc.) to determine more specific elements 
for the design of UIS policies and programs. 

A. Theoretical Approaches to the Informal Sector 

The leading role of thp UIS in the generation of jobs and income is an undeniable fact. However,
discussions are underway the theoretical approaches tostill on explain the phenomenon and themethodologies applied to the population it encompasses. A concise synthesis of the various analytical
approaches, each leading to a different political proposal, are presented below. 

1. Structural Heterogeneity and Labor Surplus 

This concept is defined in relation to the capacity of the formal sector to absorb the labor supply. In
countries such as Peru, the mcJernization process has been associated with the adoption of intensive
technologies in capital which have resulted in the incapacity to absorb labor at a rate which matches the
increase in supply. The duration of this phenomenon causes a surplus of labor which, therefore, must 
generate self-employed jobs in order to survive. Self-employment becomes a productive unit when it further
absorbs family work and salaried work, in keeping with the organization of labor vis-a-vis the entire economic 
scope. 

The sector under study is, therefore, defined in accordance with three elements: 1) economic activities in
which labor productivity is reduced: 2) a high participation in the economically active population (EAP)
these types of activities: 3) the continuity and possible duration of both phenomenons over time. 

in 

Labor productivity, understood as the relationship between the product and/or the aggregate value which 
any activity generates and, the amount of labor needed to carry out production, depends on the productive
resources which the labor force has available to carry out production. These conditions are expressed in 
the amount of capital per worker. 

The urban informal sector co-exists with the formal sector, establishing inter-relationships which, in some 
cases, are closer than those developed within each individual sector. Economic activities involving major 



portions of informal productive units are manufacture, trade and services and probably even agriculture as 
well, although the latter has not yet been studied. 

The Structural Heterogeneity and Labor Surplus approach has been under development, based on empirical
methodologies, by Peruvian researchers' since 1982. Since around 1985, studies carried out on 
employment and the informal sector have enabled the design and execution of a series of programs for the 
UIS, as evaluated herein. 

2. The Subordinate Approach of the Informal Sector to the Capitalist Sector 

This "neo-marxist" approach affirms that the informal sector is made up of a series of productive units which 
are subordinated to capitalist development. 

The approach is viewed from the oerspective of poverty and considers the informal sector as a modality of 
underground salaried jobs and under-employment, the purpose of which is to reduce the costs inherent in 
the formal sector. 

Studies of the informal sector carried out by Alejandro Portes, Michael Piore and Carolina Mosser point out 
that the different sectors are actually a continuum based on the articulation of different productive forms 
(Cartaya 1987). This approach, however, has not yet been tested in promotion programs. 

3. Legal Approach 

From a liberal viewpoint, in the sense it is given in Latin America, the informal economy is understood 
fundamentally as the domain of non-declared or illegal activities as a consequence of excessive State 
intervention in the economy. 

According to this approach, which has been disseminated by Hernando de Soto through his book The Other 
Path, the infornial sector is a result of excessive governmental lawmaking for the labor market, through a 
policy of compulsive labor stability and regulation of salaries which restrict the free play of supply and
demand, thereby obliging entrepreneurs to evade controls by setting up their enterprises outside of the 
existing legal framework. 

This approach defines the main characteristic of the UIS as the evasion of the legal framework. From this
viewpoint, however, the technological heterogeneity of over supply of the work flow and/or inter-sectorial 
articulations are yet unexplained. The proposals based on the Legal Approach are linked to the flexibility
of the labor force and to a definite halt of State intervention in economic activities. 

4. Methodological Criteria 

Different approaches to informality have developed an operational criteria oriented towards maintaining its 
distinct features. Certain methodological concepts on employment and production perspectives are
presented below in the assurance that a clear explanation will foster an improved understanding of and a 
better judgement of the empiric results presented later in this report. 

The operational criteria of the theoretical approaches allow for a clearer explanation of the characteristics 
and dynamics of economic and social phenomenons, yet their articulation is not always easy. In the case 
of Peru, the most widely used tool for measurement is the "Mixed Survey." The first stage of the "Mixed 
Survey" consists of a compilation of information based on household surveys focusing on employment.
During the second stage, a specific survey is carried out on informals to pinpoint a set of micro-economic 
variables of the characteristics of each productive unit. Although this methodology is not free of problems,
such as the selection of a universal sample, the "Mixed Survey" does indeed provide the advantage of 

Studies carried out by the Ministry of Work and the Cente, for Studies on Development and 

Participation (CEDEP), 1982-1987 
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allowing for the construction of historic progression since household surveys conducted from 1970 onward 
have already revealed the variables in question. 

Through this methodology three variables are determined to define informality: occupation, activity and size
of the enterprise. The first two variables are the result 	of a selection made previously by means of thismethodology of the types of informal activities and occupations supposedly engaged in by the occupied
population. These two variables are checked in comparison to the third, that is the size of the enterprise,which is defined as having up to four workers in all fields, except in industry in which there is a nine worker
limit. The definition by size is based on the result of the distribution or types of activities in relation to thesize of the firm. Th. activity is the link with demand and the number of workers is, to a certain degree, a
concession to possible comparisons with other studies. 

In order to achieve properly the objective of separating the information on the "informal sector" from that ofthe "formal sector", a category for those employed in domestic services must be kept apart since, given its
particular characteristics (income composition, types of labor relationships, etc.), it easily distorts the 
analysis. 

Field work in Peru has generated an abundance of questions about the operative nature of the "MixedSurvey," and it cannot be denied that defining informality based on these three variable has inherentproblems. As for the methodology and theory, however, progress has indeed been made in upgrading
knowledge of occupational and microenterprise dynamics. This experience should be taken into account
during the development of similar endeavors, particularly in future comprehensive support programs for tne 
informal sector. 

B. Structure of the Informal Sector 

The informal sector is made up of small productive units which participate in the overall productive process
and carry out a series of 	heterogeneous activities which have distinct characteristics when compared toenterprises of the formal sector. The common primary features of informal enterprises are: 

a 	 An operational logic usually oriented towards survival of the worker and his/her family and 
not towards an accumulation of capital. However, a subset of microenterprises linked to
the productive sector do actually achieve accumulation, growth and development. 

A low capital-labor ratio due to the scarce and too often nil level of resources available to 
begin and develop operations. 

a Organization forms in which independent work modalities prevail
workshops with heavy participation of family member workers. 

as well as home 

0 Minimal division of labor. The owner usually participates in the productive process, a 
characteristic of informal productive units. 

W 	 Reduced scale. The size of intormal productive units (an average of less than five workers)
is related to the scale of production and the amount of capital. Both variables influence 
the number of workers required in productive processes. 

1. Size of the Sector 

Household surveys conducted in 1989 by the Ministry of Labor reveal that 900,000 people (41 percent of
the EAP of Metropolitan Lima) have some type of activity related to small units operating within the informal 
sector as their main source of income. These people are usually engaged in trade and services and, to alesser degree, in industrial activities. Common informal activities include sucti things as street vendors ofanticuchos (a local food) or car washers, data processing related activities like the street vending computerrepair shops and technical advisors, all of which can be found along the sidewalks in downtown Lima. Fortyfive percent of the population engaged in the informal sector are women; this means that 400,000 women 
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develop informal activities while the number of men is approximately 500,000. In the formal sector only 30 

percent of the EAP are women. (See Tables 1.1 and 1.2). 

2. Composition by Types of Activities 

Informal activity has been based on a wide range of different occupational strategies, much of which are not 
necessarily entrepreneurial, These activities have historically been a source of employment prevalent in the 
economic evolution of Feruvian society. However, the substantial amount of people becoming involved in 
this type of activity over the last few years is startling, having increased 8 percent over the last three years.
This is not only due to a lower growth rate for labor demand in the formal sector, but also due to the 
development of new forms of irticulatiori within the informal sector, primarily with microenterprises. 

Productive units responding to survival strategies are characterized by the precarious conditions under which 
they develop their activities. Enterprises appear and disappear overnight and, in some cases, even shift to 
different fields of activities, particularly those related to trade and services. Trade has the greatest number 
of informal workers (420,000), and if we add to this the EAP occupied in service activities (80,000), the nature 
of the informal economy becomes clear (See Table 1.4). 

There is a need to point out, therefore, that although certain productive units do actually integrate adequately
into the market, achieving acceptable levels of stability and profitability which allows them to grow and 
develop. An even greater number of productive informal units merely reproduce the levels of their poverty
and, in many cases, disappear. The composition of the types of activities engaged in by the informal sector 
reflects this situation. 

The majority of informals develop survival activities. The Polvos Azules and Polvos Rosados informal street 
vending shopping areas are not the typical examples of informal trade. For each worker who actually
achieves setting up a stall in this type of market there are quite probably 1,000 additional workers who, due 
to market restrictions, lack of capital, inadequate levels of training and experience, do not generate the 
sufficient means to satisfy their personal and/or family needs, despite the strenuous efforts, sacrifices and 
risks taken.' 

These types of activities - obviously not all of them, since informal trade and services are 
fundamental to the business circuit - are called occupational strategies; they lack the entrepreneurial 
content and must be subject to differential policies vis-a-vis the productive sector. 

The productive sector basically develops activities linked to consumer goods industries: garments, shoes, 
furniture, printing shops, and metal carpentry. In view of the greater stability which the firms of this sector 
have, their levels of investment per job (on average) and, their capacity to generate jobs, this might become 
an important instrument for economic and social growth. 

Informal industrial activity is concentrated in productive consumer goods industries and, to a lesser degree,
in intermediate industries and long-term consumption. This modality of insertion partly responds to the 
internal structure and composition of the enterprise as well as the size and type of market into which these 
activities are inserted. These factors in turn become barriers of entry to small producers of intermediate and 
capital goods, with the exception of certain industries which can develop their activities with an intensive use 
of labor force. Thus 78 percent of informal industrial production belongs to perishable consumer goods
industries, 17 percent to industries of intermediate goods and the remaining 5 percent to non-perishable 
consumer goods (or simple capital goods) (See Table 1.5). 

Chavez, Eliana. "Informals: From Myth to Reality." Quehacer, No.49. Center for the Study and 

Promotion of Development (DESCO), Lima, 1987, 
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3. Articulation Levels of Small Industrial Production vis-a-vis the Formal Sector 

Approximately 14 percent of manufactured goods (in 1984) were produced in the informal sector and 13 of 
thcse 14 percentage points were generated in only 10 industrial branches. This sector's industrial activity
is mainly concentrated in the garments branch followed -- although in a distant second place -- by furniture 
(wood and metal), then textiles, foodstuffs, footwear, locksmiths, etc. (See Table 1.6). 

According to the information gathered by Nunura, 75 percent of the production in garments is manufactured 
by informal productive units. Only 25 percent is made by formal clothing firms. In the branch of furniture
those percentages are 73 percent and 27 percent respectively. A second group of industrial branches in 
which informal activity has considerable participation is: wood, footwear and non-metallic minerals. In 
these three branches informal production represents 45.1 percent, 41.4 percent and 39 percent of the total 
production in each respective line of activity. In the five remaining industrial branches with a presence of 
microenterprises, informal production fluctuates between 10 percent and 25 percent out of the total.
Similarly, in relation to the small formal firm, the informal sector expanded its productive participation during
the recessive phases of the industrial cycle, such as during 1977-78 and 1982-83 while it had contracted 
its activities during the recuperation or growth phases i.e., 1979-80 and 1984-1986. 

This sector absorbs a considerable percentage of the labor force. Thus, despite the fact that it generates 
a mere 14 percent of the Industrial GNP, it actually occupies approximately 44 percent of the total labor 
force in manufacturing activities. Obviously, this reveals acute differences in productivity as compared to 
formal enterprises. However, according to the available data, differential levels of productivity between the 
formal and informal sector had decreased by the end of the decade of 1970. By 1975 productivity in the 
formal sector was 10 times more than that of the informal sector. By 1979 that ratio had dwindled by 5 to 
1. "Most probably, aside from the effects of recession confronting the formal sector, the technological and 
capital accumulation conditions of the informal sector, were not as unfavorable as had commonly been
thought. These factors plausibly narrowed the productivity gap within the industrial sector."" However, as 
a result of the importation policy carried out during 1980-85, this gap must have been widened once again
perhaps reaching former 1979 levels. Although there is no available information on the period covering
1986-89 case studies conducted on garments, metal mechanics and footwear (1986) branches indicate that 
ratio of productivity is 5 to 1. 

C. Rationality of the Informal Enterprise 

An approach to the technological diversity of the informal sector is discussed in this section. The amount 
of capital invested per job is herein considered as the basic determinant of heterogeneity. To this effect,
the value of this variable is the main factor influencing the technical resources, type of labor force demanded 
and general dynamics of entrepreneurial accumulation. On the other hand, that same diversity is precisely
the condition for co-existence within the market, since it defines the limits in relation to production capacity, 
type of product and demand it may satisfy. (See Table 1.7). 

Taking into consideration the entire scope of jobs within the manufacturing sector, the distribution of the 
capital/labor ratio fluctuates between USS 500 and levels which may even exceed US$ 40,000.' The 
extremes of these values are self-evident and reveal the co-existence of firms with totally different 
characteristics. A close observation of this phenomenon has lead to grouping the firms into two distinct 
sectors: formal and informal. Notwithstanding, this classificaticn does not imply a denial of the internal 
heterogeneity of each of these sectors. It has however allowed definit!on of parameters at the 
macroeconomic level; and it provides the basis for an explanation of the different dynamics of the productive 
units within one economy. 

Portocarrero, Felipe y Nunura, Juan. "The Industrial Sector in Peru." DESCO, Lima, 1985. 

Op.cit. 

Data obtained from the Ministry of Industries, Trade, Tourism and Integration (MICTI). 
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Due to the capital-intensive nature of the technology they use and the manner of organizing their production,
formal sector production units require minimum volumes of investment of approximately US$ 5,000 per job
(MICTI). Therefore, the lowest values found in the distribution of the capital/labor ratio are explained by the
existence of a "level" of production which responds to another modality of organization of resources which 
we call the informal sector. 

Thus, different investment values determine a range of supply for the same line of products. Their 
coexistence is based upon the difference of capital invested on the one hand and, on the profile of product
supply on the other. 

In this manner internal spaces of demand that basically originated in lower income sectors of the population
not covered by the industrial firms, stay and reproduce themselves within the economy. Formal enterprises
have also rp.,oponded to the crisis by developing new modalities of organization and production which imply 
a greater economic relationship with small production units. Consequently, this does not imply segmented
production modalities, but rather quite contrarily, different modalities of articulation are observed not only
by sectors (formal or informal) but also by branches of activity (small and micro-industrial firms with largetrade, large industries with small trade and small production). This concept, which is a hypothesis still not
verified empirically, is actually an interesting subject for discussion in the design of global and specific
policies for the informal sector. 

1. Initial Capital 

The central and main limitation of UIS enterprises is the low amount of capital with which they begin
and develop their activities. In addition to this variable, management skills and characteristics are the 
endogenous factors upon which the dynamics of the firm ultimately depends. 

Endogenous factors as well as exogenous factors generated by the level of demand directed to that sector 
and its insertion into different types of markets influence the dynamics of informal firms. 

The limitation of capital is revealed by the fact that nearly 50 percent of the microenterprises from the
informal sector do not exceed US$ 500 of investment per job. In the manufacturing sector, the average
initial capital is US$ 1,000 while the current average capital is US$ 9,000 and the mean US$ 3,000. This
indicates a considerable capitalization process as regards the productive activities of microenterprises. This 
behavior is similar to *hat observed in small formal sector firms, a fact which rcould suggest that duringrecessive cycles both microenterprises and small firms respond by securing ct-tain levels of growth.
However, this affirmation must be judged carefully, since the highest level of capitalization could be the result 
of a phenomenon which has been observed throughout the country over the last few years. That is the
de-centralization of productive processes in an attempt to reach a greater flexibility both in production
and the use of labor. For this purpose, in many cases sub-contracting is the answer, a solution which 
previously had only been applied within the garmeni sector. 

One interesting question is, what is the capital source which finances the establishment of small productive 
units? 

The initial capital basically comes from family savings. Micro-manufacturers point out that the resources
invested to set up an enterprise are usually collected from savings acquired from a former salaried job within
the formal sector (severance pay in many cases) or from former jobs in other informal activities. A second 
source of capital may be obtained by loans from relatives and a third source may be secured from savings 

Farrel, Gilda. "Micro and Small Metal Firms in Quito: Technological characteristics and their 
functioning." Draft of a discussion. Quito, 1986. 

6
 



and Ilans cooperatives, a system which many mentioned as the most quic,< and efficient in the majority of 
cases. Finally a combination of all three sources is evident . (See Table 1.8). 

Indeed, in none of the cases had the resources been financed through formal capital markets,
development banks: 

nor 
studies on this subject indicate that in the case of small industries the difficulties inaccessing the financial system, even development banks, constitute one of the greatest hardships which 

manufacturers have to overcome. 

Greater possibilities are open when the initial capital is reinforced by investment, more so when themicroenterprise attains a firmer stability. In the case of small productive units, credit from suppliers which
is obtained after a certain period of operations, is the usual manner to increase business. However, whendealing with survival strategies, particularly in trade, access to credit after having started the business is lesssignificant; special cooperative type of savings and loans associations are the most frequently used
mechanisms as sources to access capital. 

2. The Labor/Capital Ratio and Rate of Accumulation 

The average investment per job in small units linked to production of consumer goods is US$ 1,700 and the 
mean is approximately USS 1,000. In accordance with the branch of activity, foodstuffs and metal mechanicswould have an average investment per worker of approximately USS 2,800, a figure which is not far from
the average amount of US$ 4,000 for small industries. 

These volumes of microenterprise investments are considerably above the value of the respective ratio in 
survival strategy activities which is barely USS 500 in the trade sector. 

From the capital, labor ratio and its importance in the dynamics of the enterprise, we should ask if there is a direct relation between initial investment per worker and the rate of accumulation. The underlying
hypothesis declares that the greater the investment of capital per job, the greeter the growth of theproductive unit. In order to answer this question, information obtained in case studies may be used. As 
concerns metal mechanics, data indicates that there is no direct relationship between the two variables. Apossible explanation is that a higher level of investment per woiker does not guarantee the manufacturer 
a higher level of demand, despite the fact that there may be improved possibilities of supply. The demandof the microenterprise depends upon conditions which, first, are derived from the global amount of demand
directed towards the sector, and secondly, the location of the firm. Thereafter the levels of management
organization and the possibility of responding to the particular requirements of the clients would be the last 
two factors which determine the demand of microenterprises. 

During the first half of the 1980s the annual average accumulation rate of capital reached 10 percent within
the informal industry. A growth of this intensity, which is above the average level of inflation for that period
clearly, indicates that manufacturing microenterprises have a significant accumulative capacity and havebeen able to overcome difficulties within a hostile framewor'.. In contrast, the sub-sector involved in survivalstrategies on average experienced a negative averaqe accumulation. (-7.5 percent) during that same period.
(See Table 1.10). 

The factors that explain how a small productive firm can insert itself into the market, compete and eventually
accumulate are basically linked to cost reduction strategies. 

Such strategies include a reduction of remunerations, the use of family laLor, longer work lours, scarce
investment for maintenance, and lower profit levels. However, the lack of adequate cost structures, andtherefore, in correct pricing of the product are due to the omission of the implicit cost of inputs, such as
locale (which in many cases operate in the home), utilities, etc. 

Chavez, Eliana. Op. cit. 
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A second factor is its capacity to quickly shift to new production lines and to fill orders or comply with client
modifications, since this is an important way to keep the firm in the market. However, it should not be 
forgotten that the incapability of the microenterprise to influence the market is a structural limitation to its 
growth. 

3. Sales Volumes 

Informal manufacturing microenterprises have declared average monthly sales of US$ 1,500 (figures of 
1984). However, in the case of micrc traders the average is merely US$ 350. These differences are directly
related to levels of capital and productivity. However, the ways in which informal micro-manufacturing firms 
are linked with the formal sector, its degree of stability (referring to time of functioning), which enab:es them 
to improve their knowledge of the market, the value of human capital, in terms of know-how and experience,
etc., are also important factors which de~ermine such differences. 

Enterprises with the highest capital/labor ratios have the largest amounts of monthly sales. However, not
all the largest units reach the maximum sales ceilings probably because of the impossibility of controlling
the market behavior and furthermore because additional investments after the initial investment do not 
always respond to an analysis of sales behavior. 

As concerns possible sales increases, some case studies (metal, carpentry) point out that the strongest
restrictions are linked to a lack of demand (60 percent) and the need for a greater volume of working
capital (25 percent) while others further pointed out the need to improve finishings to sell more. 

These figures lead us to conclude that sales limitations are actually more closely linked to the market than 
to restrictions of an endogenous nature (e.g., availabi;ity of working capital). 

4. Owner's Remuneration, Profits and Savings Capacity 

The difference between survival strategies and productive firms is the capacity of the latter to yield a profit
enabling them to reinvest. According to data gathered over the last decade, the average profit in the
producing sector was US$ 200 although the mean was approximately only US$ 100. Observations by size 
of the enterprise indicate that the relationship between size and profit volume is positive. Most probably
these figures are much lower today. 

As concerns reinvestment, decisions regarding new technological purchases do not always respond to 
criteria oriented towards improving productivity or product quality. One of the major factors in investment 
decisions is the need to diversify and respond to clients' demands for new products. 

During the same period, the average remuneration of owners was approximately US$ 400, a figure not much 
higher than the owner of survival units which reached approximately US$ 100. 
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TABLE 1.1 

EAP in Lima, by activity sector 

1989 

Number 
(thousands)
 

Informal sector 
 40.8 885

Formal sector 
 52.6 1178
Private sector 42.5 922
Public sector 41.8 256

Household sector (Domestic serv.) 4.9 106
 

TOTAL 100.0 2169 

SOURCE: Household Survey, 1989, Ministry of Labor and Social Development. Special tables for the 

mission. 

TABLE 1.2 

EAP in Lima. by sex, 
according to sector of activity 

1989
 

Sector H % M Number (thousands)H M 

Informal sector 55.5 44.5 492 394 

Formal sector, private 72.2 27.8 666 256 

Public sector 61.0 39.0 157 100 

Households (Domestic Serv.) 2.5 97.5 3 103 

Total 60.7 39.3 1316 853 

SOURCE: The same as in Table 1.1. 

9
 



TABLE 1.3 

Size of Productive Units in the Informal Sector by 
Branch of Economic Activity (1989) 

Branches of Activity 
Size Total Prod. Commerc. Transp. Services 

1 person 
2-3 persons 
4-5 persons 

71.0 
25.0 

3.0 

65.0 
26.0 

6.0 

71.0 
26.0 

3.0 

85.0 
14.0 

1.0 

64.0 
33.0 
3.0 

6 + persons 1.0 3.0 ......... 

TOTAL 100.0 100.0 100.0 100.0 100.0 

SOURCE: Ministry of Labor and Social Development. General Directorate of Employment (DGE). Survey
of Non-Organized Strata in the Lima Metroplitan Area. 

TABLE 1.4 

Stucture of the SIU's Productive Units by 
Branches of Activity 

Branches of Activity 9 

Foodstuffs, Beverages 1.0 
Ind. textiles, leather, shoes 8.0 
Ind. furniture 4.0 
Printing shops 1.0 
Other industries 5.0 
Construction Industries 6.0 

TOTAL 25.0 

Commerce 52.0
Transportation 12.0 
Repair services 7.0 
Personal services 4.0 

TOTAL SERVICES 11.0 

TOTAL 100.00 

SOURCE: Survey of Non-Organized Strata, Ministry of Labor, DGE. 
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TABLE 1.5 

Composition of Added Value of the Informal Sector by Type of Goods 
and Means of Informal Production 

-Percentage Structure
(1984) 

Non Durable Intermediate Durable and 
Consumer Goods Capital 
Goods Consumer 

Goods TOTAL
 

INFORMAL SECTOR 
 78.2 16.8 5.0 100.0 
Microenterprise 23.9 6.9 4.4 35.2
Handicrafts 54.3 9.9 0.6 64.8 

SOURCE: INE 1984 

TABLE 1.6 

Gross Domestic Product Corresponding to
 
Manufacturing Activity for 1979-1984
 

Values at 1979 Constant Prices
 
(Thousand Intis)
 

1979 1980 1981 1982 
 1983 1984
 

Manufacture 819.8 866.8 872.6 863.9 709.0 736.5
Formal 705.0 742.0 729.1768.8 589.9 630.4
Informal 114.8 103.8124.8 134.8 119.1 106.1 

% Structure 100.0 100.0 100.0 100.0 100.0 100.0
Formal 86.0 85.6 88.1 84.4 83.2 85.6
Informal 14.0 14.4 15.611.9 16.9 14.4 

SOURCE: General Directorate of National Accounts - National Institute of Statistics. 
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TABLE 1.7 

Initial Capital and Present Capital by Sector
(1984) 

Branches of Activity Initial Initial Present Present
 
Capital Capital Capital Capital

(xUSS) (Med.) 
 (x) (Med.) 

Small Industry
Formal 4,000 3,000 

Total Urban
 
Informal Sector 
 590 300 2,753 1,033 

Production Sector
 
Informal 1,000 
 800 9,600 2,600 

Commercial Sector
 
Informal 
 500 200 1,300 700 

Sprvices Sector
 
Informal 
 600 400 1,500 800 

SOURCE: Ministry of Industry. Directorate of Statistics (1984). Survey of Microenterprises, SIU Project
Lima CEDEP-IDRC, 1984 

TABLE 1.8
 

Lima, Metroplitan Area
 
Distribution of Productive Units in the Informal Sector
 

According to Source of Financing and Economic Activity
 
(1982)
 

Source of
 
Financing 
 Total Economic Acivity 

Indust. Commerce Transp. Services 

Own Capital 80.5 86.6 79.0 78.2 79.4 

Banks and Financial 
Firms 1.8 1.0 1.6 3.2 2.4 

Informal Credit 16.4 11.2 18.3 15.4 18.2 

Did not require
capital 1.3 1.2 1.1 3.2 0.0 

TOTAL 100.0 100.0 100.0 100.0 100.0 

SOURCE: Survey of Non-Organized Strata, Ministry of Labor, D.G.E., Lima, 1982 
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TABLE 1.9
 

MEAN AND MEDIAN VALUES OF
 
CAPITAL-LABOR RATIO
 

BY SECTOR
 
(1984)
 

Branches of Activity Mean Median 
Value Value 
US$ USS 

Small Industry, Formal 
Total, Urban Informal Sector 
Production Sector, Informal 
Commercial Sector, Informal 

4,000 
1,400 
1,755 
1,100 

2,500 
579 

1,000 
496 

Services Sector, Informal 1,150 310 

SOURCE: Ministry of Industry. Directorate of Statistics (1984). Survey ofMicroenterprises. SIU Project, Lima. CEDEP-IDRC. 1984 

TABLE 1.10 

Mean Annual Rate of Accumulation by Sector 
(1984) 

Branches of Activity Rate of accumulation 
(x) yearly (in %) 

Total, Informal Sector 
Production Sector ---
Commercial Sector 10.0
Services Sector -7.5 

-3.5 

SOURCE: Survey of Microenterprises, SIU Project, Lima, CEDEP-IDRC, 1984 
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TABL.E 1.11
 

Average Volume of Monthly and Yearly Sales and Balance Sales
 
by Sector (in U.S. Dollars)
 

(1984)
 

Branches of Activity Monthly Sales Yearly Sales Balance Sales 
(x) Med. (x) med. (x) Med. 

Total, Informal 
Sector 1,026 362 12,314 4,341 628 278
 

Production
 
Sector 1,500 579 11,000 6,745 1,000 500
 

Commercial
 
Sector 600 350 8,000 4,000 
 575 270
 

Services
 
Sector 716 296 9,541 5,324 609 215
 

SOURCE: Survey of Microenteprises, SIU Project, Lime, CEDEP-IDRC. 
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CHAPTER II 

EMPLOYMENT AND MICROENTERPRISE DURING A PERIOD OF ECONOMIC 
REACTIVATION AND DURING A PERIOD OF CRISIS:1985-89 

This chapter briefly describes the policies developed by the current Administration and their impact on the 
behavior of the informal urban sector. 

After a long period of growth between 1960 and part of the 1970s, over the last 15 years the Peruvian
economic cycle has been characterized by increasing instability. In the case of the Garcia Administration 
two distinct periods can be observed: reactivation during 1985-87 and crisis as from 1988. 

A. The Economic Process of Reactivation and the Behavior of Employment (1985-1987) 

In contrast to the Belaunde Administration's economic policy, Dr. Garcia implemented a strategy focused 
on protecting tne domestic market, a redistribution of income, an increase of wages and salaries anJemployment, tax reduction, price freezing of public entities, stabilization of exchange rates and price control.As an important ingredient in this strategy foreign debt payments were limited to 10 percent of the export
revenues. The diagnosis of inflation, which was expected to be controlled by these measures, was based 
on the weight of the entrepreneurial costs originated in recession. Anti-inflationary policy, therefore would
depend upon the stimulation of demand through an increase in salaries, farmer crop prices and credit and 
a greater use of idle installed capacity. 

As concerns employment, the government proposed, as a priority, the implementation of several actions in
the labor market aimed at fostering employment both in the modern and informal sector. To achieve the
desired objectives, salaries were combined with economic policy. Thus the short-term economic planstated: "employment problems can not be solved solely through actions in the labor market but ratherthrough economic policy to modify the behavior and direction c' the goods and capital market' (INP, 1988) 

The direct employment policies promoted were: The Emergency Employment Program (PROEM) which
granted facilities for hiring new workers disregarding the protective law for labor stability; The Support
Program for Temporary Income (PAIT) that initially granted a subsidy to the poorest sectors through
temporary hiring for community work, and finally, Support Programs for the Informal Urban Sector,
basically access to credit with the purpose of consolidating the microenterprise sector, improving their 
market and increasing their income. 

Given the recessionary situation, productive activity initially responded favorably to the "heterodox" strategy.Thus, in 1986 the GNP grew by 8.6 percent, exceeding levels reached in 1982. The industrial and
construction sectors were the fastest growing sectors. Inflation was reduced to 62.9 percent. Incomeincreased to 19.5 percent in real terms (remunerations of wageworkers grew by 15.5 percent and
self-employed workers income by 22.8 percent) Employment rose by 9.8 percent in industry and 5.6percent in trade. There was a redistribution of income: participation of remunerations in the national income rose from 31.8 percent (1985) to 34.5 percent (1986) while the income of independent workers went from
24.1 percent to 27.6 percent for that same period. At the same time particioation in profits of firms in
national income dropped from 41.1 percent (1985) to 35.4 percent (1986). (Portocarrero, 1989). 

The rate of unemployment fell from 11.8 percent in 1985 to 8 pcrcent in 1986 and to 4.8 percent in 1987.
Under-employment decreased by 51.4 percent in 1986 and to 35 percent in 1987, arid productivity grew 1.4 
percent in average (8 percent in the industrial sector). 

During this period the informal sector benefited both from the expansion of demand wfich increased saleslevels arid from the credit arid promotional programs which were offered to a significant number of informal 
workers. 
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Concerning informal employment, an increase was observed in 1986 when it reached 40 percent of the EAP,
this tendency slightly continued until 1987. Despite reactivation efforts in the modern sector, informal 
activities constituted the most important source of labor absorption. the participation of private employment
remained constant while public employment grew. Domestic employment ndicates a lower participation
when compared to 1984. 

Figures available for mid-1 987 show the achievements of the period, particularly those regarding the income 
levels of the informal sector, which were heavily stressed during these years 

At the firm level, and as a result of specific programs directed towards this sector, bank deposits grew
significantly in branch offices located in districts with high density of informal activity (Downtuwn Lima, La 
Victoria). 

Reinforcing this evidence, sectorial figures indicate an enormous increase in leather sales by formal firms 
which were absorbed by the informal sector, a phenomenon which cleady indicates the growing articulation 
between both sectors. 

Price control policy became another favorable short-term factor; the significant fall in real terms of prices,
such as gasoline, permitted a rapid expansion of the sector's level of activity and income. 

An additional reactivation source was the increase in real salaries and the expansion of investment, both in 
the private and public sectors. 

Due to its importance and, in relation to the structure of the labor force, the growth of labor supply during
that period must be stressed The activity rate reached levels of 62 percent in 1987 vis-a-vis 55 percent in 
1984. A breakdown by sexes shows that while male activity rose from 72 percent to 75 percent, female 
activity increased from 39 percent to 48 percent, i.e. nearly 10 percentage points. 

This accentuated growth of the female labor supply indicates that the economic and employment policies
stimulated access of rion-active sectors of the population into the labor market, basically female. This 
growth of the EAP increased the rates of activity, a phenomenon which in turn influences the behavior of 
employment levels, income and therefore the distribution of income. 

An inverse ratio between the increase of the EAP and the rates of activity on the one nand, and volume of 
unemployment on the other hand, are observed in this period. Thus, when the rate of activity and the EAP 
increases, unemployment decreases. This phenomenon occurred in 1986-87, as well as throughout other 
growth periods such as 1973-1977 and 1979. This is important for the evaluation of unemployment, because 
it provides empiric evidence that contradicts the argument that an increase in the labor supply generates 
unemployment. 

However, during the period under study the fali in unemployment levels was not accompanied by a 
substantial decrease of under-employment, which remained at approximately 35 percent. In this context, 
open unemployment may decrease, despite the growth of labor supply, because the population
always discovers alternative activities, although these may increase income under-employment. 

Under-employment is also linked to the wage policy, particularly the minimum wage, which constantly kept
behind other price increases without even reaching the v3lue it had in rcrisis years such as 1983-84. In the 
Peruvian case, the minimum wage plays a twofold role: in the first place, because it serve-; as a reference 
for wages and salaries both of the EAP entering into the labor market for the first time and, and of those 
workers whu do no benefit from collective bargaining, a population that comprises more than 50 percent
of the modern sector labor force Secondly. because it serves as a remunerations reference tor the informal 
urban sector. 

In a growth context, informal sector income was not distributed evenly among the different occupational
categories. Informal employers' income grew more rapidly than that of wage earners. The volume of the 
latter also increased, but their income grew in a lesser degree. In relation to UIS salaried workers, the real 
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income of self-employed workers increased considerably. However, apparently the number of family
member workers and !kbor hours also increased. 

The modern sector also witnessed an increase of real salaries, although not homogeneously. As compared
to 1984 levels, private sector average wages and salaries grew more than 40 percent in real terms. In themanufacturing sector, they grew even more rapidly. In the public sector wage growth was much lower. As 
a result of a greater dynamic demand for medium and high level trained labor and a lower pressure of
supply, the growth of private sector skilled labor income experienced a higher rate than the average. 

Inview of the forec .ng it may concluded that the average real salary grew during the period of reactivation,
but, due to the high increase in supply and to minimum wages policy which lagged it behind other prices,the labor force employed in the lower segments of the occupational structure did not decrease; on the 
contrary, the income distribution gap between both groups widened over this period. 

Regarding job creation, the beginning of a growth phase impulsed the demand for labor, particularly in the
manufacturing sprtor. When both extremes of this time frame are observed, January 1985 and December1987, the employment index which originally had a level of 95 (base 1979 = 100) reached to one of 105 in1987, this means that in a period of two years there was an increase of 23.5 percent. 

The expansion of industrial employment in modern sector enterprises brought about a considerable growthin the informal urban sector. It seems that during the reactivation period different variables of productive
reorganization were linked to labor market flexibility; sub-contracting of small productive units and temporary
labor took the lead over stable salaried jobs. But as a consequence of these changes, as soon as *he first 
symptoms of crisis appeared in 1988, temporary employees were fired and unemployment began to grow. 

PROEM, and other employment programs increased the weight of temporary jobs in the modern sector,
opening the possibility of firing a worker while avoiding legal formalities. 

The unions, whose bargaining capacity vis-a-vis the large firms and the state continued to deteriorate were
unable to incorporate the temporary workers to their ranks, therefore weakening their position even more. 

Notwithstanding the increase of manufacturing workers -modern and informal- the most dynamic activitiesin relation to the absorption of labor force were services, particularly retail trade. According available datain 1983, 50 percent of the informal EAP was involved in retail trade activities. In 1986 that figure reached
52 percent and by 1987 it rose to 54.6 percent of the informal labor force. It may be concluded that thetendency is towards a growing proportion employed in service occupations, which implies low productivity,
non-salaried jobs and precarious working conditions. 

As compared to industry and trade, the other informal services show a lower rate of job generation.
Transport diminished its share in the employment structure while repair services, recreational and personal
services remained constant. 

In relation to the occupational category, and as a result of the informal sector growth during the reactivation 
period, significant changes indicating the positive impact of support programs were observed. Among these 
are: 

As compared to 1984, the number of employers was bigger in 1987. This implies agreater
demand for salaried workers, and consequently an important step towards the consolidation 
of the micro-enterprise. One could speak of a growth of the quantity of in transit 
enterprises towards the modern sector as a hypothesis. 

It decreases the volume of independent workers, many of whom would eventually become 
employers, while others would get a salaried job in consolidated enterprises. 

By the end of 1987, concomitant to the first symptoms of instability of the main economic variables,
successful results previously obtained in employment began to vanish. 
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B. The Crisis and the Behavior of Employment during the Period Covering 1988-89 

Achievements reached during the reactivation period had on the contrary, (and in fact as a cause explaining
them), less positive results in key variables of the economy such as a deterioration in the level of 
international reserves, the fall of the real exchange rate and the fiscal deficit. 

In early 1987 the failure of the economic experts of the government to develop a sustained medium- and 
long-term growth plan as a second step of the reactivation process appeared evident. The economic team 
was split on the strategy to be followed, resulting in conflicts. On one hand, a more orthodox approach
proposed a raise of the real exchange rate and an increase of taxes and prices of public firms, with the 
purpose of fostering investment and restricting consumption, reestablishing external equilibrium and reducing
the fiscal deficit. On the other hand, anothe, proposal intended the continuation of the heterodox program, 
to control the unbalances with an even higher State intervention in the economy. 

The alternative of continuing the heterodox policy could be observed in the Triennial Plan 1988-90, according
to which production, consumption and income goals would be achieved through a "selective growth" policy. 

To this end, the need to stimulate social production for mass consumption and/or that which would foster 
generation or savings of foreign currency was proposed. Farmers and foodstuffs, input for essential 
consumption, strategic input and capital goods, infrastructure, communications and tourism were all included
in this concept. Remaining activities were considered non-essential. The goal for 1988 was a growth rate 
of 3 percent, including a 5 percent growth in social production and 1 percent in non-priority or luxury 
activities. 

In order to successfully accomplish these goals, certain assumptions should be verified concerning the 
choice of a basic "breadwinner's basket,"d concentration among productive sectors, efficient administration 
of the productive program, and an adequate policy allotting foreign currency and subsidies, which were 
considered of great importance for the success of the proposal. Measures to launch the selective growth
strategy involved the application of indirect taxes, planning and import control, as well as the selective 
management of financial resources. Concerning the foreign exchange policy, a multiple exchange system 
was proposed granting preferential treatment to the purchase of foodstuffs and basic inputs, allotting a
marginal role to other instruments of external adjustment such as an adequate level of the real exchange
rate and a modification in tariff reform. The system distinguished between the official market called the 
Mercado Unico de Cambio and the financial market (Market of Foreign Currency Bank Certificates) for 
transactions in non-priority services and other exchange operations. (Caceres, 1989). 

The results expected were not accomplishedand in 1988 and 1989 the economy showed acute signs of 
imbalance, to such a degree that it was incomparable to any previous period in Peruvian economic history. 

During 1988 the GNP fell by 8.9 percent and the real per capita product by 10 percent, as compared to
1987. The recession affected the sectors which expanded most rapidly in 1985-87: industry, construction 
and services, all of them being sectors that basically resoond to the impulse of demand. Thus,
manufacturing production fell 13.9 percent in 1988 and 18 percent in 1989. This resulted from a price hike 
in effective exchange rates for importation of inputs and intermediate goods and frequent blackouts and the 
decrease of internal demand these were associated with a drastic reduction in the purchasing power and 
re-shaping of consumer expenses towards the most food and essential products. 

Soaring price increases of construction materials led to a decrease of the sector's demand which in turn 
determined a fall of its gap of 4.4 percent (1988). Trade figures as compared to 1987, registered a sales 
decrease of 27 percent, particularly in foodstuffs, beverages, textiles and electric appliances. 

National Planning Institute, 1988. 
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Inflation abruptly accelerated in 1988 when prices rose steeply by 1,772 percent, with an average inflationof 667 percent. Controlled prices that during the reactivation process had decreased significantly, grew veryrapidly this time, exceeding the average inflation, (1,928 percent during 1988). Fuel also registered an evengreater increase (2,206 percent). However, as Caceres has pointed out, despite these increases ascompared to July 1985, they still lagged behind the general level of prices. Since distortions were notcorrected in 1989, the lag has worsened and by the year 1990 the relative price structure was substantiallyunbalanced. The inflationary process was affected by expectations generated by unstable -and even
chaotic economic policies. 

The impact of the crisis was even stronger at the household level. The weight of the adjustment wasrelatively less grave for enterprises which benefitted from the exchange rate policies and (subject to demandelasticities) the possibility of adjusting sales prices to the public. The impact was clearly heavier on the laborforce: This became evident in the contraction of private consumption -- and behind it -- in the fall inremunerations which was approximately 29 percent (Caceres, 1989). In this context, and within theframework of an acute recession, the participation of wage earners within the national income dropped from
35 percent in 1987 to 27 percent in 1988, while the participation of enterprises increased by 6 percent in realterms. This reveals a considerable difference with respect to the adjustment process observed in 1983-85,
during which the crisis affected enterprises more heavily. 

As concerns policies and programs that during the reactivation period had succeeded in increasing
employment and labor supply, they operated in the reverse direction during the crisis. When the firstsymptoms of the crisis appeared, the EAP hired by the modern sector enterprises under the PROEM
modality were rapidly fired, in view of the very nature of the unstable labor contracts. On the other hand,the PAIT, a temporary jobs program, a source of employment for nearly 150,000 people, was discontinuedin 1988. This left a major sector of workers unemployed. However, despite the fact that many of theformer temporary workers who had been absorbed by these employment strategies originally wereinactive, most of them women, they did not go back to their former situation. On the contrary, theyremained 3s part of the labor supply, thereby, pressuring the market with the subsequent effects that 
this had cn wage levels. 

Obviously, this decision of maintaining themselves in the labor market is not related to a process ofself-esteem, nor to personal development, but is rather an answer to the reduction of family income.Consequently, it is at the household level where female and child participation in the labor market isdecided. For obvious reasons, occupational strategies are lin,,ed to low productivity economic activities,
either trade or services. 

In the modern sector, the fall of production was accompanied by a decrease of 6.6 percent in employment,while the most heavily affected sectors were manufacturing (9.6 percent) and trade (2.8 percent). 

It is certainly worthwhile to closely observe the changes in employment levels which are representative ofthe unbalances of the labor market. Since they deeply affected the living standards of workers and theirfamilies, these unbalances constitute the most serious expression resulting from the economic policy of the 
last years. 

In 1989 total under-employment comprised 81.2 percent of the occupied population of
Metropolitan Lima this means that more than 1,500,000 workers had an income level below 
the minimum legal wage adjusted to the cost of living. 

However, under-employment does not affect all workers in the same way. When the figures
are broken down by market sectors it may observed that the public sector workers arethose most affected, especially when compared with the long-term trend of
underemployment in this sector. Thus, in 1989, 79.8 percent of the workers in public
administration were defined as under-employed, vis-a-vis only 20 percent in 1987. Thisimplies that in this sector under-employment increased nearly 4 times with respect to 
1987. 
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The prive e formal sector under-employed 78.6 percent of the total workers it employed in
1989. Ooce again, a rapid increase of under-employment is observed here in 1987; it 
reached 32.3 percent of the occupied EAP. 

Lastly, in the Informal urban sector 81 percent of the occupied population is 
under-employed. This is an alarming figure, but in comparison to other sectors of the
market this "only" means that under-employment increased 33 percentage points. 

Changes in the global level of under-employment clearly indicate the deep impact of the 
employment crisis, but the problems are even more acute when one observes the structure 
of employment levels within each of the market sectors. 

Acute under-employment by reason of income (that includes the labor force earning an 
incomz of less than one third of the legal minimum wage adjusted to the cost of living) was 
the largest growing category as compared to the situation prevailing in 1987. During that 
year, only 4 percent of the public sector EAP was in this situation; by 1989, 20 percent
of pubi., employees went at that level of real income as remuneration. 

On the other hand, in 1989, medium intensity underemployment affected 41 percent of the 
public sector EAP while in 1987 this figure barely reached 5 percent. Finally, the proportion
of public workers included in the category of low intensity underemployment went from 7 
percent in 1987 to 17 percent in 1988. Consequently, the labor force adequately
employed in this sector fell from 80 percent in 1987 to barely 20 percent in 1989. 

In the private sector the trends are similar to those found in the public sector. Acute 
under-employment grew from 4 percent to 29 percent, medium underemployment from 11 
percent to 33 percent and slight underemployment remained at 15 percent. The adequately
occupied labor force comprised only 21 percent of the total, that is, one third of the 
proportion prevailing in 1987 when it reached 68 percent. 

Lastly, in the informal sector, 44 percent of the EAP -- that is, nearly out of twoone 
occupied workers -- were severely underemployed by reason of income, an increase nearly
three times as compared to 1987 when the figure was 14 percent. Medium 
underemployment, on this side, was 27 percent vs. 14 percent in 1987. Adequately
employed labor in the informal sector only reached 19 percent vis-a-vis 52 percent that this 
,'ategory showed in 1987. 

This sharp increase of underemployment is the reflection of the fall or real income, which 
in 1989 had dropped to one third of its 1987 level. As per occupational categories, in this 
last year, real average income of employers was 2,262,000 intis (at prices of July 1987); 
two years later this figure Jropped to 900,000 intis. The tendency was similar for 
wagearners, this group being the one that suffered the greatest loss of purchasing power
because their real average income per job reached less than one third of the 1987 level.
Income levels of independent workers dropped by 50 percent: as concerns informal 
workers, this critical situation was even worse because of the increase of the amount of 
hours worked on average and the incorporation of family workers. 

The drastic fall ii. the labor income during the crisis narrowed the gap between the average
salaries of the modern sector (public and private) and those of the workers of tht-nformal 
sector. Poverty became more homogeneous. The reduction of the minimum salar/ has 
been so drastic that, unlike the previous years, it is no longer considered as a salary
reference for remunerations in the informal sector and has rather become an indicator for 
domestic labour. 
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According to CEDEP's basic "breadwinner's basket" the cost of which reached 2,300,000
Intis in October, 1989 (equivalent to Intis 1,170,000 by the time of the household survey),
only private sector employers could fully satisfy the cost of the basket with their earnings.Wagearners and independent workers barely cover over 35 percent of the baskets' costs,while public workers might purchase a slightly less than a third (31 percent). The minimum
salary adjusted to the cost of living only allowed to purchase 25 percent of the basket. 

Within the informal sector the situation is even more dramatic: employers cover 47 percent of the ba.'et's 
cost with their income, wagearners 23 percent and independent workers 26 percent. 

Strategies developed by the families to compensate the acute fall of salaries have not yet been properlystudied; however it is likely that these strategies are at the consumption level, (greater participation incommunity kitchens, free milk program, etc.) and also through a greater participation in the labourmarket. Expressions of this phenomenon are the increase of double employment (which in 1989 reached13 percent of the occupied EAP), a large number of working hours and, as it has already been pointed out,the greater participation of family members, particularly women, in the labour market. Despite this, familyincome levels continue deteriorating. This subject has not been studied in depth, but it requires a specialattention because its findings might provide better elements to develop a serious social compensation 
program for low income sectors. 

As concerns economic activities, a fall in production and consumption levels affects the absorption oflabour. Data obtained in 1989 indicates a decrease of the absorptive capacity in industry and construction,while in trade and financial enterprises that capacity tends to increase, thus maintaining the tong-term shift
of the economy towards the service activities. 

Although at a general level it is possible to identify long-term structural trends, in the short the crisisrunmakes the changes in the occupational structure more visible. Among these changes, the most relevant 
are: 

Private sector industry has lost labour force (its share of employed EAP fell from 38 
percent in 1987, to 32 percent in 1989) while finances, transportation and services increased 
their participation. 

Two substantial changes may be obscrved in the urban informal sector: a loss of
absorptive capacity of the manufacturing sector, which dropped more than three percent
points and went back to 1982 levels, and a considerable growth in the trade sector which now concentrates 60 percent of the total EAP. Within this sector retail trade increased
its relative importance, this being a tendency observed since the reactivation period in
addition to this, restaurants increased their labour force by 4 percent points. Therefore,similar to the modern sector and even more, the informal sector also tends to concentrate 
on services. 

The structure of the occupational category is an important indicator of the changes
confronted by labour as a consequence of the crisis. In this sense, the informal sector
definitely evidences the most significant changes. In the first place, in 1989 the categoryof employers reduced its share to half of that for 1987 (5-8 vs. 9.8). Second, and as a consequence of this phenomenon salaried workers decreased by 4 percent points:(from17.5 percent to 13.6 percent). Third, the figures suggest that independent work absorbed
workers excluded from the aforementioned categories: at present this category occupies
67 percent of the total EAP as.compared to 58 percent in 1987. Family workers remains 
unchanged.
 

Jiminez, Felix. "Basic Breadwinner's Basket of Massive Consumption and the IPC of the Poor," 

CEDEP, January 1990. 
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The decrease of the weight of employees and salaried worker categories, together with the 
loss of the absorptive capacity of the informal manufacturing sector, evidence the 
"de-structurization" suffered by small productive units. The disappearance of many of these 
enterprises and their conversion into independent petty vendors seems to be the strategy
that employers and salaried workers alike apply to remain employed in the market. 
Naturally, this explains how the deterioration in real income has become extiemely acute 
in the informal sector. But, at the same time, that facility to reconvert is the reason why
in a crisis such as this, open unemployment stays at a relatively moderate level. 
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TABLE 11.1
 

Principal Economic Indicators
 

1985 1986 
 1987 1988
 

Growth in the GNP 1.5 9.9 7.8 -8.9
(Percentages)
Cumulative Inflation 158.3 62.9 114.5 1722.3
(Percentages)
Net Balance of Payments 280.0 -517.0 -785.0 -391.0 
(Millions of U.S. dollars)
RIN of the Banking System 1383.0 866.0 81.0 -310.0 
(Millions of U.S. dollars)
Public Sector Deficit -3.5 -5.4 -6.6 -66.7
(Percentages of the GNP)

Banking System Liquidity 16.9 14.5 7.8
13.0 

(Percentage of the GNP)
 

Source: National Statistics Institute and the Central Reserve Bank of Peru

Production: GRADE
 

TABLE 11.2 
Growth Rate in the GNP by Productive Sector 

1986 1987 1988 Portion 
% % 00 of GNP 

Total GNP 9.9 7.8 -8.9 100.0Agriculture/Livestock 3.1 6.0 4.6 12.8Fishing 28.5 -11.6 16.6 0.8Mining -3.5 -2.0 -18.4 9.5Manufacturing 18.5 16.3 -13.9 23.8Construction 24.1 16.0 -4.4 6.3Government 5.8 -1.9 0.3 7.4Others 10.5 7.2 -9.6 39.4 

Source: Central Reserve Bank of Peru
Note: The percentage composition of the GNP in the last column corresponds to 1988. 
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TABLE 11.3 
Sales of Principal Commercial Retail
 

Enterprises in Metropolitan Lima
 
(Real percentage variations; Base: 1979 = 100)
 

1987 	 1988
 

Food, Beverages, and Tobacco 	 6.2 -7.7 
Apparel 3.6 	 -29.0 
Domestic Appliances 35.5 -45.1
 
Glassware and Tableware 
 2.1 -52.3

Furniture and Home Equipment 3.4 -33.2

Various 33.4 	 -30.2 

Total 14.1 	 -26.7 

Source: Ministry of Industry, Domestic Commerce, Tourism and Integration. 

TABLE 11.4
 

PEA by Market Segment
 
Metropolitan Lima, 1984-1989
 

YEAR
Market Segment 	 1984 1986 1987 1989 

Modern Private 	 41.5 38.5 40.1 42.5
Modern Public 13.7 14.7 15.6 11.8
Informal 37.2 40.3 39.3 40.3
Household 7.6 6.5 5.0 4.9 

TOTAL 	 100.0 100.0 100.0 100.0 

SOURCE: 	 Ministry of La,-or - Employment Administration 
Household Surveys 84, 86, 87, 89. 
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TABLE 11.5 

Employment Traneds In Metropolitan Lima, 1970-1987 
(Percent Distribution) 

Year Unemployment Underemployement Adequate Employment Total 

1970 7.0 - 56.0 100.01971 8.5 22.8 67.2 100.01972 7.6 18.6 73.8 100.01973 6.4 19.9 76.5 100.01974 6.5 19.6 73.6 100.01975 7.5 17.4 74.9 100.01976 6.9 23.1 66.1 100.01977 8.4 23.8 64.5 100.01978 8.0 38.3 53.2 100.01979 6.5 32.7 60.5 100.01980 7.1 25.6 66.9 100.01981 6.8 24.4 66.4 100.01982 6.6 28.0 65.4 100.01983 9.0 33.3 57.7 100.01984 8.9 36.8 54.3 100.01986 5.4 42.4 51.9 100.01987 4.8 34.1 60.3 100.01989 7.9 34.1 18.6 100.0 

SOURCE: Employment Administration, Ministry of Labor Household Surveys. 
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TABLE 11.6 

Index of Employment In Metropolitan Lima 
by Economic Sector 

(Base year: 1979 = 100) 

Manufacturing Trade Services Change % AnnualYear (1) (2) (3) (1) (2) (3) 

1970 71.2 75.7 79.7
1971 75.6 76.9 82.1 6.2 1.6 3.01972 80.5 81.2 83.9 6.5 5.6 2.21973 85.7 86.3 89.2 6.4 6.3 6.31974 90.8 91.8 92.3 6.0 6.4 3.51975 95.6 95.0 95.0 5.3 3.5 2.91976 99 9 98.4 97.0 4.5 3.6 2.11977 100.6 100.5 98.6 0.7 2.1 1.61978 99.9 100.8 100.2 -0.7 0.3 1.61979 100.0 100.0 100.0 0.1 -0.8 -0.21980 101.9 101.2 101.6 1.9 1.2 1.61981 103.0 103.5 102.8 1.1 2.3
1982 101.6 106.7 105.8 -1.4 3.1 

1.2 

1983 96.2 100.3 106.9 -5.3 
2.9 

6.0 1.01984 86.1 91.8 104.7 -10.5 -8.5 -1.91986 90.1 93.3 108.1 6.0 3.2 2.11987 97.7 95.9 110.7 8.4 2.8 2.41989 95.6 96.6 111.7 
1989* 84.0 90.0 112.0 

SOURCE: INE. 1987 Summary. Based on Survey of Establishments of 100 or more workers. 
General Employment Administration. 
1989 data refers to the average until September. 
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TABLE 11.7 

Salary and Wage Trends In Metropolitan Lima 
(IritIs per month) 

1979 =100
 

Salaries Wages Minimum 
Legal IncomeYear Real Index Real Index Real Index 

1970 62.8 175.4 29.9 111.2 16.4 147.71971 73.6 184.4 32.8 121.9 16.4 147.71972 72.1 180.7 35.4 131.6 17.2 155.01973 73.5 184.2 38.9 144.6 16.9 152.21974 70.3 176.2 38.4 142.8 17.2 155.01975 68.1 170.6 34.5 128.2 16.0 144.11976 85.6 146.8 35.3 131.2 14.7 132.41977 50.9 127.5 29.8 110.8 12.9 116.21978 43.7 109.5 26.9 100.0 8.9 80.21979 39.9 100.0 26.9 100.0 11.1 100.01980 42.9 107.5 28.5 105.9 13.9 125.21981 43.6 109.3 27.9 103.7 11.5 103.61982 47.0 117.8 28.2 104.8 10.7 96.41983 32.9 82.5 23.4 87.0 11.1 99.11984 37.2 93.2 19.9 74.0 8.5 76.61986(a) 48.7 122.1 24.4 90.7 7.7 69.41984(b) 50.5 126.6 26.2 97.4 8.2 73.91988 36.4 91.2 19.0 70.6 5.9(c) 53.2 

SOURCE: Based on the Salary and Wage Survey. General Employment Administration. Index of
manufacturing prices and salaries, 1970-1985 taken from Alarco, 1986: p. 106.(a) : 	 Includes Agriculture, Mining, Electrical Power, Gas and Water 

(b) : 	 Based on INE. 
(c) 	 : The average until May is 3.9.
 

Taken from Verdera, Francisco, 1988. p. 11.b.
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TABLE 11.8.
 

Total Income from Work by Market Segment
 
By Occupational Category: 1987-1989
 

(Thousands of Intis)
 

Market Segment 

Occupational Total Private Formal Public Informal 
Category 

1987 1989 1087 1989 1987 1989 1967 1989
 

Owner 2,262 900 3,074 1,800 1,859 544
 
Salaried 1,019 392 1,081 419 1,101 365 545 271
 
Independent Worker 717 309 915 426 701 
 300
 
Family Worker 65 52 104 80 46
 
Domestics 223 82
 

TOTAL 900340 1,178 442 1,101 365 701 278
 

NOTE: The data for 1987 is presented in 1989 intis (deflated according to IPC of the INE). 
SOURCE: Ministry of Labor - General Employment Administration. Household Surveys, 1987-89. 
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TABLE 11.9 

Employment Levels by Market Segment 
1987-1989 (%) 

Market Segment 

Employment Private PublicLevel Total Formal Formal Informal Households 

1987 1989 1987 1989 
 1987 1989 1987 1989 
 1987 1989
 

1. Total Underemployement 39.2 81.2 32.2 78.6 20.9 79.8 81.147.2 87.0 86.92. Acute Underemployment
by Income 9.1 36.4 4.7 29.2 0.4 20.4 13.6 43.5 35.4 78.13. Moderate Underemployment
by Income 13.0 30.4 11.1 33.1 5.1 41.6 14.5 27.0 40.2 6.94. Light Underemployment
by Income 13.0 12.8 13.3 15.7 17.17.3 15.1 9.8 10.9 1.9 

5. Unemployment by Hour 4.1 0.6 3.1 0.3 8.2 0.1 4.0 0.3 0.6 0.0 
6. Adequate Employment 60.8 19.8 21.467.8 79.1 20.2 52.8 189 13.0 13.1 

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 

SOURCE: Ministry of Labor. General Employment Administration. Household Surveys, 1987, 1989. 
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TABLE 11.10 

Occupational Category by Market Segment 

Market Segment 

Employment Private Public
Level Total Formal Formal Informal Households 

1987 
 1989 1987 1989 1987 1989 1987 1989 1987 1989
 

1. Owner 5.8 3.4 4.8 2.4 0.0 0.0 9.8 5.8 0.0 0.02. Salaried 55.2 55.0 85.1 88.6 92.8 100.0 17.5 13.6 0.0 0.03. Independent Worker 25.0 29.3 4.6 4.7 0.0 0.0 58.3 67.1 0.0 0.0
4. Family Worker 6.2 6.5 2.2 2.5 0.0 0.0 13.4 13.3 0.0 0.05. Apprentice 2.8 0.9 3.3 1.8 7.2 0.0 1.0 0.3 0.0 0.06. Domestics 5.0 4.9 0.0 0.0 0.0 0.0 0.0 0.0 100.0 100.0 

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 

SOURCE: Ministry of Labor. General Employment Administration. Household Surveys, 1987,1989. 
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TABLE 11.11
 

PEA by Industry Sector and Market Segment
 
1987- 1989 

Market Segment 

Industrial Private Public 

Sector Total Formal Formal Informal 

1987 1989 1987 1987
1989 1989 1987 1989
 

Agriculture 1.6 2.1 2.0 3.6 0.30.2 0.7 1.6Manufacturing 21.9 20.0 37.7 32.2 2.24.0 16.3 13.1Food Products 3.0 2.4 5.9 5.1 0.0 1.50.0 0.5Textiles/Apparel 6.8 7.9 9.9 10.9 0.50.0 7.1 7.8Wood Products 2.4 2.91.7 2.0 0.0 0.0 3.1 1.9Paper Prcducts 1.3 2.61.0 1.8 0.0 0.3 0.8 0.5 
Other Chemical 

Products 2.5 2.5 4.95.6 0.0 0.3 0.4 0.7Mining Products 0.7 1.1 1.7 0.02.0 0.0 0.1 0.7 
Basic Industrial 

Metals 0.3 0.4 0.5 0.6 0.0 0.0 0.0 0.1Metal Products 3.9 2.3 7.4 4.0 1.10.0 1.8 0.1Others 1.1 0.7 1.2 0.9 0.00.0 1.5 0.8Electric Power 0.1 0.7 0.1 1.5 0.8 0.01.1 0.0Construction 5.8 4.7 7.0 4.7 1.2 7.13.4 5.7Trade 30.4 32.1 21.3 19.1 1.8 0.6 54.6 61.3Wholesale Trade 2.4 1.6 3.44.6 0.0 0.3 0.7 0.2Retail Trade 23.2 26.0 12.2 12.4 0.0 0.3 56.2 50.3Restaurant 4.8 4.5 4.5 0.03.3 0.0 7.7 10.4Transportation 6.5 6.5 6.0 9.6 1.39.3 6.5 5.1Firancial Services 4.8 6.3 8.5 10.4 4.5 2.5 1.7 2.0Services 30.8 28.6 17.3 19.2 88.876.8 13.2 12.2Government 6.4 6.1 1.8 2.5 37.3 42.9 0.0 0.0Various Firms 12.4 10.9 11.3 11.9 39.5 45.6 1.3 0.7Personnel Firms 11.5 11.6 4.84.2 0.0 0.3 11.9 11.5 

TOTAL 100.0 100.0 100.0100.0 100.0 100.0 100.0 100.0 

Source: Ministry of Labor. General Employment Administration. Household Surveys, 1987, 1989. 
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TABLE 11.12
 

Occupational Category by Market Segment
 

Market Segment 

Employment Private Public
Level Total Formal Formal Informal Households 

1987 1989 1987 1989 1987 1989 1987 1989 1987 1989
 

1. Owner 5.8 3.4 4.8 2.4 0.0 0.0 9.8 5.8 0.0 0.0
2. Salaried 55.2 55.0 85.1 88.6 92.8 100.0 17.5 13.6 0.0 0.0 
3. Independent

Worker 25.0 29.3 4.6 4.7 0.0 0.0 58.3 67.1 0.0 0.0 
4. Family

Worker 6.2 6.5 2.2 2.5 0.0 0.0 13.4 13.3 0.0 0.05. Apprentice 2.8 0.9 3.3 1.8 7.2 0.0 1.0 0.3 0.0 0.0
6. Domestics 5.0 4.9 0.0 0.0 0.0 0.0 0.0 0.0 100.0 130.0 

TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 

Source: Ministry of Labor. General Employment Administration. Household Surveys, 1987, 1989. 
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CHAPTER III 

THE INSTITUTIONAL FRAMEWORK OF THE MICRO FIRM 

This chapter describes the institutional framework of small productive units. As will be seen this topologyincludes but is not exclusive of micro-firms. Particularly as far as the legal setup is concerned, and eventhose entities and programs providing support in this sector, tend to merge the concept of micro-firms andsmdlil firms and sometimes even medium sized firms into one single block. Each component of the sectorthus loses its own specificity to the detriment of adequate policy-making and legal regulations. 
Nevertheless, their specificity is increasingly being acknowledged, a development which, in the perspectiveof a promotion program, will significantly help adjust the legal and technical instruments required to further
strengthen and develop micro-firms. 

A detailed review is presented in the first section of this chapter explaining the evolution of the legal setupfrom the first provisions enacted during the sixties to the draft law for micro-firms currently under debate in 
congress. 

The second section presents an overview of the institutions which directly or indirectly offer support to themicro-firm sector. Several different approaches are ventured which may be useful in the attempts to improve
the organization and coordination of such support. 

From the third to the sixth section these institutions are reviewed along the spectrum of all existing schemes,from state and semi-state institutions, to entrepreneurial associations and guilds, and non-governmentalorganizations. Particularly, in the case of the former- which include a varied range of entities, such as legal,financial, training, advisory, etc.- an attempt is made to contrast their official functions with the effective3upply of services. Finally, section seven analyses inter-institutional coordination as promoted both from 
the State and the private sector. 

A. Legal Framework 

1. The First Law for Small Firms 

Article 135 of the Economic Policy section (Title Ill) of the current Constitution, enacted in 1979 by ademocratically elected Constitutive Assembly, states : "The State shall promote small firms and handicraftactivities." This provides the State's mandate to promote the sector while at the same time explicitlyacknowledging its existence as Jistinct from other economic sectors and segments. Even though the articlemay represent a strong legal endorsement, the legal ruling of this sector had already been a matter of 
concern in the past. 

The first reference- although indirect- to small firms is found in the Law for Industrial Communities (DecreeNo.18384) complementary to the General Law of Industries (Decree No.18350) enacted in July, 1970. same established that "The industrial community shall prevail in enterprises having six or more 
The 

workers orin those which, regardless of their employing less than six workers, produce a gross income of over one
million soles" (approximately USS 40,000). (Ar.2). 

Actually, this is a "negative" definition since in neither of the two laws is there any explicit provisionconcerning the promotion of the support to this sector. The General Law of Industries was biased in favorof large firms, preferab,' state enterprises. This same article further declared: "The industrial enterprisewithout an industrial community will be ruled by the laws concerning small industry and handicrafts", thusacknowledging that some special treatment should exist towards the sector. 

Hawever, only six years later was the first law passed containing special set of regulations for smallenterprises. This was the "Law for Small Firms of the Private Sector" Decree No.21435 enacted on February24, 1976. This law was sanctioned by the government of General Francisco Morales Bermudez. during the 
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second phase of the military regime, within the framework reviewing first phase reforms and an economic 
stabilization plan of the economy supported by the IMF. 

The law defined the concept of small enterprises for major economic activities. For each activity limits were 
established concerning their annual gross income (Gross Sales) expressed in annual minimum legal wages 
(SMVA). The amounts specified for each group were as follo-vs: 

Activit 	 Limits in Gross Annual 
Income (in SMVA) 

Agriculture and livestock 260 
Mining 820 
Transformation 590 
Transportation 470 
Trade 590 
Services 590 

In the case of industrial (transformation) enterprises the limit, set at 590 SMVA in the province of Lima was 
equivalent to US$ 876,000 of annual sales. The law exonerated sme,,I firms from the obligation of 
establishing Industrial Communities; due to the relatively high limits (monthly sales US$ 73,000) many 
enterprises were entitled to disregard this obligation, that had been rejected by private sector entrepreneurs. 

As a momotional measure, this law imposed a single tax substituting the following taxes and duties: Tax on 
enterprise assets, wage tax, national retirement plan. and health system. However, formalities of the single 
tax were extremely complex and never attained general application. 

As a non-promotional measure, the participation of people was limited to one sole enterprise, as well as the 
participation of legal persons. 

On Seriember 14 of that same year, 1976, the "Law for Individual Enterprises of Limited Responsibility" was 
enacted through Decree No.21621. Although it was not part of an industrial or development policy, it 
intended to stimulate the establishment and functioning of enterprises through a series of legal facilities. 

Within the framework of the 1979 Constitution, barely a few days from the swearing in ceremony of the new 
civil Administration in July 1980, a Law for Small and Medium Firms was enacted by Decree No.23189. This 
law included small and medium private firms and service cooperatives. New limits were set for small 
enterprises: up to 10 workers and up to 100 legal minimum wages per year (SMVA) in gross sales for 
industrial firms, and, five workers and 50 SMVA in sales for commercial enterprises and services. These 
enterprises were not subject to the labor stability act applied to the rest of the industrial and financial sector. 
As concerns medium enterprises, the limits were set at 900 SMVA of gross annual sales. 

The law granted a more active role in registration and control procedures to municipalities. Moreover, it 
maintained the single tax which practically replaced all the taxes in force, authorized hiring of personnel at 
a fixed term, simplified the compulsory nature of carrying accounting books and facilitated the establishment 
of small enterprises in nonindustrial zones. However, despite its advantages, the enabling clauses of this 
law were never prepared and therefore it had no practical application. 

The three provisions mentioned were rarely applied since due to an over abundance of laws which are 
frequently ignored, these lay as dead words on printed paper. This points out a politic will, but not the 
effective power, to legally support the small industrial enterprises through law. 

There is a need to stress that the common characteristic of these legal provisions has been their vertical 
preparation and enactment, that is, from the State without the participation of the interested economic and 
social sectors. 
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2. Current Law for the Small Industrial Firm'0
 

The civil government of President Bilaunde (1980-85) enacted the "General Law of Industries", Law No. 2407,

dated May 28, 1982. It contained a new definition of small industrial firms, setting the limit of 720 Annual 
Minimum Legal Wages for Metropolitan Lima (equivalent to $567,000 in its gross annual sales). The law
exonerated them from the following taxes: a reassessment of fixed assets and their capitalization, excise 
tax and additional excise tax and food compensation tax. As concerns the institutional aspect, a General
Bureau for the Promotion of Small Firms was established and the formation of a self-financed and 
government supported Institute for Small Industries was proposed. 

During the last months of this Administration the "Law for Small Industrial Firms", Law No. 24062 was
enacted, dated January 9, 1935. And its enabling regulations were approved on June 20, 1985. Theseregulations set the limit of 1,500 minimum legal wage of annual gross sales (equivalent to US$1,217,000) to 
define the PEIs.
 

Among the most significant aspects the following are found:
 

* 
 A Fund to Promote Small Industrial Firms shall be established with the contribution of 1 percent 
of the monthly sales of small industries; and 

* Fiscal incentives (fiscal credit) to create the jobs of permanent employment are proposed. 

Moreover, the enjoyment of fiscal credit is extensive for the purchase of machinery and equipment, as well 
as worker training. 

This law, still in force, was criticized by nearly all he organizations which represent small industry, basically
the National Federation of Small and Medium Industrial Firms of Peru (FENAPI) and the National Society
of Industries (SNI). Criticism emphasized that the regulation distorted the nature of the 1 percent FOPEI
contribution, not allowing its deduction as an income tax which generated a massive rejection. 

As a complement and partial correction of the defects of this law the cLrrent government dictated some 
specific legal norms. This is the case of the provision modifying the reguldtion of Law 24062 allowing the
1 percent contribution of FOPEI to be deducted from income tax declarations. Norms simplifying
administrative formalities to legalize and register small industries have been issued. 

3. Draft Law for Small Industrial Firms Prepared by the Multisectoral Committee 

In response to entrepreneurs' criticisms, through Supreme Resolution No. 04-85-ICTI/IND, a Multisectoral 
Committee was established in December 1985, in charge of reviewing and modifying the law for small
enterprises in force (Law 24062). This Committee was composed of the following institutions: 

" FENAPI; 

" Committee of Small Firms of SNI; 

" Association of Small and Medium Industries in Lima (APEMIPE); 

" MICTI;
 

" Industrial Bank of Peru (BIP):
 

" Financial Development Corporation (COFIDE);
 

"1 See the MICTI document on "The Small Industry," Work Document to Review Law 24062, Lima, 
January 1986. 
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" 	 Ministry of Economy and Finances (MEF); 

" 	 Research Institute for Industrial Technology and Technical Standards (ITINTEC); 

" 	 National Learning Service in Industrial Labor (SENATI); 

" 	 Professional School of Engineers of Peru (CIP); and 

" 	 Association of Municipalities of Peru (AMPE). 

During seven months of work the Committee prepared a Draft Law by consensus, which is one of the most 
serious efforts to prepare a modern, efficient and democratic set of laws. For this reason, a summary of its 
main elements are listed below: 

" 	 Small industrial firms are defined as any firm located in the industrial sector whose Gross 
Annual Sales do not exceed 500 basic tax units (IUT) (equivalent to US$ 221,000 ).
Microindustries are those who have sales not exceeding 20 IUT per year (approximately US$ 
53,000). 

" 	 To facilitate le' ,lization of informal s,,,all and micro-firms, an automatic registration will be 
granted in the Industrial Registry by filling out a form which has the value of a solemn 
declaration. This inscription gives access to all the rights granted by law. The MICTI will be
in charge of concluding ail formalities which are needed to complete the documentation 
demanded by the different laws governing entrepreneurial activity. 

" 	 Municipalities shall issue the Certification of Zones and the Municipal License granting
authorization for functioning in a brief period -- 15 days. If this is not done, the documentation 
is considered to be already granted. 

" 	 The establishment of a General Bureau for Small Industries within the MICTI is proposed,
providing necessary support and guidance. Moreover, on a national and departmental level, 
an office (with the representation of all the entrepreneurial guilds) is established to coordinate 
all the institutions currently working with Small Industries (CONADEPEI). 

" 	 Small industries particilarly microindustries (defined as those with less than 120 basic tax 
units of annual sales, will only have to pay one tax calculated as a reduced percentage of 
their sales (between 1 and 2 percent, to be specified in the regulation) in replacement of a wide 
range of taxes which are currently exacted, and which are usually evaded due to complicated
and problematic formalities. 

" 	 The Ministry of Economy and Finances and the Central Reserve Bank will provide that at least 
30 percent of state credit directed towards the industrial sector to be offered to small 
enterprises. 

S,. 	 As a measure of democratization and improved credit orientation it is proposed, the 
participation of guild representatives of the small industries in the Board of Directors and in 
credit decision making levels (on a national and regional level) of state development banks 
-Banco Industrial and COF!DE is proposed. 

Since this is a problem impeding access to credit, an incentive to established institutions to 
issue guarantees is proposed. 

Credit and technical assistance will be granted to small, medium and large enterprises who 
manufacture machinery and equipment used by small industries. 
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" 	 State Development Banks (BIP and COFIDE) will grant 	credit under special promotional
conditions and without real guarantee to professionals in engineering, administration and economy, if they prepare a feasibility project to establish a small industry outside the Lima and 
Callao ci~y limits. 

" 	 ITINTEC shall significantly increase its support to small firms through the development oftechnological research programs oriented towards this sector and will expand their facilities 
throughout the national territory. 

Yearly prizes on a national and departmental level will be established for those who undertake 
top level technological innovations by and for the small industrial sector. 

" SENATI will increase its support to small industries intensifying training and assistance to this 
sector as well as the presence of their installations on a national level. 

* 	 Sub-contracting and other business mechanisms are promoted to enable the purchase of rawmaterials at reduced prices and to sell at improved prices and widen the market. 

" 	 State purchases, basically in the interior of the country, shall be oriented towards goods
produced by small industry. 

" In coordination with municipalities and CORDES, the Ministry of Housing will establish 
programs to implement industrial areas (ad-hoc industrial zones) appropriate for small firms. 

This draft project, prepared by the Multisectoral Committee, has undergone a long process of parliamentaryformalities, enduring phases switching from stalemate to debate in the Upper Chamber's Committee of
Industry and Tourism. 

From August, 1986 to date, this Committee introduced certain minor modifications to the draft project and
issued a verdict which is currently under Jebate in Parliament for approval. 

This delay reflects a lack of priority towards this sector by the parliamentary majority and government. 

4. 	 Other Laws 

During the decade of the 1980s several legal norms of a lower hierarchy although complementary or amodification of the laws already discussed, were issued. These are Supreme Decrees, Supreme Resolutions,Ministerial Resolutions and Direc'oral Resolutions which have been added into the legal setup of the sector.
A list of these is contained in the annex to this chapter. 

Decree No.469, enacted in 1988, on Decentralization and Democratization of Credit, could have a significantimpact on this sector. Among other provisions, this decree obliged banks, including private banks, to grant10 percent of credit funds to this sector, and facilitate establishment of guarantee funds. However, theEnabling Clauses of this Decree has not been prepared, therefore there is no proper adequate
application for the norm. 

nor 
On the other hand, since the reform of the financial system was marked by

nationalization of private banks, it is likely that this provision will be frozen or repealed. 

To complete the legal framework governing micro and small enterprises the recent law of Administrative
Simplification (Law No.25035) promulgated in June, 1989 should be mentioned. Although it does notexplicitly refer to this sector being a general law, itsapplication will definitely affect the functioning of smalland micro-firms in various fields of activities. This law was prepared by the Institute for Liberty andDemocracy (ILD), which provides advice to the National Institution of Public Administration (INAP). 
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B. 	 Overview of Support Institutions 

There Is a considerable number of support institutions providing technical assistance, credit, information,
training and technical advice, among other services, to micro and small enterprises. In recent years the 
number of such institutions has increased drastically, becoming an economic and social phenomenon. 

The causes for this are various: 

" 	 The growth and dynamism of micro and small enterprises in several economic sectors; 

" 	 The appearance of entrepreneurial organizations of the sector with growing awareness of their 
needs and demands to the state and civil society; 

" The effects of the economic crisis in the modern sector, which is evidently incapable of solving 
employment problems, as well as those concerning income, regional development, among 
others, 

" Research findings on the Informal Urban Sector conducted by international organizations and 
private institutions such as the ILD, CEDEP, DESCO and others; 

" 	 The change of approach of many nongovernmental organizations (NGOs), which have shifted 
from an assistentialist position to one promoting the production and generation of income; 

" The importance 6ssig- ed to the sector by foreign governments and international donors who 
provide resources for its promotion and support: and 

" 	 The problem of foreign debt and the relative shortage of financial resources which make 
unfeasible development strategies based on large investment projects and technologies 
intensive in capital. 

As concerns the State, support institutions have appeared as part of the official view of this sector. Thus,
the first approaches to small and microenterprises, developed in the 1950s and 1960s, is the dualism 
between the modern and the handicraf: sector. According to this version, all these enterprises which 
represented traditional Peruvian society would transform as the modei,' .ctor became more developed. 

Based upon this conceptual framework, in the 1960s the enterprise called "Artesan as del Peru" (Peruvian
Handicrafts) was established to support craftsmen in domestic and foreign marketing. At the same time the 
Banco Industrial established an Artesanal Fur- (FONART) to provide credit for this sector. During those 
years, scarce support to micro and small enterprises was under the umbrella of handicraft promotion. 

In MICTI, a General Bureau for Hanidicrafts was established in charge of rule-making, orienting and executing 
programs for artesanal promotion. 

Notwithstanding these efforts, until the end of the seventies, state and semi-state institutions such as 
ITINTEC, SENATI and the National Center of Productivity (CENIP) were oriented towards large firms, both 
private and state, and therefore did not respond to the needs of the micro and small firms, or to those of 
the craftsmen. 

Private institutions, basically NGOs, usually adopted assistentialist viewpoints or worked in the mobilization 
of social sectors. The only sector they supported in production was agriculture. 

Finance institutions, except the Banco Industrial which supported the handicrafts sector, did not lend funds 
to micro and small firms because of their lack of guarantee, high cost per unit, scarce understanding of this 
sector, no presence in popular neighborhoods and Pueblos Jovenes (shanty towns), excessive and 
complicated formalities, among other reisons. 
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Universities and higher educational institutions favored modernization or the social commitment andtherefore there was little space for micro and small firms as concerns research, advice and promotion. Itis not alien to this viewpoint that the majority of students wanted to become employees in large enterprises
in public administration. 

Such abandonment aiid ;nattention changed radically by the end of the 1970s and particularly in the 1980s.There was a definite shift in the state's viewpoint and in its institutions and semi-state entitles: the adjustment
and incipient flexibility of the financial system, the appearance of new support institutions for micro and smallenterprises, -- mostly NGOs -- and, of course, the flourishing of guild organizations throughout the country,
particularly in all major cities. 

Currently over 70 institutions are directly or indirectly dedicated to micro and small enterprises andthis figure is rapidly growing. They are extremely varied in nature, have different programs and work areas, are located across the nation and have differerntiated areas of action. This obviously complicates
coordination. Therefore as a first step. an efficient support to micro and small enterprises requires the
definition of a conceptual framework to adequately classify a;id organize those institutions. 

Some possible guidelines are proposed as follows: 

A first criteria refers to the origin of each institution, that is their legal status. Thus, the institutions can be 
classified according to the following categories: 

" Entrepreneurial Associations and Guilds 

" State Institutions 

-- Rule-making 

-- Financial 

-- Executive 

" Private Institutions (nonprofit) 

-- Financial 

-- Advice and Consultancy 

" NGOs (Promotion and Research Centers) 

" Local and Municipal Governments 

" Higher Education Institutions 

-- Universities 

Technological Institutes 

" International Cooperation 

Financial 

-- Technical Assistance 

A second criteria to organize the support institutions is by types of service, or. preferably, by area of action. 
From this viewpoint, they may be classified in the following groups: 
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Financial 

- Credit 

-- Savings 

-- Guarantee Funds
 

-- Joint Ventures
 

-- Risk Investments
 

Training
 

-- Establishment of Firms
 

-- Business Administration
 

Accounting 

Finance
 

-- Production Techniques
 

Technical Assistance, Advice and Consultancy
 

-- Promotion and Investment
 

-- Administration, Management and Accounting
 

-- Productive Processes
 

-- Marketing: domestic and exports
 

-- !nput Supply 

-- Legal Advice 

* Research and Technological Development 

* Socioeconomic Research: Investment Projects 

* Information and Dissemination 

* Registration and Legislation 

* Strengthening and Centralization of Guilds 

* Support for Inter-Institutional Coordination 

A third criteria is the territorial space coverage of the support institutions, i.e., location, number of branch 
offices, mobilization capacity, resources and available staff. According to this criteria the institutions may
be classified as follows: 

* National (more than three regions) 
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8 Regional (more than three departments)
 

0 Departmental (more than three provinces)
 

a Provincial (large cities)
 

8 District (neighborhood or small city)
 

DUrth crtera is that of tile specialization being any specific entrepreneurial segment, economic sector, 
ich or acti,,ity. Possible categories could be : 

0 Main segment of support to handicrafts 

0 Main segment of support to micro-enterprises 

2 Main segment of support to small and micro enterprises. 

.erns specialization activities, the following classification could be applied: 

Industrial Sector 

Agro-industry 

-- Garments 

-- Footwear 

-- Metal-mechanics 

Carpentry 

-- Construction Materials 

Printing and Editing 

-- Plastics 

-- Other 

" Agriculture and Livestock 

" Fishing 

" Mining 

" Construction 

" Transportation 

" Trade 

-- Domestic Market 

-- Foreign Market 
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* 	 Services
 

- Repair and Maintenance
 

- Engineering
 

--	 Accounting 

--	 Legal Advice 

Education 

Health 

-- Information 

The institutions classified herein apply the two first mentioned criteria that is, legal origin or institutionalnature and, type of service or area of activity offered. In keeping with these criteria, to be developed in thefollowing sections, a double entry matrix has been prepared by columns with each institution listed by its 
source and by lines describing the services provided. (See Table 111.1). 

C. 	 State Institutions 

Rule-Making Institutions 

a. MICTI
 

This Ministry is in charge of policy for micro, small and 
 medium enterprises since its range covers theindustrial sector, trade and tourism. Other microenterprises located in different productive sectors (fishing,
mining, agriculture, transportation and construction) should be dealt with by the respective ministries of each -ector. However, this is not so, because these types of enterprises have a low priority within the multiplet;,-ns of each of these ministries. Since there isno ministry responsible for services, even less attention 

d1to micro and small enterprises providing them. 

'e, on a national level MICTI is the public entity which is best prepared to orient state supportthe micro-enterprise sector. 

lately this advantageous position as compared to the entire state apparatus has not been properlycause since its establishment in 1970, MICTI clearly focused on supporting large enterprises: from1976 towards state property and thereafter towards the private sector 

uring the decade of the 1970s and the first half of the 1980s the General Burea, of Handicrafts wasIoffice within the MICTI in charge of demands of this sector. From 1985 onwards the General Bureaunotion of the MICTI that initially had jurisdiction over the entire sector was entrusted with thesibility of preparing the rules and guidelines for the small and medium industrial sector. It is onlyy, in 1989, that the General Bureau for the Promotion of Small Industries was established. This revealsiay on behalf of the State in setting up an institutional framework for the sector. 

I a total of 1,200 MICTI workers, this General Bureau 	has only 40 persons: 15 professionals, 20clans 	and five secretaries, that is, 3.3 percent of the total. This reduced staff is responsible forring and orienting the legal standards and strategy of the sector. It also carries out promotion tasks
ly, such as: 

Preparation and administration of the MICTI's simplified formalities system, which issues theindustrial registration of micro and small enterprises in a few days. The MICTI takes theresponsibility of carrying out formalities before the different public entities such as the Ministry 

42 



of Economy and Finances, the'Peruvian Institute of Social Security, and other public
agencies. 

" Support to Development Centers administered by entrepreneurial guilds (APEMIPE in Lima,
Arequipa and the Northern Cone of Lima). 

" 	 Participation in the Fund for th.3 Promotion of the Small Industrial Enterprise (FOPEI),
coordinating the modification of its enabling clauses, for a better support to the sector. 

" 	 Concerted Production Programs, basically the Canasta Escolar (School Basket). Theparticipating institutions are: an entrepreneurial guild, a district municipality, a bank and the 
MICTI. 

" 	 Advice and assistance to :,he Departmental Offices of the MICTI (there is one in each
department of the counin/r to assist micro and small industries in the interior of the country. 

b. 	 Ministry of Economy and Finances 

This institution is not directly related to small and microenterprises. However it decides several aspects andprepares regulations governing this sector and its development, by applying policies in areas such as:credit, taxes, exonerations, tariffs and subsidies. There is no office or section within MEF particularly
designed to provide advice to small enterprises. Unfortunatelyand as a consequence of this shortcoming,
these enterprises usually do not constitute a priority activity as concerns resource allotment. 
Progress achieved in the right direction is made evident in the provision stating that microenterprises whose
annual sales are less than 80 basic tax units (Unidades Impositivas Tributarias) are exonerated from theobligation of presenting accounting books to the MEF. Such differential treatment should also be applied
to the manner of payment and amount of taxes. 

c. 	 National Planning Institute (INP) 

Its main objectives are'the formulation of short, medium- and long-term development plans and the
preparation of general guidelines for state efforts in each economic sector. 

As concerns services, it is responsible for the implementation of development strategies for small enterprises
and agreement (concertacion) with economic agents linked to them. 

d. 	 National Council for Science and Technology (CONCYTEC) 

Its objectives are: 

" To formulate scientific and technologic development policies on a national leve!, coordinating
these with the comprehensive policy for national economic and social development; 

" 	 To coordinate efforts of basic and applied research in the country: and 

" To stimulate and finance activities and/or research projects and to foster and coordinate 
scientific and technologic creativity in all levels. 

The main services provided by the CONCYTEC are research financing, scientific and technologic policy
advice, and publications. 

See S. Chincaro, J. Feliciano, V. Paredes, "Formalization and Development of Small Scale 
Production Units," F. Ebert, Lima, 1988. 
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e. Ministry of Labor and Social Promotion (MTPS) 

The General Bureau of Vocational Training and the General Bureau of Employment are directly related to 
the small and micro-enterprise sector. This ministry has been one of the first to carry out research on the 
IUS and to organize promotion and support programs. One of these is the Guarantee Fund for the Informal 
Sector (FOGASI) which, through an agreement with the OAS, has had a significant activity during the !ast 
few years. However, due to a lack of funds it has been discontinued. 

f. Foreign Trade Institute (ICE) 

Its objectives are: 

" To promote the foreign trade policy for goods and service; 

" To plan activities related to foreign trade: and 

* To superiise imports and exports. 

The main services it offers are to advise small enterprises, handicraftsmen and entrepreneurs in general
concerning export and import procedures and requirements in their specific economic fields. 

g. Superintendent of Banks and Insurance Companies (SBS) 

This institution supervises and controls financial enterprises and determines the rules and regulations that 
govern this sector. It therefore has direct influence in the conditions of the credit granted to the micro and 
small enterprise sector, basically as concerns the collateral requirements demanded by banks. 

2. Financial Institutions 

a. Banco Industrial del Peru 

This bank is considered the leading financial institution for the micro and small enterprise sector. The BIP 
was established in 1936. As from 1982 it has a Department of Small Enterprises in Lima, which works 
exclusively with micro and small enterprises as well as handicrafts. Inthe interior of the country, its branch 
offices and agencies deal with this sector. 

The total number of officials on a national level is approximately 2,500, of which 70 percent are directly or 
indirectly involved with financing or promoting micro and small enterprises. 

Over the 1980-1989 period (first quarter) the bank approved 96,686 credit requests for micro and small 
enterprises and handicrafts equivalent to US$ 482,000,000. (See Table No.2.) 

Although each enterprise may have received more than one credit, the number of loans is really significant 
even in terms of the universe of the MSE and handicrafts. On the other hand, when the amount of credit 
approved by BIP is compared to that of other financial institutions or credit programs, it may adequatel% 
measure the weight of this institution within the credit market. 

The above mentioned figures represent 92.6 percent of all loan operations approved by the bank and 30.1 
percent of the total amount provided to the clients during this nine and a half year period. Participation of 
small enterprise and handicrafts loans reached 47 6 percent of the total in 1981. however it has gradually
d'minished, until reaching 10.3 percent in 1989. 

This severe reduction of the sectors share clearly indicates the low priority given to it by the BIP 
management during recent years. Moreover, it is revealing that this precisely occurred during the years of 
greater economic crisis: 1984,1988 and 1989. 

The BIP reaches the sector through a series of credit lines. The major of these are: 
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" FONART;
 

" Finance Fund for the Informal Sector (FOFISI);
 

" Enterprise Promotion Fund for the Handicapped (FOFEPI);
 

" Urban Development Fund (FDU);
 

" Support Fund for Peruvian Artists (FONARTE);
 

" Regional Investr.ent Fund (FIRE);
 

" Nontraditional Exports Fund (FENT); and
 

, Furid 'or :he Etabishm:ert ind Enlargement cf Enterprises (FONCRAE).
 

The first four lines are exclusively for microenterprises and handicrafts. The remainder may also be oriented 
towards this sector. 

Despite being the major finance institution for the sector, the BIP still faces a series of problems, among
which are the following: 

" Excessive requirements are still demanded from micro and small enterprises; 

" Formalities are unnecessarily delayed; 

" Mortgage collateral is still demanded from micro entrepreneurs who too often are unable to 
provide such; 

" A lack of adequate follow up to borrowers due to a staff shortage; and 

" Funds collection is still too strict. 

Some executives and officials of the Bank are aware of these problems; however there is a lack of political
determination and resources to solve them.1 2 

The problems have obliged BIP to basically focus on the small enterprise, particularly industry, as well as
those handicrafts that are more integrated into the national and international markets. Thus microenterprises 
are relegated to a secondary level. An example of this constraint is the slow implementation of FOFISI.1' 

Aside from granting credit funds, the BIP executes a series of programs to directly support the sector
through its Promotion Division with a staff of 27 people. The promotion activities which it carries out are: 

" Advisory and Training, with its own staff or through agreements with SENATI, universities, 
NGOs, MICTI departmental offices or professional societies. 

" Marketing, through local and departmental fairs for handicrafts and national and international 
fairs for small industrial enterprises. 

E. Beltran, "Financial Pro,motion of Small Industries and Urban Micro-Workshops," in "The
Promotion of Handicrafts and Small Industries in Peru." F. Ebert, DRC, Change and Development, Lima,
1987. 

" See F. Castro and J.L. Villaran, "Decentralization and Democratization of the Peruvian Finance 
System: The Case of Municipal Credit Banks," F. Ebert, Lima, 1988. 
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" 	 Promotion of small scale investments, providing a data base for projects, assisting in the 
preparation of projects and 'turn key" programs. 

" 	 Delivery of special development credit such as the line for entrepreneurial guilds, usually in 
agreement with NGOs for its proper supervision. Over 400 million Intis have been granted 
under this modality. 

b. 	 Finance Developmeni Corporation 

COFIDE is a state finance institution established in 1971 to support the entrepreneurial activity of the 
Peruvian state which was highly significant during the first phase of the military regime. By the decade of 
the 1980s it became interested in dealing with small arid medium size enterprises. It supported this objective
by securing a special credit line. 

This line of creat called :hbe ,Mlultisectorial Credit Program for Small Enterprises (PROPEM was granted by
"he Wond Bank in tne amount cf USS 35,000,000. The funds were placed through the finance system and 
COFIDE acted as a second tien bank. This impeded that the delivery of funds to small enterprises. In effect,
the USS 200,000 ceiling per loan allowed the credit line to be directed towards medium and large enterprises
linked to banks. Due to constant negative rates of interest, this line was depleted by 1987 and has not been 
renewed. 

At present CCFIDE has granted credit to micro and small enterprises through: the Fund for De-centralized 
Entrepreneurial Development (FONDED) and the Fund for Cooperation with Departmental Development
Corporations (FONEC). In both cases COFIDE officials agree that the objective of allocating 10 percent of 
the total allotments in this sector is actually being achieved. 

Ct ihese two credit lines, perhaps the most important is FONDED. The amount of credit approved since 1986 
in which it began, to November 1989, reached USS 5,183.000 for 2,138 loan operations. (See Table IV.3.) 

The maximum amounts provided through these lines are US$ 10,000 and US$ 20,000 per loan, depending 
upon the rank of the branch office which grants the credit. Interest rates are 95 percent and 75 percent of 
the market rates respectively. 

c. 	 Small Industries Guarantee Fund (FOGAPI) 

COFIDE's most important action in the field of micro and small enterprises has been through its participation
in the establishment and administration of FOGAPI. 

This institution was established in 1978 (although it began its operations in 1980), on the basis of a grant
provided by the German Association for Technical Cooperation (GTZ) to the following institutions: 

* 	 COFIDE; 

" 	 BIP; 

" 	 Committee of Small Firms of NSI; 

" 	 APEMIPE (thereafter FENAPI); 

" 	 SENATI; and 

" 	 GTZ. 

FOGAPI's main objective is to support the small industrial enterprises and handicrafts by providing letters 
of guaranty aimed at covering the deficit of collateral usually required to obtain credit in financial institutions 
and banks, forward client payment, suppliers credit and public bids. 
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In 1982 FOGAPI-Arequipa and FOGAPI-Trujillo were established as entities with the same objectives,
however with autonomous economies ano administration. 

Since the onset, COFIDE has acted as trustee of the funds and provided administrative support to FOGAPIoperations by appointing full time officials (10 in Lima) and by providing the facilities for their main and
branch offices on a national level. FOGAPI now has 11 branch offices throughout the country. 

FOGAPI's current net assets worth is approximately US$ 26,000, a figure which obviously reveals its main
constraint for growth. It collects a 3 percent commission on the amount guaranteed for credit and 4 percentin the case of suppliers. It cannot grant individual guarantee exceeding 10 percent of its net worth. During
the first 6 years of operations the default rate was zero while over the last 4 years it has not exceeded
1 percent of the guaranteed amounts. This indicates that during these years it has honored less than 
1 percent of the mobilized amounts. 

Between January 1980 and September 1989, it completed 1,882 operations involving US$ 3,330,000 in
guaranteed funds and USS 9,790,000 in mobilized funds. (See Table 111.4.) 

d. 	 Central Reserve Bank (BCR) 

As in all countries, the BCR main purpose is to promote monetary stability, promote economic activities 
through credit and ensure the strengthening of the banking system. 

As concerns micro and small enterprises the BCR is in charge of authorizing credit lines for this sector aswell as determining the conditions (amounts, terms, rates of interest). Of them, the most important lines 
oriented twards this sector have been: 

" 	 National Credit Fund for the Informal Sector (FONCRESI) which in 1986 granted US$
10,000,000 from the public treasury. It was mainly used by the Development Institute for the
Informal Sector (IDESI), the Agrarian Bank (BAP) and the Central of Cooperative Credit (CCC)
which later on became the CCC Bank. 

" FOFISI which gathered US$ 2,800,000 and was delivered by the Banco Industrial. 

" The Banco de la Nacion established the Finance Fund for Land Transportation (FOFITI) with 
a total of US$ 50,000,000 to help this sector which has a strong presence of informal 
enterprises and independent entrepreneurs. 

e. Municipal Popular Credit Union of Metropolitan Lima (CMCPL) 

Its objective is to provide financing to the population through popular credit. Its main services are to provide
credit support through reciprocal, collective and individual loans. This is an extremely effective mechanismto decentralize and democratize credit action and savings of the financial system."4 

f. 	 Agrarian Bank of Peru (BAP) 

The main purpose of this bank is to assist parceleros (farmers who own small plots of land), and small andmedium agro-industrial entrepreneurs. Together with IDESI and the CCC it delivered the FONCRESI line withmuch success, as shown by the fact that, during the first year, this action covered 11,000 clients on anational level. The bank has branch offices and agencies in almost all the major cities of the country.However, long-term massive coverage of urban micro enterprises is considered difficult in vi6w of thespecialized nature of this institution. On the other hand, its finances and assets are extremely hard, as a 

4 See Castro and Villaran, op.cit. 
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result of the de-capitalization suffered over the last few years -- in turn a consequence of subsidy policies 

for interest rates. 

3. Direct support services 

a. National Industrial Training Service 

This Is the most important Peruvian institution in the field of vocational training for industrial activities.
Established in 1961 by the initiative of the Society of Industries, it is economically autonomous. This status
of autonomy is extensive to its administration and teaching methods. Its policies and general guidelines are
formulated by the National Board of Directors which is constituted by the following institutions: 

" MICTI; 

" Ministry of Education; 

" National Society of Industries; 

" Federation of Small Industries Associations; and 

" Workers Representatives. 

In 1981, SENATI created the National Institute for the Support and Promotion of Small and Medium Industrial
Enterprises which tried to cover all the aspects concerning the provision of services to this sector. However,it was unable to accomplish these over ambitious objectives. In 1984 the institute was completely
reorganized and became a branch of SENATI, specializing in training and technical assistance to micro and 
small enterprises. 5 

It has branch offices in most major cities of the country. Its budget financed through a compulsory
contribution -- actually a tax --paid by enterprises with more than 15 workers in an amount equivalent to
5 percent of their monthly payroll. This manner of financing the institute, influenced the initial activities,
biasing them towards large enterprises, a situation which has been gradually corrected. The main services
it provides are training in management and technology, technical advice in production (diagnosis and trouble
shooting) and specialized services (industrial design and quality control). 

b. Institute of Industrial Technology and Technical Standards 

This is a public institution belonging to MICTI which carries out technological research, prepares technical
standards, and metrology, provides advice on quality control and industrial property, disseminates
information and conducts laboratory tests on behalf of private enterprises. Ithas branch offices in Arequipa,
Cuzco, Puno, Iquitos 3nd Trujillo. 

Aitnough it isnot oriented towards the small enterprise, it has signed several agreements with entrepreneurial
guilds such as FENAPI, aimed at providing services to the small businessman at preferential rates. It holds 
a pilot plant in Villa El Salvador (a shanty town of Lima), and publishes a magazine called 'Technological
Workbooks" for small businessmn. It staff is composed by 65 professionals and experts. 

c. National Center of Productivity 

This publi' institution belongs to the Ministry of.Labor and Social Promotion (MTPS). Its main objective isimprove productivity throu 2h the dissemination of information and specialized publications, the provision of 
technical advice, and applied research. It has a branch office in the city of Arequipa. 

15 See V. Loyola, "Support to the Small Industrial Firm: Peruvian Experiences." F.Ebert, Lima, 1939. 
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d. 	 National Institute of Agrarian and Agro-Industrial Research 

As a dependency of the Ministry of Agriculture and Food this public institution is In charge of research and 
technological development in agrarian and agro-industrial sectors. 

It provides research and laboratory tests assistance to small and medium sized enterprises in its facilities 
at La Molina, in the city of Lima. 

D. 	 Small and Microenterprise Associations and Guilds6 

1. 	 National Federation of Small Industries Associations (FENAPI) 

FENAPI is the biggest albeit not the oldest organization of small industrial entrepreneurs. Its membership
is estimated at 4,500 paying members. It was founded in September 1974 by a dissident chapter of the 
National Society of Industries. 

Thanks to the helpful and generous support of CINSEYT and the Konrad Adenauer Foundation this guild
has established branches and local associations in almost all the departments of Peru: 

In the northern region: APEIP-Piura, Chamber of Commerce and Production of Sullana,
APEMIDEL-Chiclayo, ACIT-Trujillo, APIAC-Cajarnarca. 

rl In the center of the country: APMl-Huanuco, APEMIPE-Huancayo, Association of Industries 
of Ayacucho, APMI-Apurimac, APMIA-Andahuaylas, APMI-Cuzco, APEMIPE-Lima, Association 
of Industries-Chincha, APIMIDI-Ica, APPA-Chancay. 

* 	 In the southern region: ASEMIN-Arequipa, APIAM-Moquegua, APIAI-Ilo, APEI-Tacna,
APEI-Industrial Zone of Tacna, ASEMIP-Puno, ASEMIN-Juliaca, APIRAJ-Juliaca. 

" 	 In the western region: Association of Small Industries of Tarapoto, APEIDE-Loreto. 

FENAPI holds the representation of the small and medium industrial sector in several instituticns such as: 
SENATI, ICE, FOGAPI, FOPEI, CONAPEMI, MICTI,etc. 

Moreover, FENAPI participates in the following guild organizations on an international level: Latin American
Confederation of Small and Medium Industries, Andean Confederation of Small and Medium Industries, Latin 
American Organization of Small and Medium Industries. 

Despite the fact that the acronyms call for small and medium industries, the majority of members of FENAPI
and APEMIPES are microenterprises located in the interior of the country. Most of them employ fewer than 
five workers. 

The information on entrepreneurial guilds and, in general, on support institutions has been 
gathered from several sources, among which are: 

JUNAC (Andean Pact), 'The Small Industry in Peru," Lima, 1987.

T'e First Inter-Institutional Meeting to Support Small Firms," F. Ebert. GREDES, Lima,
 
1989. 
CINSEYT, "Inventory of In' ,iutions Servicing Small and Medium Sized Industries, Lima.
MICTI, "The Small Industry, A Work Document to Review Law 24062," Lima, 1986. 
F. Duran, "Entrepreneurs and Concertation," F Ebert, Lima, 1987. 
F. Villaran, 'The Small Firm, Considerations for Its Massive Support," in Socialism and 
Participation, No.41, Lima, March 1988. 
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2. Small Industries Committee of the National ,. ociety of Industries (CPI-SNI) 

This Is the first entrepreneurial organization devoted to small firms. It was founded in 1971 shortly after thepromulgation of the General Law of Industries (Law 18350) which, among other reforms, established theIndustrial Community excluding from this measure all industries with less than 6 workers. The SNI, which
basically represented the large enterprises of the country decided to create the Small Industries Committee 
as a means of taking advantage of that provision of the law and, therefore, securing a wider social alliance
opposed to the institution of the industrial community. 

This is highly relevant to understanding the further evolution of this organization. In effect, as it may be seen,
its birth did not respond to an alternative conception of the industrial development, but, rather, it was areaction to a particular situation in a given moment. Four years after its establishment, a series of conflicts 
arose with the Board of Directors of the National Society of Industries, which was appointed by the largeenterprises. This conflict ended with the separation of a considerable number of members who foundedAPEMIPE (Association of Small and Medium Entrepreneurs of Peru). Thereafter APEMIPE became FENAPI. 

The Chambers of Commerce and Industry in a majority of cities and departments of the country constitute
the supportive elements of the Small Industries Committee of the National Society of Industries. One of theproblems witi this membership is that in the provinces merchants are usually strong enough, both in number
and economic power, to impose their ruling in these Chambers. The number of anterprises associated to 
the Small Industries Committee is estimated at 1,800. 

After a period of low activity, by the end of the 1970s and early 1980s, the SNI showed a great dynamism,
offering a series of services to members, among them, legal and accounting advice, assistance on taxproblerns, finances and training. It currently has an active policy of close ties with the microenterprise guilds,with several of which it has signed cooperation agreements. 

Together with FENAPI, the Committee holds the representation of the small and medium industries before
the state institutions. In ihat capacity it also participates in advisory committees to public organizations.The Peruvian state acknowledges both representations on an equal status. Besides, the Committee
participates in some international organizations such as SLAMP and the Andean Pact. 

3. Federation of Small and Micro Industrialists of Lima (FEDAMPI) 

First founded in 1989, FEDAMPI is the most recent effort of entrepreneurial organization. It was set up as 
a network of the small and micro industrial enterprise district associations of Metropolitan Lima. 

Prior to this centralization, since 1986 dozens of associations at the district and neiohborhood level had been
established by micro and small entrepreneurs. Part of this movement was assisteJ by the NGOs which, in 
a growing number, had started to work in this field. 

FEDAMPI has at least 11 active district associations with a membership of approximately 1,100
entrepreneurs. (The leaders of the federation claim a membership of 5,000.) 

This space was filled by this organization because both FENAPI and the SNI made no efforts to organize
and incorporate them into their own circles. Efforts to organize microw.iterprises in the interior have also
been made, although the presence of the APEMIPES is greater at this entrepreneurial level. 

Since it is a novice organization it has not yet achieved an adequate representation of its constituency and,
therefore, district associations maintain their independence and autonomy. 
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4. Association of Small Industrial Garment Manufacturers (APIC)
 

This Is the first small industry association 
specialized by field of activity. It joins entrepreneurs whomanufacture clothing (CIUU 322). Out of approximately 300 members, 80 are active. 

National guilds, and even district guilds, are also trying to organize its membership by activities. The reason
for this is that this type of organization is more efficient insofar as training, technical assistant, credit,
technological research, among others, is concerned. 
Some APIC members have begun to successfully export their production. This is partly possible because 
the majority of the APIC members are small to medium size enterprises. 

5. Association of Small and Medium Shoe Manufacturers (APEMEFAC)
 

This is the second specialized association by field of activity, which in this 
case is footwear. It has amembership of approximately 150, ranging from small to medium size enterprises. It fosters exports incollaboration with the Institute for Foreign Trade (ICE) by encouraging its members to participate ininternational fairs and showrooms and to conglomerate their supply, thus offering increased quantities and
improved quality. 

6. Association of Small Entrepreneurs of Villa El Salvador (APIAVES). 

This is the oldest district association and clearly reflects the tradition for grass roots organizations for which 
this district is renowned. It has ipproximately 400 members, and does not participate in FEDAMPI. 

7. Other Associations and Guilds 

" Association of Industrial Manufacturers from Ate Vitarte (APIAV)17 :214 members; 

" Association ol Developing Firms of Comas: 105 members (AEDESCO); 

" Association of Small Industrial Businessmen and Handicraftsmen of San Juan de Miraflores 
(APIA): 192 members; 

, Association of Automobile Mechanics of La Victoria (AMAAV): 125 members; 

" Association of Developing Industrial Firms of San Juan de Luringancho (ADEID): 95 members; 

" Ama Kella Association of Small Manufacturers of San Martin de Porres: 45 members; 

" Association of Developing Enterprises of Carabayllo (AEDC): 50 members; 

" Association of Small Developing Industrial Entrepreneurs and Handicraftsmen of Villa Maria del 
Triunfo-Cercado (APIADE): 57 members; 

" Association of Small Industrial Entrepreneurs and Handicraftsmen of Nueva Esperanza and 
Surroundings (APIANEA): 54 members; 

" Association of Small and Micro Industrial Manufacturers and Handicraftsmen of Villa Poeta Jose 
Galvez (APMIA): 52 members; 

The data concerning district association membership has been provided by Samuel Machacuay
and was gathered from the leaders of these organizations. 
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" Association of Industrial Entrepreneurs in Development from El Agustino (AEIDESA): 30 

members; 

" Federation of Street Vendors of Metropolitan Uma (FEDEVAL); and 

" Centra! of Street Vendor Workers of Metropolitan Lima (CETALM). 

E. NGOs For Promotion and Research 

The growth of nongovernmental organizations has been nearly as explosive as micro and small enterprises
and their organizations at the district and neighbourhood level. This growth has been accompanied by a
shift in the NGOs guidelines, traditionaly oriented towards other economic and social sectors and also by
the appearance of new NGOs specifically created with tice purpose of dealing with this sector.18 

Although from the beginning of the decade some NGOs had already begun working with micro and small 
enterprises (such as the case of Accion Communitaria, CIPDEL, CINSEYT, among others), it is from 1986 
onwards that a significant number of NGOs approached this sector. Some of them reoriented their previous
efforts, from an assistentialist or rese.rch viewpoint towards production and technical assistance, while 
others began their activities in this sector from the onset. NGOs dpaling with micro and small enterprises, 
as well as the services they offer and the fields of specific action of each of them are detailed in Table 111.1. 

F. Other Support Institutions for Small, Medium and Micro Industries 

Of all the private finance institutions which have participated in support programs for micro and small firms, 
the CCC Bank of Peru is the most outstanding. It currently has 153 branch offices throughout the country, 

"' According to research carried out by the sociologist Mario Padron 1986 the NGOs oriented their 
efforts to the following social sectors: 

NGOs
 
Peasantry 93
 
Pobiadores (Shanty town
 
Inhabitants) 65
 
Women 54
 
Workers and Unions 38
 
Children 24
 

Moreover, the main "action lines" were as follows: 

Popular Education 150
 
Research 130
 
Publications and Dissemination 101
 
Rural Development 72
 
Appropriate Technology 59.
 
Health 56
 
Economic Advice to Grass Roots
 
Organizations 33
 
Legal Advice 29
 
Self-Management 15
 
Natives and Amazon Jungle 15
 
Popular Communication 8
 

Although some of these action lines, such as education, advice and appropriate technologies, might be 
related to micro and small enterprises, their intersection with the social sectors reveal that until 1986 
practically no NGOs worked with this sector. 
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with a staff of 1,520 employees. Of this total, 46 branch offices are involved in programs for the small and
micro firm sector. This institution has a program called "Loans to Small Enterprises" which combines credit 
with training and technical assistance. 

Out of a total of US$ 1 ,000,000 disbursed by this bank, US$ 4,000,000 have been delivered to the micro
and small urban enterprise sector and US$ 3,000,000 to small rural enterprises (fundamentally cotton and 
rice). 

The CCC Bank operates through agreements with other institutions such as rENAPI, Alternativa, CIPDEL,
CARE, and other NGOs. It has placed 90 percent of the IDESI credit program which reached US$ 11,000,000
in 1986, USS 3,000,000 in 1987, USS 2,006,000 in 1988 and, US$ 600,000 in 1989. 

Other financial institutions have acted as outlets for small and micro enterprise finance programs which have
been usually conducted by NGOs. The banks listed below have had previous experience with this sector 
and are prepared to handle larger scale programs: 

" Banco Continental; 

" Banco Wiese; 

" Banco de Credito del Peru; and 

" Empresa de Inversiones (PERUINVEST) (An investment firm). 

G. 	 Inter-Institutional Coordination 

1. 	 State Initiatives 

Several attempts have recently been made with the purpose of coor6doting the different institutions whichprovide support to the small, medium and micro enterprise sector. Among th.ese efforts the following can 
be mentioned: 

" 	 In 1979 the Ministry of Industries, Trade, Tourism and Integration (MICTI) established the
National Committee for the Development of Small Industries. Its main objective was the 
support, on a organizational level, of the legal setup enacted during the second phase of the 
military regi"ne. 

" 	 In 1981 SENATI established the National Institute for the Support and Promotion of Small
Industrial Enterprises with the purpose of covering all the functions and fields of action. 
Concerning this sector, this sectarian experience was a complete failure. 

" 	 The General Law of Industries, Law No.23407, dated May, 1982, established an Advisory
Committee to the General Bureau of Promotion of the MICTI. It was integrated by the following
institutions: 

--	 MICTI; 

Banco 	Industrial; 

SENATI; 

APEMIPE; and 

--	 Committee for Small Firms of NSI. 
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" The Banco Industrial del Peru promoted the establishment of all the Coordination Committees 
for Training and Technical Assistance for Small Firms and Handicrafts. These committees were
Implemented in several departments throughout the country with the participation of the various
Institutions working in the sector. These committees were short lived since they only
functioned to the extent to which the Banco Industrial fostered and sustained them. Frequent
turn-over of bank officials, as well as changes in the bank priorities, determined the 
discontinuation of the cGminittees. 

" 	 The Law 24062 for Small Industrial Firms, and its enabling clauses, dated January, 1985,
established a Fund for the Promotion of Small Industrial Firms (FOPEI) whose Board of
Directors was constituted by the following institutions: 

-- APEMIPE;
 

-- Committee of Small Firms of SNI;
 

-- APEMIDEL (Lambayeque);
 

-- ASEMIN (Arequipa);
 

MICTI;
 

MEF;
 

BCR; and
 

--	 Banco Industrial. 

" Inview of the incapacity shown by the office established by the law of industries to adequately
coordinate the various institutions dealing with this sector, the MICTI created a National 
Committee for Small and Medium Industries, composed of the following institutions: 

--	 MICTI (four representatives); 

--	 Committee of Small Firms of SNI; 

FENAPI;
 

-- SENATI;
 

ITINTEC;
 

-. Banco Industrial; and
 

--	 COFIDE. 

This last and final attempt of the State had a very weak response. The reason for this being that the 
entrepreneurial guilds considered themselves insufficiently represented in the Committee. The four
representatives of the different MICTI dependencies clearly reflect the bureaucratic nature of this Ministry. 

With the exception of FOPEI, whose Board of Directors isconstituted by an equal number of representatives
from the entrepreneurial guilds and the state institutions, all other attempts have also ended in complete
failura. The key factor is, evidently, the lack of adequate participation and representation of the small 
entrepreneurs associations and guilds. 
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2. Nongovernmental Initiatives 

In July 1988, a nongovernmental inter-institutional cooperation experience took place in Lima. The eventgathered 61 institutions and guilds representative of the work that was being carried out in the micro and 
small enterprise sector. 

This summoning capacity was possible thanks to a ,our month preparatory period fulfilling three strictprinciples: horizontality (no inst;tution was considered superior or inferior in status); non interference in theinternal affairs of each institution (no one could force an institution to accomplish something irrelevant toits interest or convenience); are unity of actions with strict observance of pluralism. 

After a three day work session, these institutions decided to set up a Committee for Inter-Institutional
Coordination intended as a permanent reference body for the efforts performed by each institution in thesector. The Committee was originally composed by 19 institutions (the majority of which are NGOs). It hasalready established some sectoral committees to coordinate certain specific issues such as financing,
information, technology and marketing. 

Geographic coordination has also been established in the Northern and Southern Cones of Metropolitan
Lima. 

The flexibility of this type of coordination as well as its voluntary nature have been decisive for theircontinued existence over one and a half years. As it can be seen, this implies a different - and divergent
approach and work styles as compared to the initiatives fostered by the State. 
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TABLE III
 
Micro and SmalI Business Suppol Agencies
 

__________ _ISira- LeqaJ RG- Finan-. insur- 'nvesfn 7ra~ning Tecri- Maiei iTecn- recnni Soco- iflat. Union Inter
Plat-I Pfo-nginc o gies omic meniSemt'cesI c Ass~i- PI Re- Systems Coor-C I an: ,,enI nce .g r ncaJ I car Ecn. I matinn Devep- IAgeny 

Organization I' ' "I I"n IJsearI RI- - - in i ' 

Union Organization 

FENAP! X X X X X x 

SNI -CPI x X X X 

APEMIPE DPTAL x X 

CAM CCM.IND X 

FEDAMPI x X 

APIC x X 

APEMEFAC x x
 

APIAVES 
 x X 

AEDESCO X X 

APIAV X X X 

APIED X 

AEDC X 

AMAAV 
 X 

APPAK 
 X 

ADEID x 

AEIDESA x 

APIA x 

APIADE x 

APIANEA x 

APMIA x 

CONACO x x x x 

State Agency 

MICTI x x x x xx 

MEF X X X 

INP X 

CONCYTEC X X 

MIPS X X X 
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TABLE III1
 
Micro ano Smal Business Suppon Agencies
 

Stra- Legal
:09c ServicesPlan,. 

Re-
coras 

F:nan-
ci,g 

rsur. 
ance "rent 

7vesTraiingTecm-
nMCalAssi-

IVarxei 
.Ing 

Tecn- Ielchm 
Iral) :atSu irtes1e-

Soc:o. 
Econ-omic 

ofo!r Jnon 
lalon DeveioD-Systems ment 

Inter-
AgencyCoord-

Organization nIng motion are searcr Re- ,naion 
search 

ICE X X X 

SBS X X 

ITINTEC x x x 
SENATI x x x x 

CENIP x x X 

jNDDA X 

Financial Inslitution 

BIP x x x x x x 

COFIDE x x 

FGAPI X 

BCR x x 

CMCPL x 

BAP X 

BANCO CCC x x 

B.CONTINENTAL X 

B.WIESE X 

B.CREDITO X 

Pnvate Voluntary
Organizations 

Accion Comunit. X X 

ACUDE X x 

ALTERNATIVA X X 

ADIM X X 

BSCL x x x 

CARE X X 

CASI 

CEDEP -- X 
CINCEYT x x x X 
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TABLE I1
 
Micro and Smal Business Suppori Agencies
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I at 
Assist 

Ya'qet 
rg 

7-ch 
".aj) 
Sucpes 

ec!-.n 
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Soio 
E:con 
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"ation 
Systems 

Union met-
DeveioD- Agency 
men Cooto-

Organizatlon njng nowon ance searcn ;e-
_earcm 

nalton 

CIPCEL x x x 

CIP - ,,1G ;,!JD X 

CDK x x x 

DESCO x x x -

DYP 

=E0APqOSPO x 

GREDES xx 

IDEAS x x 

IDESI x 
LD x x 

INPET x 

PEMTEC x x x 
MANUELA RAMOS Y 

PERU MUJER x x 

Higher Education 

U Catolica x x 

U.del Pacifico X 

UNI x 

U.del Callao x 

U.de Lima X 

ESAN x 

TECSUP x 

IPAE X 

Univ 
Deoanamentates 
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-AOLE III, 
Micro ana Smaji Business Sucpon Acencies 

Si'a. Leai Re- ;,nan- rsesi ran Tec. Marxet Tecr) Techin SoCio- 1or. Jnon Intesrr
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- search -

Internaional 
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.UNAC - x 
F Eberl x x 
"A&enauer IXX 

_ _ _ _ _ x 

CtT x 

ONUDI X 

COTESL 

JCA x x 
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TABLE 111.2 

Banco Industrial de Peru (BIP) 
Loans Approved to Small Business and Crafts 

Thousands of Dollars 

Year Small Business Total BIP 
and Crafts 

No. Amount No. Amount 

1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 

4,773 
5,771 

10,110 
8.796 
9.327 
9,484 

16.674 
16,911 
10,761 

59.767 
65,117 
75.854 
57.278 
51,824 
34,462 
65,673 
56,128 
11,348 

5,322 
6,284 

10,896 
9,443 

10,300 
10,318 
17,569 
18,000 
11,772 

146,627 
136,862 
262,053 
179,499 
266,760 
132,733 
189,661 
192,678 
58,754 

1989 

I SEM. 6,107 
IISEM. 4,674 
I SEM. 4.079 

7,988 
3,360 
3,817 

6,708 
5,064 
4,545 

28,877 
29,877 
37,169 

TOTAL 96,686 482,268 104.449 1.602,796 

Percent Participation 

Year Small Bu-liness Total BIP 
and Crafts 

No. Amount No. Amount 

1980 
1981 

89.7% 
91.8% 

40,8% 
47.6% 

100.0% 
100.0% 

100.0% 
100.0% 

1982 92.8% 28.9% 100.0% 100.0% 
1983 
1984 

93.1% 
90.6% 

31.9% 
19.4% 

100.0% 
100.0% 

100,0% 
100.0% 

1985 
1986 

91.9% 
94.9% 

26.0% 
34.6% 

100.0% 
100.0% 

100.0% 
100.0% 

1987 94.0% 29.6% 100.0% 100.0% 
1988 91.4% 19.3% 100.0% 100.0% 

I SEM. 91.0% 27.7% 100.0% 100.0% 
IISEM. 91.9% 11.2% 100.0% 100.0% 

1989 I SEM. 89.7% 10.3% 100.0% 100.0% 

TOTAL 92.6% 30.1% 100.0% 100.0% 

Percent Variation 

Year Small Business Total BIP 
and Crafts 

No. Amount No. Amount 

1980-1981 20.9 90 18.1 -6.7 
1981-1982 75.2 16.5 73.4 91.5 
1982-1983 -13.0 -245 -13.3 -31.5 
1983-1984 6.0 -95 9.1 48.6 
1984-1985 1.7 -33.5 0.2 -50.2 
1985-1986 75.8 90.6 70.3 42.9 
1986-1987 1,4 -13.0 2.5 1.6 
1987-1988 -36.4 -80.1 -34.6 -69.5 
ISEM88-ISEM89 -332 -36.2 *32.2 28.7 

Developed by: Planning Division, Economic Studies Area 
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Financial Development Corporation S.A. 
COFIDE 

TABLE Ili.3 
Loan Approved by Branch 

Source: FONDED 
(In Numbers and Thousands of Intis) 

Branch No. 
1986 
Amount No. 

1987 
Amount No. 

1988 
Amount No. 

1989' 
Amount 

TOTAL 
No. Amount 

Piura 
Chiclavo 
Trujillo 
Cajamarca 
Iquitos 
Pucallpa 
Ica 
Huancayo 
Ayacucho 
Cusco 
Arequipa 
Pu.io 
Taona 

3 

1 

4 

1 

2 
1 

210 

20 

270 

100 

300 
260 

86 
33 

130 
27 
87 

103 
61 
57 

260 
68 

10,022 
3,226 

12,061 
3,640 

10,076 

11,855 
9,144 
6,146 
7,146 
6,613 

116 
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61 
70 
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90,111 
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42,812 
32,542 
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19,497 
33,713 
17,338 

21 
14 
70 
17 
32 
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9 
83 
74 
55 
40 
35 

6 

331,860 
398,440 
857,723 
193,245 
309,938 
202,700 

32,100 
1,230,725 

606,120 
227,k753 

695,700 
627,528 

50,700 
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82 

323 
99 

193 
53 
17 

253 
205 
183 
337 
161 

6 

432,203 
427,210 
937,198 
237,070 
363,096 
235,242 

40,440 
1,264,864 

657,065 
253,696 
736,819 
651,379 

50,700 

TOTAL 12 1,160 917 79,829 730 441,461 479 5,764,532 2,138 6,286,982 



Financial Development Corporation S.A. 

COFIDE 

TABLE 111.4 

Funds Guaranteed and Resources Generated by FOGAPI
 
Since its Foundation on 9/30/87
 

Funds Guaranteed Resources Generated 

Delinquency
 

Year No. Intis Dollars VAR Intis Dollars VAR 

1980 9 4,046.32 13,809.97 13,237.70 45,179.86 --- 0% 
1981 44 24,253.99 56,404.63 30-8 112,070.00 260,627.91 477 0% 
1982 88 143,888.96 200,402.45 255 671,725.97 935,551.49 259 0% 
1983 117 311,640.13 152,689.92 -24 1,251,027.31 612,948.22 -34 0% 
1984 16 314,246.78 80.991.44 -47 1,296,756.24 334,215.53 -45 0% 
1985 65 2,596,366.92 200,491.65 148 10,558,624.92 815,337.83 144 0% 
1986 220 14,648,559.16 782,508.50 290 56,945,413.61 3,041,955.86 273 0.27% 
1987 458 40,972,180.94 1,304,431.10 67 81,402,123.59 2,591,598.97 -15 0.39% 
1988 474 93.971,540.74 193,628.00 -85 170,576,969.94 351,473.19 -86 0.11% 
1989* 389 996,392,623.60 343,761.71 77 2,325,031,365.45 802,149.86 128 0.45% 

* As of September, 1989 

Average Exchange Rate 
(Intis per U.S.$) 

1980 =0.293 1985 = 12.95 
1981 =0.430 1986 = 18.72 
1982 =0.718 1987 = 31.41 
1983 =2.041 1988 = 485.32 
1984 =3.880 1989 = 2,898.50 
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CHAPTER IV 

THE PROMOTION OF THE MICROENTERPRISE SECTOR 
(A critical review of recent experiences) 

The task of systematizing the vast experience accumulated in the field of microenterprise promotion during
the last years in Peru is still pending. What were the starting points, the objectives and how were these
accomplished, are some of the questions which are still waiting for an answer. The need to explain theseoutcomes appears more evident when the aspiration is to secure an efficient use of current and futureresources for the promotion of this sector. The purpose of this chapter is to provide the elements for thefulfillment of tl2s task. The starting point for an analytical assessment of the promotion experiences is the
acknowledgement that, although in the majority of cases they are similar from an operational viewpoint, theyare based on diverse -- and even divergent -- approaches. This is why it is the intention of this chapter topresent and develop those ideas, including the underlying ones, shared by the different promotion agents.
In some cases they are obstacles to be overcome, but in others, they bring about the possibility of 
strengthening the programs. 

Emphasis is not placed on quantitative aspects, so far experiences have been of a limited scope, but inthe operative models and the hypothesis underlying the latter. The exogenous variables are not studied
either. The reason for that exclusion being the fact that the promoting institutions have no capacity toccrtrol over them. However, it should be pointed out that they have deeply affected the performance -upto the point of endangering- the feasibility of the programs. Table IV speaks for itself, since it indicates thenumber of users assisted in1987 and 1989. During this period, simultaneously with the economic crisis, the
portfolio of promoter agents decreased from nearly 32,000 micro firms to less than 20,000 -- one third. Thisdid not occur because of less demand for attention. To the contrary, it resulted from strong subsidy policies
and interest rates from the previous period and hyper-inflation. Therefore, financial funding vanished. ILESIis the most dramatic example. As concerns the number of users, it seemed to be the most successful. The
worth of FONCRESI (Fund for the Development of the Informal Sector) that the Central Bank establishedin 1986 to be managed through this promoter agent in the amount equivalent to USS 10,000,000, has
dwindled to little more than US$ 250,000 at present. Beyond the greater or lesser adequacy of the operativemethodology of the promoting institutions, this is a consequence of policies which are out of control of thelatter. Therefore, assuming such framework as a parameter to which they have to adapt themselves, the
internal structure of the programs is discussed hereinafter. 

The chapter is divided into two main sections: the first contains a review of the promotion programs,
discriminating those which have been called the "first generation" (1986 to mid 1988) from those of the"second generation" (from mid 1988 to the end of 1989). In the second section the results of theseprograms are assessed with the purpose of drawing lessons that can be useful for the design of a
comprehensive strategy for this sector. 

A. Review of Promotion Programs (1986-1989) 

1. First Generation Programs (1986-June 1989) 

The programs implemented by the following promoter agents are grouped in the list below; 

" Accion Comunitaria del Peru (PROGRESO Program); 

" Project for Social Development and Emplayment in Urban and Rural Communities (PRODESE); 

" Institute for the Development of the Informal Sector (IDESI); 

" CARE - Peru; 
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" DESCO;
 

" Center of Engineering for Labor Development (CIPDEL);
 

* 	 United Christian Action for Development (ACUDE); and 

* Municipaltiy of Metropolitan Lima (PROME-Municipal Savings Bank). 

This list basically refers to those programs which were implemented during a period of rapid economic 
growth (five of them began in 1986). The major programs presented the following common aspects: 

" The development of operative models of support to the sector; 

" The participation and collaboration of the State and international agencies in their operations; 

" The training of a significant number of current technical cadres; and 

" The acknowledgement of this sector's importance, and consequently the need for its support. 

The development processes of these aspects, as well as the implications derived for the next stage are 
described below. 

a. 	 Context 

This period presented a series of conditions favourable for the birth and impulse of support programs, as
well as for the strengthening of many others already in operation (See Table I). Among major conditions 
encountered, mention should be made of: 

" 	 The existence of a series of studies on the sector. These enabled promotion programs to have 
an adequate conceptual framework and diagnosis to thereafter allow the development of 
support proposals. On the other hand, these studies focused attention on this sector, which 
until then had an extremely low profile within the \kide and vague world of poverty and 
marginality. 

" 	 The presence of a considerable number of promoters who, although lacking working
experience in the sector (in turn a consequence of the limited microenterprise promotion
practice), did, nevertheless, have sufficient knowledge of urban shanty towns and their daily
)roblems. Therefore, this knowledge was based upon the experience gained through

community development projects (health programs, food, self-construction, urban 
infrastructure, etc.). 

" 	 Afavorable economic environment expressed in (and moreover based upon a strong increase 
of consumption) which lasted until early 1988. This facilitated, among other things, a rapid
allocation of resources in the sector with a high probability of return not only because of the 
microentrepreneurs' will to honor their credits, but also du. to the capacity to expend those 
existing. 

" 	 The favorable political attitude of the government (central and local) towards this sector 
prevailing during this period. This attitude was made evident in the State participation in three 
of the most important support programs"3 developed during these years. 

" 	 The numerous experiences of assistance to the sector developed abroad and the interest 
shown by international organizations to cooperate in the launching and operation of support 

19 ELIDESI, PRODESE and PROME. 
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programs such 2r .. l, PRODESE, the Municipality of Lima and Accion Communitaria, whichin lesser or greater degree, received grants and technical cooperation from the ILO, OAS,
UNICEF and USAID. 

b. The Conceptual Framework 

Three main conceptual approaches achieved greater dissemination and development during this period.Each of them presents a different diagnosis of the same reality, pinpointing a series of possibilities andlimitations for the sector's development, which in one way or another contributed to defining the promotion
and support policies. 

These approaches which are related to concepts present in the international scope are the following: 

" That which stresses that the origin of the microenterprise sector is generated by excessive 
State intervention in civil society and economic activities. This intervention generates a series
of bureaucratic obstacles which hamper entrepreneurial initiatives and highten operational
costs. This is why an increasingly large sector of entrepreneurs operate outside of the legal
framework. 

" That which considers tI e sector as a normal result of a social development increasingly
overflowing a barely present St3te through a series of "alternative" grass roots experiences.
In this manner, a pa.allel or dual economic system is progressively set up. 

" That which explains the genesis of this sector in terms of the endogenous tendency of the 
economic system to concentrate capital and wealth. In societies such as Peru, this generates
a structural surplus of labor supply. Those who compose such surplus confront the choice
of unemployment (totally unaffordable for the majority), or self employment, facing restrictions
resulting from unequal distribution of (and lack of access to) capital mentioned previously.
Those who choose this last option constitute the informal sector. 

Of the three conceptual variations presented, the fErst and third achieved a greater influence on development
programs during this stage. They were assumed as a reference framework (often not explicit) to define theprograms' lines of action. T; us, for instance, Accion Comunitaria, could be placed in the first approach.
In effect, this i:.stitution acknowledges that microentrepreneurs are not part of the formal sector because ofthe high cost of access into formality and bureaucratic red tape entangling such access. PRODESE, IDESI
and PROME, on the other hand, adopted the third approach CARE and ACUDE show an explicit absence
of a conceptual framework. CIPDEL basically refers to the sn iF-l industrial firm DESCO emphatically objectsto the two first approaches and follows the third, one however pointing out that this concept is " limited by
a certain economicism." 

Despite diverse conceptual approaches, as cc ncerns operativity, promotional support lines present basically
similar characteristics. Probably an initial explanation may be found in the fact that the programs were
based upon methods already apolied and tested in other countries (as is the case of PROGRESO) or in the 
country itself. 

However, there is an additional reason which perhaps may be even more important: the lack of clarity
concerning the development possibilities of such a heterogeneous sector and the emphasis on theimprovement of work posts, rather than on the entrepreneurial units. This affirmation, which may seem
exaggerated, is confirmed in the common hypothesis that guided the development of the programs during
this period. 

c. Hypothesis 

A study of the hypothesis of intervention revealed the following: 
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" A prevailing optimistic opinion concerning a short-term transit possibility of a large portion of 
this sector towards the modern sector, as aconsequence of the support policies implemented. 

" The tendency to consider the sector as a seedbed for modern industry, thus implying the
hypothesis of vertical development (growth in quantitative indicators) for a major part of the 
units. This approach was incompatible with limitations that illustrated their origin and which 
were evidenced In its stratification. 

" 	 The proclivity -- already mentioned --to focus on the work ana the occupation rather than the 
entrepreneuriei unit. This, which is reflected in expressions such as "your work is your
guarantee" ki DESI), "street vendors" (PRODESE, Municipal Savings Bank), "talleristas" (DESCO),
distracted interst from other aspects, such as the measurement of the impact (growth
indicators of the entprprise), the need to progressively develop credit lines for investment of
fixed assets, and the lack of attention to the quality of market insertion. 

" 	 The scarce selectivity which, although understandable at the beginning of the programs
(1986-87), is inadmissible as a policy. As a consequence of this, the efficiency and 
effectiveness of the resourues invested were very low. This implies that throughout the 
permanence in a program there was no distinction in the support provided, other than the 
exclusive fact of previous experience. This means that there were no answers to the high
degree of heterogeneity of the sector. 

As concerns the promotion lines implemented, the following assumptions are revealed. As will be pointed 
out further below, they were incomplete and/or partially wrc" 

" 	 Credit: The nonexistance of real guarantees is the main problem. Once this has been 
corrected, based upon timely payment of loans, the financial system assumes the sector as 
creditworthy. 

" Training: Training courses do not necessarily have to be distinguished based upon the needs 
and/or characteristics of the units. Training could be provided on a massive basis while 
preserving adequate impact. 

" 	 Guild Organizations of Microentrepreneurs: Strengthening of microentrepreneurial
organizations would result from reputation won as intermediaries of support progrms, and 
consequently there would be no need to allot specific funds for this purpose. 

2. 	 Operational Characteristics of First Generation Programs 

The programs have been grouped together according to characteristics of massiveness (PROGRESO,
PRODESE, IDESI) and selectivity (DESCO, CIPDEL, CARE, ACUDE). This classification is based upon the 
manner inwhich stress placed on any of these characteristics determined the adoption of coherent methods. 

One unique case covering both aspects is thd program implemented by the Municipality of Lima (Municipal
Savings Bank -- PROME). This is the sole exception in which a direct relation was established between the
financial entity (the Municipal Bank) and, microentrepreneurs represented by their organization (Campos
Feriales -- Fairgrou, ds). 

a. 	 Massive Programs (PROGRESO, PRODESE, IDESI) 

As shown in Table IV.1, the three agents have operational credit lines and training. IDESI and PRODESE 
provide support to guild organizationib, while PROGRESO , although evidencing concern on this last 
modality, does not actually become in.volved in any concrete promotional action in that direction. 
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1) Credit 

Credit support policies basically have the same characteristics (detailed information are contained in Tablos
IV-2 and IV-3). Some of these are: 

" Assistance to both manufacturers and traders; 

• Rigid credit scales; 

* Monthly payment terms;
 

" Credit for working capital;
 

" Rates of interefst same as those charged by banks;
 

" Group loans (solidarious groups); and
 

" Requirement-: evidence of an economic activity and personal information.
 

2) Training
 

Inthe case of IDESI and PRODESE, training assumed a compulsory nature, and has been an indispensable

condition to qualify for access to the credit program.
 

Training was focused on business management. Inthe case of IDESI, this activity became full time for more
than half of each operative group (generally made up of six to eight people)
 

The methodology used at the beginning was scholastic. The six month long curriculum was 
 rigid anduniversal (it began with cash flow and ended with break-even point). Attempts to adjust the methodologyand contents to the peculiarities of the target group did riot achieve the expected results.
 
Inthe case of PROGRESO, training (with the same content and methodology) was optional and demanded
 
an additional cost to the benificiaries.
 

3) Guild Organization of Microentrepreneurs
 

IDESI ano PRODESE clearly outlined in their program design, a line of support to organizations. However,
the experience carried out by both proorams during the period, did not involve a real effort of organization

of the sector.
 

During a first stage, 1986-June 1987, re!ations with existing organizations were limited to the same, whether
promotion 
 and support insirurnents for the programs (IDESI) or fulfilling a bureaucratic role in their
implementation (PRODESE).
 

In a second stage, and resuming the Municipal Bank experience, IDESI initiated a work experience with
organizations from the trade sector. 
 Its purpose was the strengthening of the Central de TrabajadoresAmbLulantes de Lima Metropolitana (Central of Street Vendors from Metropolitan Lima). 

During the period, foundations were laid to enable the organization of the sector to grasp the attention of
the majority of programs. 

Unfortunately, the discontinuation of PROIDESE and the disbandment of asubstantial part of the IDESI staffhas impeded an adequate systematization o. the lessons drawn from those experiences, and probabiy
delayed the development of methods for adequate organizational advice. 
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4) Participation of Women 

Massive programs have benefted women, in proportion to the importance of the female population of the 
sector. In the case of PROGRESO, 53 percent of the beneficiaries were female while In PRODESE that 
proportion reached .neady 63 percent. Significantly, the large presence of women in these programs Is the 
result of the fact that a considerable part of their resources and attention were channeled towards trade, a 
sector with a heavy female concentration. This does not occur when attention is addressed towards the 
manufacturing sector. In effect, as can be seen in Table IV-9, while 66 percent of micro traders covered by
PROGRESO were female, the respective proportion In the case of micromanufacturers hardly reached 26.9 
percent. Therefore, the impact on the female popuation is virtually a linear function of the sectors towards 
which the promotional activity is directed. 

b. Selective Programs (CARE, CIPDEL, DESCO, ACUDE) 

The operativity of these programs is highlighted by the selective support, viewpoint. 

Credit lines, training and business administration advice were the main lires implemented by CIPDEL and 
CARE, while, on the other hand, DESCO focused on technical training. There were no support lines for 
microentrepreneur guilds or associations. 

1) Credit 

In the case of CIPDEL and CARE, credit could be obtained whether on an individual or group basis. The 
amounts granted to the beneficiaries were destined for working capital. Tables IV.2 and IV.3 contain details. 

An analysis of the requirements demonstrate that the credit line of CARE was oriented to segments with a 
greater accur .,lation capacity and, even to small enterprises. 

2) Advice 

In the case of CARE, advice was focused on the preparation of an investment profile, this exercise being a 
requirement for obtaining a credit. 

Advice offered by CIPDEL was more of a permanent nature. It usually lasted six months, with an intensity
varying according to the characteristics of the loan (group or individual). 

3) Training 

Training offered by CIPDEL and CARE consisted of a series of lectures (most of them concerning
management), rather than a systematic delivery of structured courses. In this sense, efforts developed by
massive programs encompassed a larger scope and depth. 

DESCO had a technical traning program directed towards the metal/mechanics sector, with a methodology
similar to that used by quality circles, in which participation of microentrepreneurs is a key factor. 

A first lave! was constituted by "masters" (defined as those skilled well-experienced microentrepreneurs) and 
apprentices. A second level included only masters and a third level the latter and an expert. At present,
the training program has been assumed by the microentrepreneurs themselves. 

c. The Municipal Bank 

The experience of the Municipal Bank is limited to credit support (as a financial entity). However, in its 
search to optimize its operating costs in view of the scarcity of its resources, it developed the basis of what 
would be considered the initial model of today's self-managed credit programs. During the same period,
the Municipal Bank acted as a financial outlet to finance other programs and the reference herein is to its 
own program. 
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The mechanics of this particular program involved microentrepreneurial organization on the basis of thecontributions made by those members interested in participating in the credit program. These contributionsmade up a guarantee fund which was deposited in the bank. On this deposit, the Bank made a financialleverage of two to five. Paying members could demand credit up to maximum admitted by the level ofleverage. Non-honored loans were discounted from the fund. The organization, starting from theconstitution of mutual endorsement groups, gathered each credit request, approved or rejected these, andprocessed formalities with the Bank. Under this modality the organization was the client and the operatein one. Control of the portfolio and recuperative actions on overdue payments were also the responsibility
of the organization. 

3. Contributions and Limitations of the Programs during this Stage 

a. The Demonstration 

The relatively significant coverage reached in a very short time; the interest showed by microentrepreneursin participating in the support programs; and the high rates of credit recovered, constituted, among others,the main elements which generated a positive demonstration effect concerning the possibilities to
successfully implement support policies. 

By simultaneously stimulating State participation, this demonstration effect also spurred the interest of aseries of financial and support organizations which, until then, had not developed any working experiencewith this sector. Thus, from just one financial institution that had worked with the sector (Banco Wiese) eightmore became involved in the functioning of support programs. In addition, the number of programs
increased from eight to thirteen. 

b. Return, Guarantee and Profitability 

As concerns the allotment of credit funds by the formal finance system, it was initially assumed that: a)
resulting from the demonstration of the borrowers' paying capacity (less than 3 percent of delayed
payments) and, b) with the backing up of an ad hoc instrument vis-a-vis uncollectables (Guarantee Fund),
the feasibility of microentrepreneurs creditworthiness would be just a question of time. 

The experience gained during this period, demonstrated the relative nature of this assertion. That is, theguarantee and rate of recoveries are only a part of the costs to be covered by financial entities.20 Onthe other hand, the income of the financial system does not originate only in the interest charged to theborrowers, but also from a collection of several services. In the last analysis, for the financial institutions,lending money to the microenterprise sector is not only a problem concerning guarantees but one ofprofitability. This is expressed in the difference between operating costs (of which risk costs cover only
a part) and, income (interest, commissions, services,etc). 

C. The Promoter Role of Credit 

Above and beyond all other possible support (training, advisory, legalization, information, etc.), creditis the leading promotional instrument. It summons the greatest interest from a wide range of stratawithin the sector. Furthermore, it may be massively applied through efficient operating models. 

In Table IV. 1 it can be observed that in those programs with promotion lines other than credit, the coverage
is much more limited. On the other hand, due to the magnitude of the resources invested, operating costs 
per unit are greater. Such is the case of DESCO (technical training) and other programs such as CIPDEL
and CARE, which, nonwithstanding that they have a credit line, place emphasis on entrepreneurial advice. 

20 Castiglia and Donnenech, Address presented during ALIDE Seminar in Bolivia, 1988. 
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Since it is evident that they must be a part of any policy seeking to promote the development of the sector 
as a whole, the possibility and convenience of this i of support is not denied here. What should be
stressed is that, beyond the necessary basic conce.s, training and advice have intrinsic characteristics
which makes their broad extension improbable. Furthermore, they have a definite usefulness and are of
interest to some but not all strata. Contrarily, credit does merit the role of generalized promoter, since its 
usefulness vertically crosses the entire sector. It generates interest and expectation, while, as has already
been mentioned, it can definitely be broadly extended. 

d. Training and Advice 

During the period, training and advice did not acquire a great creativity as concerns operating models and 
applied methodology. 

In the majority of cases, the participation of microentrepreneurs in training and advisory programs had a 
compulsory nature and was an indispensable requirement to qualify for credit programs (IDESI, PRODESE,
CIPDEL, CARE, ACUDE). Inthose cases inwhich training was not compulsory (PROGRESO), approximately
40 percent of the micro-entrepreneurs participating in the credit program attended the courses. 

The indicator chosen to measure the impact of training and advice was, in all cases, the number of sessions 
or hours of effective attendance. It is obvious that, since these services were compulsory to qualify for
credit, this indicator lacks validity to evaluate the interest awakened. Neither is it useful to analyze the
convenience of its contents nor accuracy of the methods us,.d in its development. Much less does it enable 
one to know the benefits which microentrepreneurs have ai tained from such knowledge. 

e. Possibilities for Guild Organizations 

At the beginning, participation of .)icroentrepreneurs' organizations2' in these programs (DESCO, CIPDEL,
CARE, PROGRESO) was nonexisL. t, or reduced to secondary roles, like dissemination, backing of the 
programs (IDESI) and bureaucratic tasks involving documentation formalities (PRODESE). The only
exception, as indicated, was the experience developed by the Municipal Bank which, in search for an
improved use of its scarce operational funds, delegated increasingly large responsibilities to guild
organizations. Meanwhile, as a part of the same process, it encouraged the setting up of guilds' guarantee
funds, thereby laying the foundations for today's most advanced credit operation model interms of yield per
allocation, timeliness, and loan convenience. 

However, the experience developed by the Municipal Bank encountered an important limitation which
resulted from its scarce operating resources, as well as from its condition as financial entity -- the 
impossibility of working to strengthen the organization. 

f. The limited Exchange between the Programs 

This stage is branded by heavy competition between programs,evidenced in the race for increasingly larger 
coverage and a confusion of rivalries concerning successes and failures. The first factor implied a poor
feedback within the same programs, and the second [,,,it a barrier which impeded establishing adequate
discussion and an exchange of opinions, which would have facilitated a more efficient use of the resources 
alloted to this sector. 

The only initiative stressing the need for an exchange of information and experiences was developed and
finally carried oui by DESCO through a series of meetings held in 1987 on the subject of training. These 
meetings were attended by all those working in support programs. 

21 Until mid 1987, businessmen's organizations were the only ones which had a relation with their 
programs, the manufacturers' organizations. These, aside from being very few, began just recently (mid
1988) to participate in the program. 
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g. Wholeness as an Isolated Effort 

Heavy competition among the programs led to a reinforcement of the self-sufficiency which was alreadythere, as concerns their role as promoters of the sectors development. Once reality began to be interpreted
and multiple support needs were pinpointed, each program agreed on the need to possess, on a separate
basis,their own independent integral service of attention to the sector (credit, training, advice, organizational
support). 

Among the negative aspects this generated, the following can be mentioned: a) a scarce specialization of
the agents, with a subsequent drop in the quality of services offered, b) the overlapping, in time and place,of support with the same characteristics, and c) high operational costs derived from the multiplication of 
support by the same institution. 

h. The role of the State 

The relative success of the promotion activities achieved during this stage, can not be understood without
acknowledging the role played by the State. (Municipal Bank, PRODESE, IDESI, DESCO). However, in
equally successful cases (PRODESE, DESCO) this participation was very restricted. 

In the same manner, in the short-term the mac,c-)ijr.mic conditions presented a favorable climate for thedevelopment of these programs. Contrarily, in the long-term effects were highly unfavorable, as shown bythe virtual disappearance of lendable funds resulting from the negative interest rate policy. 

In any case, the importance of State participation and support in promotion policies is evident. The
development of the sector can hardly be achieved inthe absence of favorable and consistent public policies 

i. Massiveness, Heterogeneity and Selectivity 

Inview of the challenge it entails, development programs with a mass support viewpoint (PROGRESO, IDESI,PRODESE, Caja Municipal), tended to standardize their support effort. Inpractice, to a certain degree this
overlooks the heterogeneity of the sector and does not permit a selectivity of action. 

On the other hand, programs which adapted a selective support approach (CARE, DESCO, CIPDEL, ACUDE)developed methodologies, that due to operating costs, did not allow for a more ample coverage. 

The only experience which tried to link both aspects (massiveness and selectivity) was an IDESI pilot planentitled "Credit for Development". However, due to difficulties that arose when this institution attempted to 
secure an independent comprehensive program, the experience was discontinued. 

j. Poor Systematization 

The hard task of making the programs grow and stabilize sapped the time and tranquility required to
systematize the rich experience accumulated by the promotion. Thus, errors encountered in the operationalmodels that were implemented were unfortunately overlooked and not corrected. Moreover, this hamperedpossibilities for inter-institutional commui ication and delayed progress for a series of programs. 

Another factor obstructing adequate systematization, although, paradoxically, allowing for an exchange, wasthe partial disbanding of the promotion staff of the major programs (IDESI, PROGRESO, Caja Municipal,
PRODESE). 

k. The change of Concept from Beneficiary to User 

In the beginning, all programs considered microentrepreneurs as beneficiaries of the support offered bythem. This obviously refl, .ted the prevailing approach to the sector's problems, shortages and limitations.
Under such circumstances, the microentrepreneur coulId rarely dr.cide on the timeliness, amount, or direction
of the support offered by the programs. Instead, the micro-ertrepreneur was placed on one or another 

71
 



bracket of a credit scale based upon the criteria of a promoter who, in the majority of cases, did not have
the sufficient knowledge, except those guidelines provided by the operative manual. Moreover, the
microentrepreneur was obliged to attend the lectures, take training courses, etc. 

Towards the end of this stage, this opinion of microentrepreneurs evolved and they began to be considered 
as users of the assistance. Microentrepreneurs had thus acquired - status of adulthood, and were now
able to decide upon conditions of the programs (credit lines instead of rigid scales, optional training, etc.).
From the viewpoint of promoVtn lines, this implied more flexible operating systems and an
acknowledgement of the microenti epreneur as a person accustomed to make decisions. 

I. 	 Low Concerns of the Impact 

The utility of -- and furthermore, the need for -- measuring the impact of the programs was overlooked. The 
reason for this are threefold: a) the poor systematization of the experiences already indicated; b)the scanty
know-how developed for this purpose; and c) the limited modernization of the initial control systems
(computers were not used until the beginning of 1988). In view of the massive scale, of the programs, this 
last shortage even affected the reconstruction on follow up data. 

4. 	 Second Generation Programs (June 1988-December 1989) 

This heading contains programs implemented by the following promoter agents 

" Center for Social Research and Alternative Popular Education (ALTERNATIVA); 

" Advisory Staff and Productive Activities of Popular Sectors (EDAPROSPO); 

" 	 Center for the Support of the informai Sector (CASI); 

" 	 Peruvian Institute of Enterprises with Exclusive Worker Ownership (INPET); 

" 	 El Agustino Educational Services (SEA); 

" 	 Center for Research, Documentation, Education, Advice and Services (IDEAS); and 

* 	 Associa:ion for Popular Production (FROPULAR). 

This list as well as the previous one, not only reflects the date of initiation and launching of programs (See
Table IV-4). It also includes common aspects, but this time within an economic context unfavorable to their 
operative development. Among the most important, these common aspects were the following: 

" 	 To have no direct participation or c~ll:boration from either the State or international 
organizations for their functioning; 

" To focus their promotional actions nearly exclusively on productive sectors. (manufacturing 

and related services); 

" To focus the assistance on the unit's development and on to the sector as such; 

" 	 To apply selective, instead of massive, promotion policies; and 

" 	 To seek spaces for d..cussion anu exchange." 

22 During the current Inter-Institutional Committee, entities such as ALTERNATIVA and IDEAS, played 
an important role, while first generation programs with the exception of CIPDEL and DESCO were not 
present during the formation stage. 
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Simultaneously to these, former programs continued operating. Ti, only exception was PRODESE which 
was discontinued due to finance difficulties. These programs are: 

PROGRESO;
 

* 	 IDESI; 

* 	 CARE - Peru; 

* 	 DESCO; 

* 	 CIPDEL; 

" 	 ACUDE; and 

* 	 Municipality of Metropolitan Lima (Municipal Bank). 

a. 	 The Context 

This period experienced the blows of the economic crisis which became evident in July 1988. Within this 
context, the major elements are the following: 

" A series of former support programs whic , as a result of previous work, benefitted the newpromotion programs through a conceptual framework and an enriched diagnosis, in addition 
to previously tested support methodologies. 

" 	 A considerable number of trained promoter cadres who transferred the experience acquired
in the field to the new programs. 

" 	 An unfavorable economic climate, as a result uf the 'risis of the reactivation model, hampered
the programs' process of consolidation and expansion, and generated a tendency to foster
support only to those individual units with growth possibilities. This impaired attention to the 
sector as a whole. 

" 	 The change of political attitude as compared to the previous period, which grew worse during
the last year. The increasing indifference shown by government entities (central and local),
as concerns the promotion of the sector, resulted in a withdrawal of support to two of the
major programs and the neglect of a third one. 

" The development of a richer, although still weak, process of organization of the sector through
district associations. They currently cover practically all the major districts of Metropolitan
Lima, 	regardless of their still low representativity. 

b. 	 Conceptual Framework 

The conceptual framework guiding the new programs' actions is not as explicit as it had formerly been.Moreover, apparently there is no initial concern for the need to explain and guide the operating lines ofaction. The urgency to assist the sector has somehow impeded channeling attention to this subject.However, during recent months, aseries of meetirgs have been held for group discussion and an exchangeof ideas. As a consequence, it may be maintainod, that almost all parties share the elements concerning,he genesis of the sector as, contained in the *ihird approach discussed in Chapter IV as well as the
differentiated role in the socioeconomic structure. 
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c. 	 Hypothesis 

The guidelines of the previous period, I.e., the tendency to overcome restrictions based upcn the support
focused on the ,mit, have been reinforced in the new programs. The underlying, although non-explicit
hypothesis, is that programs should mainly -- and even only - support microenterprise with the capacity to 
attain development. Thus, the selection of units Is identified with "selectivity,' which requires the appraisal 
of intensity and direction of the support. 

5. 	 Characteristics of the Operation 

The new programs added several new fields to the current lines of assistance (i.e., credit, training, advice 
and organization). These are technological development, marketing and information. Table IV.4 details such 
services. As these are concerned, the following must be mentioned: 

" 	 Credit: As indicated, all the programs have benefitted from previous experiences. This is
demonstrated by improved participation of the organizations in the operation of credit lines, 
to the extent that these are or will be self-managed programs. No major changes have been
introduced as concerns the dynamics of guarantees and formalities. For more information see 
Tables IV.5 and IV.6. 

* Training: Training offered by the new programs have the same limitations encountered in first 
generation programs. No major progress has been achieved, although previous field work in 
training courses has generated an attitude of self-crilicism. 

* 	 Technical Advice: Technical advice has received greater weight vis-a-vis other components
in new programs. This is the result of the selective approach with which they initiated their 
activities. 

" 	 Technology: Support has been directed towards the capital goods and intermediate goods
manufacturing sectors. It focused on two main lines -- the development of prototypes a:id 
marketing. For this purpose contact was established with specialized organizations currently 
working in Peru. 

" 	 Information: Support is based upon the fact that information is of a major importance for 
micro-entrepreneurs. As concerns this field three models have been developed. One of them,
massive in nature, is currently being carried out by PROPOPULAR through a monthly magazine
addressed to the sector. It is distributed as a special supplement in a leading national 
newspaper (the three first issues appeared in the "La Repub!ica" newspaper). The second is 
applied by CASI through the regular delivery of a workbook distributed via microenterprise
organizations on finance, legal aspects, m;,rketing and technology. The third, is used by
CIPDEL, DESCO and ALTERNATIVA as a service to access data base on support entities (both
public and private), microenterprises, goods offered, input suppliers and others. 

" 	 Marketing: This involves development of operating models to erable micro-entrepreneurs to 
stabilize'and widen current markets. So far, these experiences, limited in scope and coverage
have been of an experimental nature. 

6. 	 Evolution of First Generation Programs 

a. 	 Massive Programs (PROGRESO, IDESI) 

Due to a lack of funds PRODESE stopped operating by mid-July 1988. PROGRESO and IDESI which 
continue working, had the following evolu!ion (see Figure IV 1.1: 

* 	 Credit: The PROGRESO program has not introduced major changes in its lines. However,
due to the decapitalization of its resources, it did significantly reduce its level of operations. 
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For IDESI, the current situation forces a contraction of coverage. However, it has managed
to maintain a continuous credit line while from the management viewpoint, it introduced one
of the most updated and sophisticated computerized control systems. Another aspect whichIs worthwhile mentioning, has been the dissemination of the self-managed credit model shown 
on the following page. 

" 	 Training: This field has made the least progress of all. The PROGRESO program has not
made major changes while IDESI has shifted to optional courses. 

" 	 The organization of the sector: After having strenuously supported the work with
organizations in early 1988, IDESI has once again lost all interest. Perhaps its most
outstanding achievement in this field has been the dissemination of the self-managed creditmodel and the leading role it granted to the organization as concerns the entrepreneurial
development of its members. 

b. 	 Selective Programs (DESCO, CIPDEL,ACUDE, CARE) 

" 	 Advice: No significant changes have been registered in any of the current programs.
However, there is an incipient tendency to aadress microenterprises towards specialized
consultancies provided by other agents (SENATI, UNI, etc.). This isa healthy practice which
helps to qtrengthen the support network of the sector. 

" 	 Training: There is much criticism concerning the manner in which training has been
implemented during the previous period. New proposals are currently being designed. 

" Credit: Certain important changes have been introduced. CIPDEL has increased the amount
of available credit through an agreement with FOGAPI. The pilot experience is makingprogress in the Northern Cone of Lima. The model is a variation of the aforementioned
self-managed credit system. The guarantee fund ismade up of contributions by CIPDEL andADESCO (Association of Developing Enterprises of Comas) and receives the support of
FOGAPI to increase the guarantee. The outlet is the Banco Industrial. CARE and CASI work
with variations of this model, while ACUDE has temporarily restricted its credit supply. 

" New Services: DESCO isdeveloping an assistance program for microproducer capital goods 
anc, intermediate goods aimed at supporting the development of technological innovations (that
is, inventions which can be marketed). 
DESCO, CIPDEL, ACUDE and CARE are involved in the marketing of manufactured consumer 
goods (particularly exports). Of these experiences, ACUDE's is the mhost complete. 

c. 	 The Municipal Bank and CCC Bank Programs 

The Municipal Bank, which pioneered credit systems with participation of microenterprises, significantlyreduced its portfolio and discontinued its staff. This has been brought about by factors external to the 
program itself, and has made the program lose its leading role, thereby affecting its feasibility. 
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The CCC Bank is another entity which developed financial ties with this sector. From accumulated 
experience over a four year period working with the sector (as an outlet for IDESI, PRODESE, CARE,
CIPDEL, CASI and Alternativa) it developed two modalities for lending directly to the sector which are 
different from those used with other clients. 

One cf these is self-managed credit (without the participation of the promoter institution). It is applied with 
the se,';ond tier organization "United Organizations of the Informal Sector 23 of August." At its peak, the 
program covered 16 grass roots organizations with an average of approximately 1500 clients. This model 
has not been extended to other organizations. 

The second modality is known as tle PPP (Program for Loans to Manufacturers) and is a personal loan. 
The mechanics are as follows: the microentrepreneur approaches his neighborhood agency and requests 
a loan in his capacity as a manufacturing entrepreneur. Depending upon the legal status of his activity
(formal or informal) he must submit the documentation required in oach case. In both cases, the guarantee 
must be real and moreover, must have the special endorsement of a third party. 

Once the credit request form has been -uly filled out, an executive account official checks the data and 
evaluates the credit request adjusting the amount requested, if necessary. 

Loans are granted starting at US$ 700. There is a six month maximum amortization term and a 15 percent
cash reserve, either as a forward payment oi as a discount of the amount granted. This reserve is deposited
in a savings account held by the petitioner. 

7. Contributions and Limitations of the Programs during This Period 

a. Agreement and Exchange 

A common feature of tke programs which should be stressed during this period is the search for spaces fcr 
agreement and exchange among promoter agents. This has facilitated setting up groups of institutions by
fields of common interest (for instance, marketing, support to organizations, credit, information, etc.). Each 
participating agent may, therefore, share the experiences of others, either in the practical operating field or 
in abstract conceptual terms. 

Despite the fact that these spaces are still being consolidated they have already diluted some of tile 
prejudice on coordinated work. 

The bases for coordination and agreement are, or, the one hand, characteristics of the current programs
such as specialization and diversity, and on the ciher, the effects of a crisis which increasingly worsens,
compelling the rational use of the scarce resources available. 

An effective agreement practice demands that the previous competitive situation stop, and an exchange of 
viewpoints be fostered in its place. 

b. Integrity and Specialization 

Comprehensive attention demanded by this sector, that is, tlha need to approach the development of the 
sector through different angles and possibilities, was attempted in the preceding period by trying to make
each entity do everything simultaneously. The resulting limitations of this are obvious, since the goals were 
unrttainable. At present, programs are undergQing a more rational process. The different programs are
beginning to specializ. n specific fields. Thereafter, the search for wholeness is fostered through the agreed
participation of each program accordirg to its particular situation and specialized field of activity. 
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C. The Market 

The crisis highlighted the market as a key factor to consolidate and develop microenterprises. During thepreceding period and due to various factors - favorable economic context, need to increase allocations,
inadequate information, non-measurement of the impact, emphasis on the unit, etc. - the programs ignored
the limitations and challenges which market segmentation imposes on promotion entities. The subject ofthe market and particularly marketing, becomes the central axis now confronted by promotion entites and 
support programs. 

d. Guild Organization 

The trademark of the current programs focuses on strengthening ,nicroenterprises organizations, and an
acknowledgement of the decisive roles that they play in lowering the costs of many services offered to
microenterprises (such as in the case of credit). 

The development of this role required that guild organizations no longer be considered as a mere means 
of dissemination and support or, as happened in the past, as an entity in charge of administrative and 
controllling tasks. 

e. Promotion Staff 

During the period the staff encountered improved processing possibilities for processing the experience and
information accumulated from both group practice and personal work in the sector (it should be reminded 
tnat d zbstantial number of promoters come from first generation programs). 

These possibilities originated in several factors, among which the following are mentioned: 

" A crisis which threatens models developed under more favorable contexts definitely demands 
more attention and thinking, as well as a higher level of feedback in the programs. 

, Current provisions in promoter entities to "narrate" the history of their development. 

" The relative stability of the staff during the last two years. 

" Agreement and exchange, which unfolded the need to compare, disseminate and transfer the 
experience of each agent. 

Thus, as compared to the previous period, the staff is more qualified regarding both its approach to sector 
know-how and its professional profile. 

f. The State 

Due to reasons which can not be generalized, the State reduced its presence in first generation programs.
From initially supporting four of them (DESCO, PRODESI, IDESI, Caja Municipal) it currently supports only 
one, the Caja Municipal. 

The new proarams are totally ignored by the State. Moreover, it seems ihat the institutions themselves 
(particularly the new ones) maintain the unstated opinion that the programs should be run without the
participation of the State. To some extent, this results from the emphasis placed of the individualmicroenterprise which impedes a clear view of the State's role as concerns changes (legal, financial, etc)
which are needed on the macroeconomic level to enable the development of the sector. These inc:lude: 
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g. Emphasis on the Unit and Not on the Sector 

First generation programs already showed a tendency tuward seeking development through resources
destined to the microenterprise (credit, training, technical advice, etc.), without taking into account otherstructural factors which can not be overcome Individually. Such an emphasis enables an overall sector view. 

In the previous stage, regardless o; the fact that promotion action focused on overcoming the constraints
at the firm level, the relative masiveness developed by the programs, maintained a view of the sector as awhole. By losing contact with the mass approach (coverage of these programs is minimal. See Table IV.7),
emphasis currently placed on the individual microenterprise. This brings about a loss of interest in the
development of the whole sector, limiting the actions only to particular strata. 

h. Financing 

Financing is the field where most significan! progress has been achieved. While safeguarding the sector'sneeds, profits which financial institutions should obtain are no longer neglected. This is a basic condition 
for orienting allocations towards the sector. 

Such methods have been developed with the participation of organized microentrepreneurs who manage
their own credit programs, under different operational alternatives: NGO's-bank-orgai,;zation (IDESI,
ALTERNATIVA, INPET, etc.), bank-organization (CCC, Caja Municipal)etc. By assuming certain costs
(portfolio selection and control, guarantee fund, etc.) the organization increases bank yields, while itcapitalizes itself through profit sharing. Furthermore, this method enables the development of managament
skills, which, in turn, will make it possible to offer new services, which are otherwise not feasible. 

I. Training and Technical Advice 

Selectivity and emphasis on the unit have generated a critical review of the assumptions and operatingmodels used until now (notably as concerns technical advice), with certain points of agreement among the programs. These are, among others, the limited usefulness of the knowledge transmitted to the
beneficiaries, the need to determine the receiving subject, the great difficulty in creating efficient massmodels, the need to use the installed capacity of some agents with previous experience rather than
attempting to build new ones (such is the case of technical training) and particularly, the need to understand 
that training and advice are essentially the transference of intangible capital. 

j. From User to Leading Agent 

The innovative approach -- considering the microentrepreneur as the user of a program (that is, a subject
playing the role of client with a capacity to decide upon accepting or rejecting the services offeredto him) -
- is a great step forward, as compared to the "beneficiary" viewpoint formerly applied. However, it has somerestrictions such as the limited possibility of participating in the design of modification of policies. This fact
impedes the development of the microentrepreneur's management skills, thereby hampering the possibiity
of acquiring an authority to speak by themselves and a profile of their own vis-a-vis other agents, be these 
either public or private. 

The consciousness of these limitations brought about the need for a further step forward -- from being just
clients, microentrepreneurs now become partners in attaining the role of leading agents as managers
of their own development process. 
This role demands or suggests the need for the organization of the sector. A clear example of the 
possibilities that it attains are the self-managed credit systems previously mentioned. 

k. Diversification of Support 

As indicated, besides, the traditional lines of support such as credit, training, technical advice and support, 
several others (among which are information, marketing and technology) are currently in action. Although 
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they are still in the process of consolidation, they will, nonetheless, significantly improve the possibilities of 

servicing the different strata of the sector. 

B. Balance of the Promotion Programs 

1. Learning from Experience 

Experience accumulated during these last three years generated a significant amount of thought, though
still unpolished and not completed. However, despite the different nuances and stress placed on each, there
is knowledge shared by the majority of promoter agents. 

Following, and grouped around the underlying hypothesis and support methodology, are some central 
issues developed during this period. 

a. Selectivity, Heterogeneity and Possible Support 

Stratification of the sector may be useful to understand huge differences and heterogeneity within itself. But,
it isalso true that it is inaccurate to suggest the development possibilities uf the microenterprises then be
examined individually or as a group, as part of some particular segment or category. Therefore, it isinaccurate to point out, a priori, the feasibility of any spE ;ific support policy. Furthermore, experience has
gradually contirmed that together with the needs and constraints that each firm or segment has, there are 
a series of additional urgent needs resulting from the perception and personal experience of those included
in ea-,h category of analysis (accumulation, branch, segment, etc.) Therefore a successful experience
achieved through a particular promotion line, may not necessarily have the same outcome when applied to 
another segment. 

Consequently, it does not suffice that the support offered by one program be objectively necessary nor
methodologically correct. It is indispensible, furthermore, that they respond to the needs, priorities and
values, which in each case and situation are acknowledg .dby the group towards which these efforts are 
addressed. 

In this sense, the needs of the microentrepreneurs are not single but multiple. Not only do they vary from 
one field to another, but from one group to another within the same field. Moreover, they evolve within the 
same group. 

Instead of a choice, selectivity implies that promotion programs constantly and permanently exercise
distinct options. Such selectivity does not mean to negiect the existance of an equilibrium point between
the results and costs generated by that process; otherwise it becomes an inefficient method of support.
However, the greater the levels of select'ivity, the greater th' costs demanded and the less the coverage
achieved. 

b. The Market: Sectorial and Individual Firm Constraints 

Although experience has taught that certain combinations of contraint generate an unlimited variety of needs 
for support, it is also true that there is a restriction common to all microtenterprises. This is the modality
of penetration in a given market. This factor establishes not only the framework determing needs but also
the real possibilities of success of any support line. Inessence, the problem to be confronted is not "size"
of the microeriterprise, but rather, to make the articulation of the latter with the market more efficient. 

Support lines (credit, management, technical training,etc.) become sensible when market segments are
identified. The reason for this is of course, that the increase of production which those support lines target
not be frustrated by rigid sales limitations. 

Therefore, a horizontal development must be stressed to seek and attract new markets, stabilize the current 
ones and improve the links with input and financial markets, among others. 
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This horizontal sector development will be accompanied by a vertical development of numerous
microenterprises. However, this will be achieved only in the measure to which their insertion into a particular
market segment allows. 

C. Organization as a Development Instrument of the Sector and Its Component Units 

Organization is the space of a natural encounter between the sector and its component units. It is within
this framework that some ideas concerning possibilities and requirements for the strengthening of such 
space are developed here. 

In the case of microenterprises, the possible development of each productive unit passes through theconsolidation and growth of entrepreneurial organizations. They may actively participate in the design andoperation of a variety of actions aimed at generating a favorable context which can not be achieved by
each firm separately. 

Microentrepreneurs who benefit from services offered by the organization must cover the costs demanded
by them. Refund rnu-0t be in cash (membership fees, payment for services, contribution to special funds,
commissions, interest, etc.) as well as in time dedicated to the organization activities (meetings,as- ,mblies,
posts, committees, etc ), thereby facilitating an adequate capitalization of the latter. 

Provided that they create conditions enabling the mobilization of resources and initiatives, the support
activities executed by institutions and NGOs will serve to promote the development of microenterprise guilds. 

Lasily, the feedback betv.een the sector and the microenterprise that make it up, generates a natural
tendency towards the confision of their characteristics. Therefore, the distinction between one and another
(sector and unit) as receivers of the promotion and support lines (credit, trainirg, technical advice,information, etc.), becomes particularly important for design, selection and implementation of them. To 
forget such a distinction would imply that, from the very beginning, projects and promotion lines will behighly exposed to failure. The obvious consequence of such a failure is an unfavorable relationship between 
resource input and the results achieved. 

Thus, the organizz ;on (association, federation, guild, consortium, etc.) should be considered as the fertile
ground to sow support policies for the sector and the unit, benefiting both. These policies should be the 
most updated and successful for the support of the individual firms, as well as for the development ofplanning, management and participation of dormant potential dormant in the se .:or. Policies which overlook
the development and strengthening of entrepreneurial organizations are of an extremely limited scope. 

d. Agreement and Specialization 

The heterogeneity of the microenterprise sector evidences not just a few but multiple need3. Therefore, it 
generates a varied demand for support. This demonstrates the need to foster dialogue and agreement
among the various consignees, so they may become the valid spokesmen concerning priorities, methods,
intensity, timeliness, and support adjustment. 

On the other hand, very often, several promoter agents offer -- and moreove-, provide -- simultaneously, awide range of support whici are frequently identical in the same subjects. This is the result of a mistaken
idea of trying to make each .gent multiply its possible supply, attempting to seek a comprehensive program
of its own. This situation suggests the need for agreements among the promoter agents. 

In view of such circumstances, an adequate solution would be the development of agreements aimed at
complementing the agent'sj 3 specialities and experiences, within the framework of a common promotionstrategy. From the onset this process should benefit from the active and organized participation ofmicroentrepreneurs, and would be linked to their concrete needs and constraints. 

23 Currently several interesting efforts are being displayed among which mention should be made of
the Inter-Institutional Committee for the Support of Small and Micro Enterprises and the joint work
experience developed by three promoter agents of the Northern Cone of Lima (ALTERNATIVA, DESCO 
and CIPDEL). 
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A pre-requisite for such an agreement is to have programs specialized in a few promotion lines, which opposes the idea of comprehensive programs carried out by one single promoter agent. From the viewpointof cost and use of resources, this last alternative is inefficient and ineffective. Agreement and specializationare proposed as central methodological elements in all promotion processes addressed to the sector. 

2. Achievements and Limitations 

a. Human Resources 

There are several technical cadres with a sound knowledge of the sector acquired through their workingexperience. During the last three years 300 promoters have been "-ined. Although they have differentlevels of professional preparation, they undoubtedly constitute a s, ,ficant contingent to foster and carryout promotion programs addressed to the sector. 

b. Concentration of Efforts in the Metropolitan Area 

With the exception of IDESI, which established programs and institutions in fourteen cities in the interior ofthe country, other programs have been developed in Metropolitan Lima only. The programs haveoverlooked the fact that, due to the weakness of the modern sector in the intermediate cities (the bulk ofit is concentrated in Lima) the weight and presence of the microenterprise sector in the latter is much higher
than in the capital city. 

c. The Coverage 

In relation to the sector's total, the coverage reached by these programs does not exceed 10 percent, interms of the portfolio accumulated by them in Metropolitan Lima over a three year period. A disturbingissue is that, at the present time, there is a tendency, based on selectivity criteria, to favor programs of
reduced coverage. 

d. Specialization and Inter-Institutional Agreement 

One of the most important lessons drawn from the experience is,as indicated, the role of agreement as amethod to achieve an integrated attention to the sector. (They allow a combination of massiveness,selectivity, specialization, etc.). Despite having shown their beneficity these experiences are few and farbetween. Conditions for agreement and exchange must be fostered and strengthened. 

e. Credit 

Operating credit models which take organized participation of microentrepreneurs as a central axis haveproved to be effective, not only as concerns the particular needs of the microenterprises, but also asattractive models for the financial sector. The main reason for this isthat they lower operating costs allowing
a reasonable bank profit margin. Presently, two financial entities, the CCC and the Caja Municipal, have 
similar programs of this kind. 

f. Attention to Productive Sectors 

Support to the microenterprise productive sectors isconsiderably higher than trade, notwithstanding the factthat the latter is the most important sector from an employment point of view. Since the greatestpercentage of women is in trade not produrtion, this affects the coverage of programs concerningthe female universe. For reference see Tables IV.8 and IV.9 and compare the percentage of womenassisted by mixed programs of traders and prodtjcers (PROGRESO and PRODESE) and selective programs
addressed only to producers (DESCO and CIPUEL). 
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TABLE IV.1 (a) 

Promotional Agents (1987) 

Type of User 	 Promotional Lines(***) 

Agent Program Start(**) Product Business 1 2 3 4 Users Attended 

(December, 1987) 

A B A B 

CARE 1985 X 	 X X - 1,200PRODESE 1986 X X X X 3,200
CIPDEL 1986 X 	 X X -	 80IDESI-Lima 1986 X X X X - X 17,000 
COMMUNI'Y 

ACTION 1983 X X X X - 7,000DESCO 1984 X 	 - X - X 200 
MUNICIPALITY
 

OF LIMA
 
(PROME) 1986 X - X 	 3,000ACUDE 1986 X - X 	 100 

TOTAL 31,780 

(*) 	 The operational part is performed by the following agents: ALTERNATIVA, EDAPROSPO, CIDIAB, CESID.
(**) The starting year of the promotional activities is considered. 
(***) 	 Lines that were effectively implemented are considered, and not those designed only, lines for which the 

support of their own resources has been developed. 

1. 	 Training 
A. 	 Business Activity 
B. 	 Productive Areas 

2. 	 Credit 
A. 	 Working Capital 
B. 	 Fixed Assets 

3. 	 Plant Consulting 
4. 	 Business Organization Consulting 
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TABLE IV.1 (b)
 

Promotional Agents (1989)
 

Type of User Promotional Lines 

Agent Program Start Product Business 1 2 3 4 5 6 7 Users Attended 
(December, 1987) 

A B A B 

PROPOPULAR 1989 X X------- X - -
CARE 
ALTERNATIVA 

1985 
1986 

X 
X 

X - X 
X XXX 

-
-

-
-

-
X 

-
X 

X 
X 

-
X 

1,500 
200 

EDAPROSPO 1989 X X - X - - X - - 100 
CIPDEL 
IDESI-Lima 

1986 
1986 

X 
X 

-

X 
X 
X -

X 
X 

X 
-

X 
-

X 
X 

- X 500 
10,000 

COMMUNITY 
ACTION 

DESCO 
1983 
1984 

X 
X 

X X -
X 

X - - -
X 

-
X 

-
X 

-
X 

6,000 
600 

MUNICIPALITY 
OF LIMA 
(PROME) 1986 X X 600 

CASI 1988 X - X - - X X 250 
INPET 1989 X - X X X X X 50 
IDEAS 
SEA 

1989 
1989 

X 
X 

-

-

X ------
X X - - X -

X X 
-

30 
40 

ACUDE 1986 X X X XX 300 

TOTAL 20,170 

1. Training 
A. Business Activity 
B. Productive Areas 

2. Credit 
A. Working Capital 
B. Fixed Assets 

3. Plant Consulting 
4. Business Organization Consulting 
5. Data 
6. Marketing 
7. Technological Development 
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TABLE IV.2 

Credit Programs 
1986 

Entity Cr,:jot 
Re(-pIeIrto 

Spuwtil 
Conir6 .c 

Zones or 
Districts of 

influence 

Systerrl 
Mod Aily 

Credit 
Amountb ($)' 

Repayrilerit 
Period 

J. urIrnte 
Ru lurud 

,r~hrue Itere-,t Hate S.rvice 
Charge 

Pim.ary Target 
,f Credit 

Finani. 
Entity 

Pa.l.yi..I 
Int,.-1 

ACUDE lndp-ndufnt 
Inv t 
trmtrtmrI .' or 
1, m 

Thxc., wath r~u 
j:,!, to 
ml, t 

Comias Revolving 
Fund 

Min 
Ma. 

50 
I1)0m 

Groups: 4 
rronth, 
Indlp ndr.il 
8f*119 flOrmhrm 

1 E C"II 
r.,tum,.it 

If ;.prm.i. 
0, hr. rVy. 

J,ant 

third p.ilty 
mu-r.lrt,, 

Bank 3%. for tralrillij Group: Banco de 
Coplta Credito 
Independent 
v.orkers: fixed 

Mwithly 

h 0;':, 
. 

w, I! 

a lhre .1r.l,m.r, 

ACP 
(PROGRESO) 

JorIt gr-p 
irlict, 
enterpr iue 

ihlh,,.,rrno 
a-Cet",, to 
cred 

Ccnos: South. 
NOrth. East. 
Calljo 

Revolving fund Minriourni: 
Mairni. 

35 
60 

Minlrlni: 2 
ionths 
Maximum: b 

ionths 

i 'r,a-
<thuimui 
6ci2Chrmtnryor 

v,,htr re-u;t. 
p:opurly 

J.Irnt 
stiternet. 
third party 

qJuaarrmtcle 

Bank 1% for 
Association 

Working 
capital 

C.C.C. Biweekly 

COCO a pp r ,d.rtr. Cut 

CARE P',irst 
or ili.ru 
enterpr.: 

-

NQror!rNo III -, thin 
6 wOrk.r 
.uore trrh3 

rloratr, in 
Lpri1lh n 

Sa' Juan de 
Lurijdniiho. 
Conos: North. 
South 

ll~ld 11 

Revolving fund 

ItJ 11 ft: 

Grctip', up to 
2,500 per 
group 
Individual: 
Ma.irnurrh 700 

Up to 2 yedr5 

'ropurty 

I E or Ti. 
aiU.iTrlte. 

uic.tr.ity Cr 
water rc, ph, 

d,:,-J 1. 

htimd paty 
(mir~intee, 
1II(. 
millrI l 

Batik No Working 
capital 

Banco 
Industrial 
CCC. 

Moithly 

CIPOJEL 

MI,, Irlty of 
lirma 

bar,i PROM 

ri11l 
Inl'lr. t 
produf. rs.wr 
joint gromi;o 

li- qn, .:-
Gr Ir. rl 

r 

1i jl iCiarAylo 
pr lr t". Cor...5 
1im're t .in or, inmhupendIr):im 

yuar m Con NOrte 
o(urrmt_,Inlepcndunt: 

i IrlJ 
foiwlup lity 

i 

Revolving fund 
GrurIpu. 

nrirriufrr 250. 
rriarmuni 350 

up to 600 

M,Inimui. 15 
Mirrrrij: !(J 

i pproital 

Min mriuri: 6 LE or T. 
months !,hrrmlrnr 
Maximurr: 10 properly d,-ud, 
nonths 

Up to 1 In.)rillI L 

Ihrd pIrly 
guiarJtee 

.ioiimt 
!,ttirif t 

Bank 

Bank 

Yes 

No 

Working 
capital 

Working 
Lapital 

C.C.C. 

Municipal 
batik lt If 

Munthly 

We. Illy 

I[[ l£ 
trih1;r -. ir 

Juni jritmIu 

• -L lIrlglft: t 1 t)F1.1 dliJll~if. 

. et Cono.
Caliio 

Revulving lund MiritslUrll:15
ladlarsuii: 150 

Up to I rrini '.E Jit 
tilaleient 

Bank 1.2-8% 
discouiit 

training 

t, r 
mkinlg
1pitdl 

CC C. 
Municipal 

Bank 
Banco Agrat r 

M..ihl 



TABLE IV 3 

Finance Programs 
Entity Credit 

Recipients 
Special 
Conditions 

Zones or 
Districts of 

Influence 

System 
Modality 

Credit 
Amounts ($)° 

Repayment 
Period 

1987 
Documents 
Required 

Guarantee Interest Rate Service 
Charge 

Primary Target 
of Credit 

Financial 
Entity 

Payment 
Interval 

ACUDE Independent 
micro-
enterprises or
joint groups 

Those with no 
access to 
credit 

Comas Revolving 
Fund and 
sliding scale 

Minimum: 20 
Maximum: 200 

Groups: 4 
months 
Independent:CinIn e e d n:8-9 months 

LE or Tax 
stat-rlent. 

self apprals.l,eieirlclty. 

,,oInt 
statemert, 

third partyguarantee 

Bank 3% for training Group: 
Capital. 
independent 
workers: fixed 

Banco de 
Credito 

Monthly 

wate , assets. 
rec-ipts. 
invest ments. 
property 
administration 
dati licenses. 

ACP 
(PRC'GRESO) 

Joint group 
micro-

enterprises 

Those wit 
access to 

credit 

no Conos: South. 
North. East. 

Callao 

Revolving fund 
and sllding 

scale 

Average: 200 Average: 6 
months 

bills 

Electricity. 
water -ecept. 

Draft project 

Joint 
statement 

Bank No Working 
capital 

Banco Wlesse Monthly 
Weekly 

documents. 
ad r Inistrattve 

PRODESE Joint groups 

or micro-

enterprises 

?.lore than 3 

months 

membership 
in the 

.association 

San Marn ce 

Porres Villa El 
Salvador. 
Independencta 

, Comas 

Guarantee 

fund and 
sliding scale 

Minimum: 30 Minimum: 2 
Maximum: 150 months 

Maximum: 8 
months 

LE or Tax 

statement, 

electricity or 
watr recelpt, 

prop.:rty 

Joint 

statement. 

third party 
guarantee 

Bank 1% for 

Association 

Working 

cepital 

C.C.C. Biweekly 

deed" 
ad lienisiralve 

data, selfappraisal 
CARE Joint groups 

or micro-
enterprises 

No more than 

6 workers 
More than 3 

morris In 
oneration 
Maximum net 

Son Juan de 

Lurlgancho. 
Conos: North. 

South 

Revolving fund Groups: up to 

1.500 per 
group 

Individual: 
maximum 500 

Up to 2 years Lp or Tax 

statement. 
eetricty or 

water re eipt, 
pr~perty 
deeds. 

Third party 

guarantee, 
120% 

collateral 

Bank No Working 

capital 

Ba 

Industrial 
C.C.C. 

Monthly 

worth of dtn al iv 
SUM data. cet-

CIPOEL 

Municipality of 

Uma 
(Munl-:lpal 

Bank-PROME) 

Small 
Independent 

producers, or 
joint groups 

Joint groups 

or micro-
enterprises 

For Indvrdual 
products. 

more than one 
year In 

operation 

Carabayllo.
Coias 

Independencia 

- Cono Norte 

Uma 

Municipality
limits San 

Juan de 

Revolving
Fund 

in relation 1, 

sa'Angs 

Groups:
minimum 150. 
maximum 200 
irdependent: 

up to 500 
Average: 70 

Minimum: 6 
months 

Maximum: 10 
months 

Up to 5 

months 

appraisal 

LE or Tax 
statement. 

property deed. 

LE 

Joint 
statement. 

Third party 
giuarantee 

Joint 

statement 

Bank 

Bank 

Yes 

No 

Working 
capital 

Working 

capital 

C.C.C. 

MunJclpal 

bank itself 

Monthly 

Weekly 

Lurigancho. 

Independencia 

. Villa E! 
Salvador. 

IDESi Micro-

enterprises in 
joint groups 

Guaycan. 

South. North. 

East Conos. 
Callao 

Revolving fund 
and continuing 
credt line 

Minimum: 50 
Average: 250 
Maximuni: 

Minimum: 4 
months 
Maximum: 6 

LE. Joint 

statement 
Bank 1.28% 

discount for 
training 

Working 

capital 
C.C.C. 

Municipal 
Bank.Banco 

Monthly 

nonexItent months t i nank. 

Agrarlo.
Banco 
Continental 

•Exchange rate: 1160 per dollar (open market exchange) 
Banco de 
CredIlto 



Entity Crerj.t 
RFclplun 

pe.al 
Cord0tnsr,5 

Z )nes or 
Districts of 

Influence 

5v .tern 
Modal:ty 

Cre-lit 
Amnoints ($) 

TABLL IV .1 
Firance P ojriii., 

1 ,j 

Repayiniert 0 hrl iw,.rvi.. 
Period Hequired 

Ia( i tI, it ,, 
Chlarge 

itllrin y Target 
I ir edli 

Fiiancri 
Entiy 

.l r. ht 
Initiv.l 

ACUDE Indeperidznt 

nicro-
enterprises or 
joint groups 

Those with no 
aicesa to 
credit 

Corras and 
San Juan de 
Lurigancnrodd 

Revolvinj 
Fund 

Minimum: 20 
Maximum: 200 

Groaps. 4 
months 
Independent: 
8-9 nonths 

L E or 1j. 
!Altnierlt. 
self apprwiail 

01, tii:t 

wvti 

reL , p ,. 

I,Irit 

aIateillt. 
third parly 
gurantee 

Baik 3%. for trdining (Ornjup: 

C'rpital. 
Iri-pendent 
workers: ficed 

ast,ets. 

Banco de 
CreditO 

M.irfly 

prorerty 

a dmifistratiir, 

AC" 

(PROGFRESOi 
JCirIt jroup 

ricr-

enterpries 

None Conos: Soutfh. 

North. East. 

Callao 

Revolving fund 
and sliding 

scale 

Average: 100 Average: 6 
months 

1,tfl.iLty. 

wafer ecoip:t 

D.ifa proj,:t 

Joilt 

O talentnieit 
Bank No Working 

capital 
Banco Wiett, Miinjlh, 

Wcekly 

data 

ALTERtIAIIVA M, rz, 
enterpri.it, 

tlori grrup 
ar.;,oclatIOi 

nlenLer.. 

M.e trai .3 

tn 

rnriLe'rttp 
In the 

act.. tori 

can .lrtlin de 
Prres. Villa El 

Salvjdof. 
ldependencia 

Comra!, 

Goantee 

fund and 

sliding scale 

MiriimUin: 15 Minimum 2 
Maviriutrn: 100 months 

Maximiuri: b 
rnonths 

L L . . 
tt,Trelt. 

elh,tility Or 
vttr r .,lpt, 

fpr .iy 
d, Ja. 
Lidrrlinia'tliv, 
datd. Silt 

.1,i 

:.tatlenlt. 

Third "prty 
girart e 

irri 

Bank 1% for 
Association 

Wurking 

capital 
C.CC. 
Municipal 

Bank 

biwnly 

yJ 

• 

CARE 

CIFPDEL 

Aunjipaility of 
Llm, 

(Munitlipal 
Banl.-PROMEl 

.N.,r gih. 

Inde!PendrnI 

nin(rc 

enterpi eL 

S.iiii 

Irldep:idrit 

producers. or 
jolritgroup. 

Joit jrouip, 

Cr riicro-

enterpi-,t: 

I.t ,ran 

6 aurl 
Mvre tran 3 
rll..nthi.in 
opirat, .

1
N 

Ma ,niJ.IIInet 
.v ItI of 

sI.UOtn 

Fr,liJtta 

proule.r, 

rnne hin orie 
yar nii 

Opeiat.,ri, 

ari oJan de 
Lurjanho. 
Cono Sur 

Carataaytlo. 

Comas. 

Ind,:penciencia 
Cons Norte 

Ila 
Mruninlply 

liitlls San 
Juan de 
Lurigan( C, 

VrlItepenJeila 

Revlwving fund 

flevolving fund 

In relation to 
savings 

Groups. up to 
750 per group 
Individual: 

macimum 400 

Groups: 

inlnimum 100. 

mainiurni 200 
Independent: 

up to 400 

Averag,.: 70 

Up to 2 year,, 

Minirrurn: 6 
months 

Maximum: 10 
months 

Up to 5 
rriontris 

I E or TJ. 

ele.trL..Ity ,r 

w.te. I. -eipt, 

property 
deds. 
adninit .ratve 

diti. ,

appr, lijl 

L L or Tac 
tjateinen. 

properlty deed. 

1. 

Itinri prty 

qtatsr:rnt.i iar.Intee. 
120% 

colltiral 

J.lrit 

-tvatirlinit. 

lhird party 
guarantee 

Joinut 

statenment 

Bank 

Bank 

Bunk 

No 

Yes 

No. 

Working 
capital 

Working 
capital 

Vorklng 

capital 

Banco 
Industrial 
C.C.C. 

C.C.C. 

Municipal 
bank itself 

Mvfaaiathly 

Muunthly 

Weekly 

.VIlla El 
.alcaj,r 

lIi loMi, ri, 

enterl~r~r I,in 
jOlrt "jruupS 

Cbr.u. Sur 
Norte. E.te 
and Callaio 

f I,inlia fun fjIM iiinin: 10 
anJ Lonilulrig Averdge: 200 
cr edit line MIalirriuir: 

riorl-i-,tnt 

M iirnurri: 4 
nonths 
Ma emurn: 6 
Itroriths 

L.E. Julil 

statement 
Bajrk 1.28% 

discount for 
training 

Working 

capital 
C C.C. 

Municip; l 
Bank. Bankco 

Agrario. 

Morithly 

Banco 

Continental 
Banco de 
Credito 

Eachange rate: 1/1.500{]per dcilur (opern market eechange. month of Decenab:er). In ab.sojlute termis. the ainount of rredltaulnori:ed dLeililed tlgiillcantlybecause Of ttie devaludltion 

PROOESE suspended operations in the mlddle of this year and ALTERNATIVA was tIle only supporting agency thut coriinued to operate tlhe program witl Its own resources. 



TA LE IV!)
Finance rojgrainit

1l,.d9 

Entity Credit 
Rserp).:rit 

Special 
''ond,-tts 

Zones or 
D-istricts of 

Sysktn 
Modalilly 

Credit 
Aniounitt (S) 

Repaymnernt 
Period 

[I wiilrb 
Hs.juired 

(,uarGrar ten Interest Rate Service 
Charge 

P insrary Target 
ifCredit 

Financial 
Entity 

P.wl ...I 
it. I V.iI 

INfluence 

INPET Jointgroup 
nicro-
eriterpr.se5 
OiiinglriJ toin, 
Of( .' 

None San Juan de 
Lurigancho 

Guarantee 
Fund 

Average: 23 Average; 
months 

2 1 E or Tax 
statenient, 
self-appraitil. 
ele triity.
Vis-'+tr+'rrecs(.tlit : 

Joint 
satalenit. 
thirdparty 
guarantee 

Bank No Working 
Capital 

Banco 
Industrial 

Monthly 

ACP 
(PFOGkESO.J 

Jont Jrop 
hrr + 

ert,:rprs 

Ncorie C..no. bur. 
Norte. Ecte. 
and Callao 

.evolv:ng lund 
and sliding 
scaile 

Average: 100 Average 6 
months 

rt(- i 

Wih',ity 
water nwce:ipt 
Driftprjcct 

.1 '11t 
Sttlllrtt 

bank No Working 
capital 

Banco Wiesse M-nilhily 
W,,,,kly 

ad iil trativ'. 
data 

ALTEFIAATiVA M.rc 
terds*:rl,nes+t:. 
loIrlt QCrctip 
air..tlor 

IOni Sin Martin de 
Porres Villa El 
Sal'idor. 
indepencmiencia 

Gua-antee 
lund and 
slidig scale 

Minimnurn: 15 
Ma.iniurn: 200 

Mininum: 2 
riontris 
Maximun: b 
months 

E or lai 
vtatcirltnt. 
elutni.rity .r 
waiter receipt. 

Ihunt 
Statliiel, 
third party
quJaralte 

Bank 1% for 
Association 

Working 
capital 

CC.C. 
Municipal 
Bank 

Br.w,-ly 
Monthly 

i l S .conma.s pfr,.'rpy (iriu) 
dueidt,. 

adini I;trative 
data. Sel5
app: sidl 

CARE iJc.nt gr-.ps 
ard 
asss. iIt, .ris 
or 
ir,I. i..-it-rEt
rri,. I.. 

No fi,,re trian Sari Juan de 
6 wrerr Lunigancho. 
Mrr, rin 3 Cono Sur 
rilllfltIn, 

otpe i ripropcrly
I.la.,rrTrt~tri irlt 

Revolving fund Groups: up to 
600 per group 
Individu di 
naitiuni 400 

Up to 2 years L E or T-J 
stat'eirint. 
electricity or 
vviterreceipt. 

deedsI. 

Third party 
guaralitee. 
120'Y 
Coliatleral 

Bank no Worklng 
capital 

Banco 
Industrial 
CCC. 

Monthly 

eri,trr_.. w.tr, I
'a.illli adrninib.rltiv.,data. "..ell

a pprais.ai 

CIPLIEL brniaii 
ircs+p./.ern 
prcdrc-rs. (r 
Jcant group, 

and 

-di 
prol. ts. 
rniors than 
ye.r in 

ah 

cie 

Carabayllo 
Comias. 
Iridpendencia 
Cono N ale 

Guarantee 
fund and 
FOGAPI in 

(rups 
M..ri.niui 70. 

inlinmun 200 
Independent: 
uprahup to 25rf 

Mininurnl: 6 
nonths. 
Maxinium: 10 
niorths. 

1 E or Tax 
statennent. 
property deed 

Joint 
statelneilt. 
Third party 
guarantee 

Bank Yes Working 
capital and 
investment. 
lved assets 

C.CC. 
Banco 
Industrial 

Monthly 

Murliiipahity of 
Urna 

(M.nicipiI 
eiank-PROM:E) 

Jirilt grunps 
or nrwro-

tr prises 

Lima 
Municipality 
linniits San 
Juan de 

In relation to 
savings 

Average: 70 Up to 5 
montis 

L.E. Joint 
statement 

Bank No Working 
capital 

Munir!;;al 
bank Itself 

Weekly 

Lurigancho. 
Villa Maria. 
Indepi-ndencla 
SVilaEl 
Saviour. 
Guaycari 

IDLS I ?.I,., 
: in 

F<iiit g}roJup,_ 
atll 
a-1 1. 11Wi~n 

Corens Sur. 
NOrte.Este 
and Callao 

,uIjrantee 
fund and 
continuing
credit line 

UiNniurn: 60O 
Ma-hinuri: 
ncne'Isterit 

Minlu: 4 
months 
Maimum: 6 
niontts 

1 5 Jont 
statement 

Bank 1.28% 
discount for 
trainlng 

Working 
capital 

C C C 
MunicipJI 
BankBanc 
Banco Agrano
Banco 

Mr htly 

Continental 
Banco de 
Credito 

CA'l] J,,irt 
Ot inilh' 

et tir 
thicrigei
tieL 

ae 
to 

N arp Juan de 
Mirfliuret. 

revolving fund Avtnaje 0 Groups: 4 
months 

I E or Tax 
statement. 

,
-It-apprai:al. 

electr icity.
watet reCenptc 

Aoiit 
StaJtWInint 

Bank No Working 
capital 

CC.C. Montlhly 

organizthion
Exchanye rate: 1/130.0 per dollar (openmarket exchange. morlh of Decenber). In absolute terms, the amount ofcredit authorized dccliied significantly because of the dtevalualirn. 

The EDAPHOSPO and SEA prograrris use meihodologies and amounts that are similar to this program. 



TABLE IV6
 
Criteria for the Promotion of the Micro-enterprise Sector
 

Line of Action Credit Training and/or Consulting Data Organization 

Orientation Working Activity Business Technical Investme Legal Business Marketi Cons Serv. Credit Training Joint 
capital Activity nt Profile Motivatio ng Eslab. Prod.=? Purchase 

n empre 	 and/or
M.iMcroenterprise Category =? Sale?
 

a Broad accumuldlion X X X X X X X 
 X X X X
 

b Simple accumulation X X X X 
 X X X X X X X
 

c Subsistence X 
 X
 
0:) 

A. The intensity anid directionality of the supports are distinguished by category o micro-enterprise
 

B According to our criteria, the orientations of the organization lines correspcnd to the probable 'natural axes' around which the micro-enterprises can be arranged.
 

C. 	 The category *simple accumulation* requires greater selectivity with respect to the supporls.
 

D. 	 The etticiency and impacLt ot each ot the lines depends lundamenlally on the method used (the promotional agent), the category and/or the riicro-enterprise unit receiving the support (agent 
undergoing development), and the intrinsic characteristics o each line. 



TABLE IV.7 

DISTRIBUTION OF PRODESE'S TARGET POPULATION UNIVERSE 

District (averaged) 

Villa El Salvador Independencia San Martin de Porres Comas Rioac 

Sex 

Male 27.8 45.2 38.8 28.4 46.4 

Female 72.2 54.8 61.2 71.6 53.6 

SOURCE: Research Document No. 3, PRODESE, 1987 

TABLE IV.8 

DISTRIBUTION OF THE PROGRESO PROGRAM'S TARGET POPULATION UNIVERSE 

Micro-Producers Micro-Enterprises Total 

Men 1,630 24916 1,564 23% 3,194 46.89o 

Women 602 9% 3,022 44% 3,624 53.2% 

SOURCE: "The Experience of Community Action in Peru," Villaneuva and Tucker. 
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TABLE 1V9 

Private Institutions that Support the Informal Sector 

Institution 	 Objectives Results 

IDESI (86-89) 	 Implement programs in support of the SIU in Number of participatns: 65,000matters of credit, training, labor organizing, Number of loans: 267,000
social security, etc. ProvidQ, guidance to the Total loans placed (Intis): 3,067,000,000.00
State in the davelopment o, policies for the Number of participants in training courses: 63,667SIU. Encouage the National Financial Investment cost per unit ratio: 6.53System to develop direct action programs. Average delinquency rate: 3% 

PRODESE 	 Develop a pilto program to support the SIU, Number of participants: 2.9000
beginning with the formation of a guanrartee Number of loans: 10,365fund. Total loans placed lIntis): 32,560,000.00
 

Number of participants in training courses: 2.000
 
Investment cost per unit ratio:
 
Average delinquency rate:
 
8% 

ACCION Contribute to the solution of socio-economic Number of participants: 	 6,785CCMUNITARIA problems of low income communities. Number of loans: 22,009(82-88) Total loans placed (Intis): 18,784,777.00 
Number of courses: 386 
Number of participants in training courses: 11,205
 
Investments:
 
Unit cost (1988): 0.22
 
Average delinquency rate: 
 3% 
(Progreso Program) 

ADIM (86-89) Promote economic activities that result in the Number of participants: 3.356 
advancement of women through research Number of loans: 14,162and promotion programs. Total loans placed (Intis): 236,864,513 

Number of courses: 
Number of participants in training courses: 4,486
Investment (Intis): 1,887.932.00 
Unit cost: 0.36 
Delinquency rates: 
9.58% 

ACUDE (85-89) 	 Encourage the self-development of and Number of participants: 1,422support to small enterprises through the Number of loans: 
credit, training and business consulting 

610 
Total loans placed (Intis): 1.302,616.00 

program. Number of courses: 71 
Number of participants in training courses: 813 
Investment:
 
Unit cost:
 
Delinquency rate (86-88):
 

91
 

http:1.302,616.00
http:1,887.932.00
http:18,784,777.00
http:32,560,000.00
http:3,067,000,000.00
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CHAPTER V 

BASIC CONCEPTS OF A MICROENTERPRISE DEVELOPMENT PROGRAM 

A. Rationale and Objectives of a Microenterprise Development Program 

The second part of this document contains criteria to design a Microenterprise Development Program.
Such a program is conceived as a partial alternative, to improve labor conditions and remuneration of animportant fraction of the urban labor force occupied as owners or wage earners in microenterprises with 
scarce capital and technology. Inherent low productivity, due to these factors, is the cause of precarious
conditions of the occupation, degradation of working conditions, uncertainty of the ,uture and insufficient 
resources. 

The Program lies upon two premises. First, even assuming an accelerated growth, the modern sector of
the economy will be unable to absorb the structural surplus of labor in less than or probably twoone
generations. Second, in the interior of the microenterprise strata and, alongside a truly marginal segment,
there is an important segment, larger than expected, which has a significant potential to increase productivity
and econonir efficiency. 

The first point argues in favor of an alternative strategy to generate jobs. The second, also supports this
approach, but also suggests the possibility of strrngthening a class of innovative entrepreneurs who, despite
the enormous difficulties they confront, beginning with a lack of capital and bureaucratic red tape, dohowever show an incredible creativity in adjusting themselves to these shortages, avoiding unemployment
and generating a survival income. This imagination and talent to create alternatives to openunemployment is the very seed of a progressive social segment which will play an important role inthe task of mobilizing the human and material resources of Peruvian society. In summary, the most
outstanding reasons to support microenterpris2s with a growth potential are: 

First, microenterprises currently have and will continue havir.3 an indispensable role in the maintenance of
the employment level. Despite an eventual strong reac'tivation of the modern sector, it will be unable toabsorb the labor force occupied in microenterprises. Fhis is not a situational problem (although
undoubtedly the crisis has worsened it), but rather the consequence of the long term structural 
formation of the Peruvian economy. 

Second, a microenterprise segment which has maintained itself within the market notwithstanding the numerous disadvantages it has had to confront, proves there are competitive technological alternatives
requiring much less capital per job and productive unit vis-a-vis the modern sector. Although this implies
a lower labor productivity and lower wage compared to the modern sector, it is a legitimate choice to 
counterbalance unemployment and acute under-employment. 

Third, an undetermined, but undoubtedly significant, part of this strata functions with the modern sector.
Microenterprises not only provide finished products to homes, but also services and inputs to enterprises
of a larger size and technological complexity. 

Fuurth, in order to save capital in a climate of extreme shortage of foreign currency, such as Peru,
microenterprises have the advantage of using less imported ingredients than average of the productive 
system. 

Fift';, part of this strata can accumulate capital. It is not a mere refuge seeking sector for the ur ,-mployed.
Consequently, from a strictly economic and financial viewpoint and, assuming that they have open accessto the adequate channels, microenterpriseb belonging to this sector may request loans and repay capital
resources under ,egular market conditions. 
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Last but not least, from the viewpoint of distributive er,'ity ( taking into account the preservation ofdemocracy), the microenterprise sector constitutes an extremely significant target sector. Not only does it
employ substantial urban labor, but on aqualitative basis these microenterprises also compose the majority
of the urban poor. In a country besieged by terrorism and extreme poverty, the sociopolitical importance
of the microentrepreneurial sector as a social stabilizer is obvious. 

Notwithstanding this importance and potential, structural and functional market restrictions limit their 
microeconomic development and strength. Market segmentation worsens and, often induced by
bureaucratic regulations, tends to widen the gap separating microenterprises from the modern sector. To 
reverse 	 this, and remove 	 the obstacles of market segmentation, a series of instruments should be
incorporated into a Microenterprise Development Program which, by making opportunities equal to all,
and with the complement of specific technical assistance mechanisms, may effectively help this 
sector to attain its objectives and fully develop its potential. 

In summary, the economic objertives of such a Program are the following: 

To increase the level of efficiency and progressively reduce the differences of productivity 
with the modern sector; 

* 	 To diversify the portfolio of clients and/or fields of activity; 

To strengthen the bargaining capacity with modern sector buyers and suppliers; 

To strengthen the business turnover and expand production, employment and income 
levels. 

B. 	 Microentrepreneurial Development and Growth of the Modern Sector: Opposed or 
Complementary? 

The previously mentioned objectives and their prior conceptual guidelines do not substitute for the growth 
of the modern sector of the economy. On the contrary, the achievement of the former isdefinitely subject
to the latter, for two decisive reasons: 

Although, in relative terms, the modern sector generates little direct employment, itdoes produce the major
part of the GDP. As a consequence the majority of the demand for goods and services, including that
which can be satisfied by microenterprises, depends upon the income of the modern sector. Contrary
to general opinioi., the evidence suggests that independent workers and microenterprises sell a significant
portion of the production outside of their sector, that is, to those who obtain their income from the modern 
sector. In this sense, the rnicroenterprise strata is not autonomous but, rather, is structurally articulated 
to the modern sector. While the origin of this strata is based on the inability of modern enterprises to
absorb 	the labor supply, its existence depends upon the response of the of the demandmass 
generated by the latter. 

It is mistaken and naive to think of simultaneously expanding "domestic" supply and demand of the
microentrepreneurial strata as if it were an autonomous sector. The only possibility for this would be that
those occupied in this str2.ta cease buying from the modern sector and restrict all purchases to the
microentrepeneurial sector. However, aside from a major shift in consumer trends by origin , the
microentrepreneurial sector would have to diversify its supply to cover this spectrum of demand. Even so,
the magnitude of the demand would be so reduced that the growth potential would be depleted nearly
immediately. 

It would be equally naive and error.aous to think that the increase in the mass of demand captured by
microenterprises might result from their invading the modern sector. Aside from aconsiderable improvement
of its competitiveness, those occupied in the modern sector would have to substantially modify their 
consumer patterns. They wouid have to be willing to sU'Dstitute goods offered by modern enterprises for
goods manufactured by microenterprises. In the short term at least, such a change would seem highly 
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improbable. The only exception could be during a recession, when as a consequence of a dramatic decline
of income, those occupied in the modern sector temporarily substitute a portion of the goods and services
purchased in that sector for others cheaper but of a lower quality produced by microenterprises. Even so,
this effect would be dissipated, because, due to the contraction of the level of activities of the modern sector,
the number of people seeking refuge in informal activities would increase, thereby reducing the average
income of the sector. Once the current crisis had been overcome and the path towards growth had
reopened, those occupied in the modern sector would try to recuperate their lost standards of quality
consumption. Therefore, they will tend to revert to the former structure of preferences by sector of origin. 

Improved microenterprise competitiveness will probably allow them to increase their sales to those occupied
in the modern sector. However, more than through an increase in the share that microenterprises hold of
the latter's demand, (which will continue to be marginal), this will be a consequence of the expansion of
the absolute volume of that demand. This is why, a Program such as oroposed herein, is inscribed in a 
complementary framework linked to the growth of the modern sector. To secure such complementary, the
conditions of competitiveness of the microentrepreneurial strata must be improved, including the quality of
the goods and services offered by this sector. Such an improvement should contribute to strengthening its
stability and bargaining capacity in the market. Should these requirements not be met, growth benefits 
would be distributed unequally, thereby continuing, an even widening, the income gap. 

The second reason which links the attainment of the Program's objectives to the expansion the modern 
sector is that, the average income of those employed in the microenterprise strata not only depend uponthe volume of demand, but also, on the number of people it employs. The less growth in the modern sector 
of the economy, the greater the surplus of labor which will seek refuge in informal and microenterprise
activities. Therefore, an increase of the occupational conditions and income of those occupied in these types
of activities demands that such a surplus be the smallest possible, and there is no doubt that this is a 
function of the modern sector's growth rate. 

The difference with the segmented development model followed up to here is that the Program proposes 
a more stable and organic articulation between both sectors. This implies a certain sacrifice of the growth
rate of the modern sector, since a portion of capital resources available will be reoriented to finance the
transformation of the microenterprise sector. However, the cost of this sacrifice will be low in comparison
with the benefits reaped. An increase in the capital/labor ratio of the microenterprise sector from its US$ 
450 per man current level to an average of US$ 2,000 for example, will double the income of those occupied
In this sector. This proposed capital/labor ratio is equal to one tenth of the modal value observed in the
modern sector. Thus, with an amount of 10 percent of the annual expenditure in gross fixed investment prior
to the crisis, approximately one fifth of t'ie microentrepreneurial jobs could be transformed. This is, a 
minimum of four times more than the number of jobs which, could be created in the modern sector with an 
equal quantity of cash. It is nearly 50 percent higher than the annual growth of the active urban population.
Assuming that this reorientation of resources is concentrated in one year, the deacceleration of growth of
the modern sector would not exceed 0.5 percent. As can be seen, not only is the economic cost/benefit
ratio significant, but , also the sociopolitical cost/benefit ratio as well. 

C. Obstacles to Be Overcome 

Unlike modern capitalist enterprises, microenterprises are established lacking capital -- a crucial factor in a 
competitive economic market. Microenterprises are not established by profit-seeking entrepreneurs,
nor by the accumulation of capital. They are created as a means of subsistence by people who are 
unable to find a job in the modern sector, and who often live in extreme poverty and 'Are therefore 
cannot afford open unemployment. As a result, they are forced to create or invent income sources 
by themselves. 

The inevitable consequence of this phenomenon is the appearance and spread of a vast spectrum of"entrepreneurial" activities channeled towards developing or taking advantage of any possible opportunity
to produce and sell something in the market. This definition of "enterprise," in the strict sense of a
combination of factors to produce or exchange goods and services, is still applied in the case of 
independent workers. 

95
 



If people who do not have capital, their own or borrowed, are precisely those who establish informal
enterprises as a mears of survival, that lack of capital should be acknowledged as the main cause of
structural constraints affecting their consolidation and further possibility of growth. Such restrictions are of 
two types, external and internal to the microenterprise. 

1. External Restrictions to the Enterprise 

External restrictions include the lack of access to capital resources and the marginal penetration Into the 
goods market. 

a. The Lack of Access to Capital Resources 

The first constraint is the nucleus of the determining conditions of the genesis and, as a result of this, the 
possibility and means of capital accumulation of informal enterprises. As has been discussed previously,
the outstanding characteristic of this style of entrepreneurial genesis is that it is set up without capital. It is
this lack which forces ' a informal producer to seek technical combinations requiring little capital. This 
occurs in a context in which normal, that is "formal", is precisely the contrary, i.e., the adoption of intensive 
capital technologies. 

The specificity of the informal microenterprise resides precisely in this and also lies in its social -fficiency.
At the same time however, that manner of establishment determines its private weakness, sinL. the lack 
of capital limits labor productivity and its capacity to expand. 

To achieve expansion, despite the lack of capital, the remuneration of labor must be reduced over a 
prolonged period. In other words, when it exists, the initial accumulation of the informal enterprise is
non-capitalistic in the sense that, in contrast to formal modern enterprises, it is not financed with profits but
with wage savings -- i.e., through a severe contraction of personal consumption of the microentrepreneur
and his workers. Even so, the initial gap between the respective capital/work ratio of informal
microenterprises and formal capitalist microenterprises is so large that it is extremely difficult to shorten it 
significantly. 

In view of these circumstances, why doesn't the self-employed population take the initiative to use credit 
to finance the purchase of productive assets, thus allowing a level of productive technologies equivalent
to the modern enterprises with which it must compete? The reasons which explain why this does not 
happen are multiple. 

A first set of reasons includes: the 1)conditions and the 2) modalities of functioning of the institutional credit 
system. 

The conditions are related to the demand for patrimonial guarantees which normally can not be provided
by microenterprises. From the financial entities' point of view this involves a risk that difficult to assume. 
We will return to this issue further on. 

The operating modalities are related to unbalanced credit processing methods and administration
procedures, which not adjusted to the specifics of small scale informal microenterprises. These credit 
funds were originally conceived for "formal" businesses of a certain scale. When applied to loans below the
usual threshold of the system, these procedures demand an additional administrative cost, which in the best
of cases, consume a significant portion of the spread, or more frequently, causes a loss to the financial 
intermediary. 

A second, closely linked reason, impeding the access of informal microentrepreneurs to the institutional 
credit system is the processing of credit requests. This refers to the lack of microenterprise investment
projects containing the necessary information that financial intermediaries need to grant or refuse a credit 
request. Aside from the cost of seeking and hiring specialized services to prepare the investment projects,
there is also a "technical" problem generated by the disproportion of this cost as compared to the amount 
of credit requested. 
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Athird reason disregards institutiona: conditions and directly concerns the establishment of microenterprises.Although this issue is dealt with further on, nonetheless, it is obvious that the precarious nature of themanagement model affects microenterprise access to the financial market. From the viewpoint ofrequirements usually demanded by financial entities, such precariousness isdetected inbasic elements such as the lack of adequate accounting and the lack of legal establishment. This is an expression of the reducedscale of operations of informal microenterprises and particularly, the rules of informality as well as illegalityin their of the context. However, to a significant degree and, explaining the viewpoint which considers theobservance of formal and legal norms unnecessary, the absence of registries and inscriptions and, ingeneral, the neglect of management know-now and entrepreneurial capacities, demonstraces the low profileof qualifications which informal entrepreneurs generally have in management. 

Since the foregoing occi;rs under routine conditions, it increases considerably when resorting to financialentities. A low qualification profile makes itvery difficult, if not totally impossible, to evaluate the cost/benefitratio of acquiring a debt to increase capital resources. However, without reaching that stage, itdoes leadto ignoring the necessary steps towards requesting credit, even when there are promotional lines for small 
producers or handicraftsmen. 

The combination of these reasons determines that, practically without any exception, microenterprises mustlimit their capital resources to those who can generate them internally. For this purpose they must unde pay
their jobs at minimum levels of survival. 

The only financial channel which microentrepreneurs can rescrt to is the non-institutional market to coverthe need for working capital on a short term and with high interest rates. This "informal" credit network assumes those risks which the formal legal banking system rejects. Since the interest rates in informalchannels are so high, which in part is the consequence of the risk, microentrepreneurs resort to the networkonly to maintain the minimum level of turnover and never to increase their productive capacity. This would
demand longer terms which the borrowers would not accept. 

It is evident that in relation to modern capitalist enterprises which accede to the institutional finance market,informal microenterprises face a relative disadvantage. An essential element of a development program for
this sector must affect the determining reasons of this restriction. 

b. Marginal Penetration Insertion inGoods Markets 

The second major penetration restriction constraining the development of microenterprises is their marginalpenetration into markets for goods or services. This restriction, inherent to the long term functioning ofheterogeneous economies, is perhaps the most difficult to overcome, since it establishes a clearsegmentation of microenterprise growt= and survival possibilities. Whenever microenterprises restrict theireconomic penetration to low purchasing power markets, or into the competitive "nests"of oligopolic markets,they do survive if the minimum size or conditions of stability do not attract the attention of modern 
enterprises. 

This situation isclearly generated by astructural weakness inthe foundations of the microenterprise, which,
due to extremely reduced production scale and business, have no possibility whatsoever to influence themarket. Unless they are addressing aspecific marginal segment, the possibility of concurrence isdeterminedby their capacity to adjust themselves to prices given exogenously from formal enterprises having agreater
productivity and financial support. 

Since the foregoing isa result of the differences inherent to specific economic strata, it is very difficult tomodify them spontaneously through the action of market forces. Therefore, to eradicate this restriction,action is needed to strengthen microenterprises' internal capacity and increase their negotiating capacitywith the modern sector, on the basis of a more organic and stable articulation of their respective businesses. 

97
 



2. Internal Restrictions of Microenterprises 

The preceding discussion revealed the internal flaws of microenterprises. The majority of these, Ifnot all,
have a specific origin and manner of conception. This origin not only dete:mines comparatively backward 
production conditions, but also a rudimentary business organization model. 

This model, which at the productive level is expressad by a lack of adequate technical and social division 
of labor, encounters serious difficulties in evolving towards modern methods. The underlying reasons are 
not only due to}the structure itself but to the weakness of microentrepreneurial management skills. 

The success of microentrepreneurial survival lies in the technological combination of saving capital and of 
adjustment mechanisms adopted to compensate for the consequent productive gap. Should this be difficult,
as repeated failures evidence, more so is growth which surmounts the limitations of orign. Without being
an exclusive condition, an adequate management know-how is a sine qua non to accomplish this task. 

As is obvious, the problem generally resides in the fact that informal microentrepreneurs are urider-qualified.
To a significant degree, this is a consequence, of their background. They are workers who have had to 
assume an "entrepreneurial" situation because they were unable to establish themselves as salaried
workers. Although their previous technical knowledge (usually acquired empirically) offers some basis to 
discover a minimum technologic solution, it does not prepare microentrepreneurs to independently confront
issues concerning management which, as is known, goes beyond the strictly productive elements. In this 
sense, the productive unit, understood as the technical structu'e of work processes is only one part of the
enterprise which can be defined as the economic subject articulated to a network which interacts with
other subjects. Inadequate management skills implies that a productive unit becomes unlinked from this
network data, therefore affecting its survival and growth possibilities. 

The process of microenterprise market penetration insertion processes are in themselves an intensive
training course. Ho-vever, access to such reality is a limited and expensive experience. It is limited 
because, a;though it does teach elementary rules, it lacks a conceptual and instrumental body of laws, and 
it is expensive, because, practically without exception, the learning is the result of trial and error. 

The lack of management skills is closely linked to the informal management organization model. As
mentioned previously, this comes from its non-capitalist origins and undefined roles, and therefore
inadequate technical and social division of labor. 

an 

Evidence shows that some microenterprises do actually transit towards a more modern organization model.
However, unlike foiral enterprises, these microenterprise transitions repeat steps which have already been 
discarded on by the modern sector and, at present, are considered outdated and unnecessary. 

Since the non-distinction of roles demonstrates a lack of qualifications and capital, the microentrepreneur
has no alternative to operating in a segmented market. The primary accumulation based on physical effort,
is the necessary result of the origin and operating rules of the microenterprise economy. 

The productive, financial and economic size of the microenterprise, is evident expression of, and an objective
element characterizing, the situation in which the restrictions act simultaneously and reciprocally. 
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CHAPTER VI 

THE MACROECONOMIC FRAMEWORK: GUIDELINES TO SELECT ACTIVITIES 

A program to remove internal and external obstacles affecting the performance of microenterprises requiresthe microeconomic evaluation of their potential as well as the macroeconomic knowleoge of those fields
of activities in which its promotion efforts may have a greater probability of success. This depends upon
the following: 

The current composition of the productive structure and markets (differences registeredin average production, concentration levels, modalities of articulation between 
microenterprises 2nd modern sector firms.etc); and 

The foreseeable evolution of these conditions in the time table of the Program. 

The knowledge needed, for macroeconomic selection, is based on the characteristics of themicroenterprise, and the nature of their relationship with the modern sector. In effect, independent from their
potential in the medium term, microenterprises occupy a marginal position in the productive structure andmarkets of segmented economies. Considered on an individual basis, as is the case when dealing withmicroeconomic evaluation, there is no microenterprise whatsoever, including those with a greater growth
potential, which on its own is able to modify the general conditions of price, quantity and structure of supplyby which it is prescribed. On the contrary, these macroeconomic conditions of the market, are theparameters to which microenterprises must adjust their own microeconomic behavior. Microenterprisefeasibility depends upon the set of parameters (or exogenous data) and its technical-productive and
financial characterisjtics. 

The knowledge of structures 3nd probable evolution of the sectorial markets appears as a pre-condition for 
the microeconomic evaluation of microenterprises. 

However, since individual projects in this universe are on an extremely reduced scale, it does not make 
sense to carry out a macroeconomic analysis for each particular case, as it is done when dealing with largescale projects. Aside from its theoretical pertinence, in itself questionable, such methodology requires apreinvestment cost which is disproportionate to the level of investment and promotion effort for eachmicroenterprise. This would not only affect the feasibility of micro-projects but also, from the Programoverview, it would diminish and even annul its effectiveness as a promotion and development instrument. 

The alternative between not completing the macroeconomic analysis for budgetary reasons (which wouldleave the microeconomic evaluation bereft of indispensable concepts) or to carry it out in each case (byassuming the heavy cost this involves) , can only be solved though an autonomous study and selection of
activities within which individual micro-orojects are promoted. 

The distinction between one and another aspect is important: one thing is the decision of what activities
should first channel the resources and another quite different is whom should the be the concrete receivers. 

A. Characteristics of the Macroeconomic Framework 

The determination of the priority fields should be.gin with the detailed characteristics of the global economicframework. Not only should a diagnosis be conducted on the major components, recent trends and current
situation, but also a series of hypothesis should be assumed concerning their expected medium term 
evolution. 
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1. 	 Diagnosis of the Current Situation 

In view of the fact that the informal economy exists because the productive structure and markets are
segmented, the diagnosis should be oriented towards a methodology of analysis which acknowledges and 
stresses these aspects. 

From this it may be deduced that, to count on the elements which facilitate an adequate allocation of 
resources in the Microenterprise Development Program, it is not enough to know the behavior of large
economic aggregates (product, consumption, investment, etc). Neither does analysis Ifit iseven
disaggregated, of the activities of the sector (agriculture, industry, services, etc.) suffice if it is limited to
the general amounts and averages. To proceed in this manner implies adhering to a perspective which
ignores precisely that which itwishes to focus upon: entrepreneurial heterogeneity and market segmentation. 

Contrary to what the concept of "homogenizing" the economy proposes, the type of diagnosis needed to
implement a Microenterprise Development Program demands that the structure of the aggregates be studied
in depth to the point of discovering how the formal and informal sectors function, and what are the links 
that they establish between themselves. 

An approach of this nature proposes three main questions: 

* What are the relevant questions to be asked to prepare a diagnosis? 

* 	 What type of information is required to answer these questions and how can this be 
obtained? 

* How should the data be organized and what results are expected? 

The following criteria may be considered as a guideline in the preparation of the Program. 

a. 	 The Questions 

To set forth questions implies making one or more hypothesis explicit. In this sense, and as can be
understood, as concerns their validation they follow the economic viewpoint of microenterprise and markets 
explained in the preceding chapters. 

The organization of the questions is in keeping with the issues which generate such a viewpoint: labor
market segmentation, capital and goods markets segmentation, heterogeneity of the productive structure 
and manners of relationship between the formal and informal sectors. 

Segmentation of the Labor Market: 

How isthe economically active population distributed between the modern farming
and traditional farming sectors, public, urban private, urban informal and domestic 
labor? 

--	 What capacity of labor absorption does each sector have? 

What is the sociodemographic profile of each segment (age, sex, migratory
condition, status, etc.), the level of qualifications and work experience? 

What is the profile of income distribution of labor resulting from the EAP 
segmentation? 

What is the level of underemployment and of labor surplus and how have they
evolved? 
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Heterogeneity and the Productive Structure: 

- What is the average and modal occupation level and type of entrepreneurial 
organization predominant in the formal and informal sectors? 

- Is there a multiplicity of ways to organize enterprises in the informal sector?. What 
relative weight does each have? 

- What is the average, by section level, of capital endowment per worker In the 
formal and in the informal sectors? 

What is the productivity gap between sectors? 

- What is the degree of productive concentration according to modern technological
sectors? 

-- How is this last variable crossed checked with occupation, entrepreneurial 
organization and productivity? 

Articulation and Segmentation of Goods Markets: 

What is the exchange balance between the modern and informal sector? 

What portion of the final demand and what major items are supplied by informals 
and microenterprises?
 

What is the price elasticity and income of those items?
 

What kind of competition is there for finished goods between the modern and
 
informal sectors?
 

What is the portion of demand for intermediate goods, and which of these items are
 
supplied by microenterprises?
 

What kind of relationship do microenterprises have with modern enterprises?
 

Are there institutional barriers or administrative regulations which restrict access of
 
microenterprises into the market?
 

Segmentation of Capital Markets: 

How is credit distributed among the different strata by size and enterprises -type? 

What are the economic regulatory, procedural or legal barriers for microenterprise 
access to institutional finance markets? 

-- How do non-institutional credit circuits operate and what importance dr, they have? 

The answers to these questions, which would complement the behavior analysis of large aggregates, as 
needed for orderly selection of resource allocation activities for the Microenterprise Development Program. 

b. Information 

The greater or lesser degree of precision of the answers depends not only upon the conceptual clarity and 
quality of the methodological construction, but on the availability of adequate information as well. 
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-- 

-- 

Although this availability is often limited, Peru is the exception to the rule. From 1982 there is labor market 
segmentation data (surveys from the Ministry of Labor and Social Pronotion). From 1984, there is valuable
data on microenterprises in Metropolitan Lima (CEDEP-IDRC Project, UNDP/ILO/PER-85-007, LU research,
Accion Comunitaria data bank, CARE,IDESI, etc.). Unfortunately, these efforts are constantly interrupted and 
therefore an ad hoc series of coherent methodologies with a conceptual approach should be the main object
of the Program. 

Without 	interfering with this objective, which is obviously time-consuming, a diagnosis may be reached 
using current data sources. Subject to a "second" reading and data reprocessing whenever possible, under 
present circumstances it should at least be able to derive an approximate level with minimum data for a 
situation chart. 

Although it is not the intention to list all possible sources, the following must be mentioned: 

* To analyze labor supply and labor market segmentation: 

--	 A population census and household survey (Especially the EAP classified by
occupational categories and, whenever feasible, size of enterprise. These variables
should be crossed with age, genre, education and income levels); and 

Special studies available on labor, social stratification, marginality, etc. 

* 	 To analyze the heterogeneity oi the productive system: 

-- Economic Census and Surveys of Establishments (Particularly the tabulations by
sections on the size of the enterprise, number and job description of those 
occupied, remunerations, installed capital, value of production and aggregate value. 
If possible crossed among each other); and 

-- Sectorial studies by field of activity. 

To analyze the articulation and segmentation of the goods markets: 

Basic information to prepare National Accounts (Intersectoral transactions, private 
consumption and investment demand);
 

Surveys of family income and expenditures (expense list, if possible at a three digit
 
level);
 

Retail sales indices (amount and price);
 

-- Price indices. (three digit averages); and
 

- Market studies of goods and services.
 

To analyze capital market segmentation:
 

Information from the Central Bank on sectorial distribution of credit, by size of the
 
enterprise;
 

Information from the Central Bank and development banks on the allocation of
 
promotional lines by sector and size of enterprise;
 

Inform3tion from commercial banks, cooperatives and development banks on 
access to credit; 
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Studies 	 (or in their place, fragmentary evidence) on non-formal credit circuits,
conditions foraccess, interest rates, guarantees demanded, payment modalities, etc.;
and 

Repayment of portfolio (borrowers performance), rate of overdue payments, per 
sector and whenever possible by size of enterprise. 

c. 	 Products 

Through the statistics provided by these sources (as well as other available studies), a chart can be preparedwhich, though approximate, answers the previously listed questions. Among the most important products 
to be obtained, are the following: 

8 	 Measurement and characteristics of the sub-use of underemployment of labor and 
labor market segmentation, which would enable a determination of the universe and
profile of the Program's target population, particularly in terms of the job and income needs. 

a 	 Extension and productive characteristics of microenterprises to make the universe
known as well as the structural profile of the Program's target sector as concerns goods,
productivity and remuneration. 

a Structure of supply in goods markets to reveal the degree of modern sector extension,
the competition (or oligopolization) level and the space for microenterprise penetration. 

0 	 Composition of the demand for goods and services per sector (or strata) of originwhich, combined with the product above, would indicate the demand level fulfilled by 
microenterprises. 

0 	 Structure and restrictions of access to credit systems, which would 	 facilitate an 
estimation of the financial needs and the design of mechanisms for the microenterprise 
sector. 

2. 	 Prospective Hypothesis and Problem of Uncertainty 

As has been pointed out at the beginning of this chapter, the chart is not enough. Together with this chart 
an entire set of hypothesis on its foreseeable medium term trend should also be prepared. 
Investment is one of the central components of the Program and the reduction of instability which
characterizes the informal microenterprise sector is one of its main objectives. Therefore,the need for the 
prospective is evident. 

As concerns investment, two arguments arise supporting the need to forecast the evolution of themacroeconomic framework. On the one hand, it requires a maturing period to begin to generate returns.On the other, and perhaps more important is the demand for a sufficiently extensive entrepreneurial
operating cycle to permit its recuperation, and thereby facilitate the reproduction of the Program. It is evidentthat in this time frame the initial conditions may be substantially modified. Therefore, to avoid incorrect 
resource allocation, the possible courses of these changes should be foreseen. 

As concerns the stability of the entrepreneurial cycle, one characteristic of microenterprises is a pronounced
precariousness and high turnover. Among its most important objectives the Program proposes to reversethis situation. For this purpose, bearing in mind that the implicit 	horizon goes beyond the investment
recuperation period, the probable dynamics of the penetration framework should be known. 

An understanding of these dynamics is not secured through a linear forecast of past trends. Although these may influence the determination of the future, the course is subject to fluctuations which may or may not
be substantial or abrupt, depending upon the specific orientation of the internal political economy. This 

103
 



policy could face restrictions imposed internationally, and the changing expectations of economic agents, 
an important factor which should not be overlooked. To a significant degree, this is the current situation of 
Peru. 

This introduces a problem of great bearing on the effectiveness of the preview: uncertainty. 

Although some degree of uncertainty, a basic ingredient of entrepreneurial risk, is always present in decision 
making, it tends to increase and maximize during periods in which there is a widespread economic and 
social crisis, such as has occurred under the current situation. 

Under such circumstances, with the additional factor of a change of Administration, the modifications in
policy orientation may be substantial and abrupt which, as is obvious, carries decisive consequences for the 
economic ,iivironment. 

Nevertheless, probably the most outstanding feature is not the scope of these modifications, since they
would be incorporated into the forecasted elements, but rather the unpredictability of their precise course. 
Such unpredictability is the restilt not only of a greater or lesser intrinsic capacity to solve problems, but 
also the economic agents' response to the new rules. 

This means that the changes of the immediate past interact with those of the present, while those yet to 
come are still unknown if, as may happen, some deviation of the expected results does occur. This would 
aggravate uncertainty and therefore the risk of adopting mistaken decisions. 

There is no onu sole answer to this situation. There is an evident need to consider the problem of 
uncertainty in its true light through the follcwing suggestions: 

To design alternative situations and evaluate their possible impact on the most interesting 
variables for the Program, particularly: 

-- The sub-use of labor; 

The level and structure of the supply of goods and services 

The morphology of markets; 

The level and composition of the demand for goods and services; and 

-- The elasticity of substitution of goods according to sector of origin. 

* To do future studies assigning different weights to the possible occurrences; and 

* To diversify risk by avoiding selection focused in only one sector or in very few fields. 

B. Primary Selection of Activities 

Despite the foregoing limitations, the situation chart and prospective hypothesis are the most useful tools 
to select activities. For the reasons given, should the selected activities still have a considerable amount of
potential error, it will hardly be greater than that affecting any macroeconomic program within a context of
the present crisis and change. And, most probably, it will be substantially less than if we were to simply use 
our intuition. 

From the methodologic viewpoint, the primary selection of activities is a deeper level of disaggregation
reached during the diagnosis and prospective stage. The difference lies in that now there is a need to 
become familiar with the entrepreneurial segments, working with an equivalent of three digits of the Uniform 
International Classification of Industrial Activities. 
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Once again and probably more than in the preceding case, the lack of information arises as a key problem.However, the same as before, the existing data may and can be used following the scheme source of use
mentioned above. 
The main issue is to decide which criteria will be used to guide the search and systematization of 
information, to enable the identification of activities which can be promoted. 

For this purpose, the following guidelines should be taken into account: 

The effective existence of alternative technological combinations. This condition is
applicable to all competitive activities within the modern sector. It arises whenever it can
be proved that, within the field of study microenterprises exist which operate with different
capital per worker levels in the production of goods or analogous services within a certain 
range of quality. This way, activities where there is no technological heterogeneity can be 
discarded. 

Threshold of cost coefficient of the job inferior to the target level of the Program.
Once the heterogeneity of the possible technological combinations is proven, the effective 
or technically available threshold of the capital/labor ratio should be checked to see if it islower than the exogenous level targeted for investment per job. Thereby all economic
activities devoid of microenterprises are excluded, as well as those with exclusive modern 
sector heterogeneity. 

The possibility of increasing capital endowment per microenterprise worker to Program
target level. Activites resistant to a relative modernization, due to the nonexistence of
alternative technological combinations in keeping with the Program target level, should be
discarded. This situation arises whenever the following occur simultaneously: 

-- There is pronounced fracture in the capital/labor ratio; 

-- The threshold of modern technology significantly exceeds the target level; and 

The inability to divide modern technological packages into separate parts impede,
the incorporation of these into microenterprises for economic and/or engineerinc 
reasons. 

In a positive sense, the last proposal is a basic condition to be eligible: in ordei 
to promote an activity or field, it should be possible to split its moderr 
technological package into separate parts, allowing for a progressive increase 
of the capital/labor endowment of the microentrepreneurial sector, withoul 
substantially weakening its capacity to absorb labor.' 

Non-saturated microenterprise presence. The microenterprise presence should not be 
of such a measure that the incorporation of additional firms or a productivity increase ofthese existing firms creates a surplus supply in this sectoi. This would determine the market 
exit or income reduction of those not benefited by the Program's coverage. To stress this 
point, it would indeed be drastically opposed to the Programs objectives. 

A possible indicator of such a situation could be prepared combining the occupation in the
activity, the effective demand (measured by total and average sales levels) and potential
demand (by estimating the additional portion of sales which could be attracted by a set ofmicroenterprises). If,in the presence of a high employment level, sales per unit are low with 
no probable future growth, the saturation point has been reached. In this case, the income
increase of microenterprises benefitted by the Program would overtake (and even destroy)
those not covered by it. 
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In positive terms, in order to reach an eligible position, growth room should be opened
and maintained for activities to be occupied by a set of microenterprises operating in
the field (avoiding a redistribution of the sector). To be sustained, the growth process
should originate in, and be simultaneous to, the expansion of total demand. 

The overtaking by the modern sector of the microentrepreneur sector is relatively
stabiiized. In order to benefit microenterprises from a growth of total demand, the modern 
sector must not invade and take control of their growth space. This is difficult to avoid in 
the long term. The law of market behavior states that, by their very nature, enterprises
struggle to increasingly capture the market, disregarding any others already occupying that 
space, whether large or small. The difference, should there be any, is that from the
viewpoint of risk , an invasion of the latter would occur whenever the demand of these 
marginal market portions justify such action. 

This behavior law is not restricted to stages of economic expansion. It can also be verified 
during recessive periods, since the marginal additions of demand (currently covered by
microenterprises) may provide the necessary income to reduce the impact of a sales 
decrease (in the modern sector). 

However, despite the fact that the process may occur in an uneven manner (in starts and 
fits bolts) it is inevitable. Proof of this is that the pyramid structure of supply differs 
significantly in each field, and even when the concentration of the modern sector is high,
microenterprises are present. It may be concluded that the strengthening of these is more 
feasible in those activities where that process is relatively stabilized or, at least, does not
show signs of accelerated growth. The temporary comparison of product concentration 
levels and sales is the most adequate indicator for such verification. 
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CHAPTER VII
 

MAJOR COMPONENTS OF THE PROGRAM
 

There is a need to know market structures and trends and to pinpoint and select activities to be targeted
by promotional efforts. However, this is not sufficient to attain the microenterprise consolidation and 
deveiopment proposed by this Program. To achieve this, a strenuous action aimed at removing the external
and internal constraints becomes necessary. The rationale of this action lies on the fact that, at least in the
foreseeable future, the possibility of improving the quality of the job, (i.e. income, working conditions and 
social well being of the urban informal sector) depends upon the transformation of its present characteristics.
This means changing its current role of required survival shelter into a socially acceptable option, from three
viewpoints simultaneously: equity, financial possibility and adequacy of endowment of factors. This implies: 

To progressively reduce productivity differentials with the modern sector by achieving a 
routine of normal €:apital accumulation based on the reinvestment of profits, and not on 
the contraction of Oersonal consumption; 

To adequately consolidate microenterprise mercantile penetration into goods and services 
markets, and whenever feasible, to protect them from oligopolic processes; and 

* To achieve modern organization and management skills. 

To this end, the minimum areas demanding attention are: 

0 Conditions for access to credit; 

N Conditions for access to goods markets; 

0 Technical conditions for production; 

a Management know-how; 

X Managerial and administrative organization; and 

R Adaptability to change. 

Therefore a proposal to remove those restrictions that impede the consolidation and development of the 
microenterprise sector should definitely be a!l encompassing. The overall microenterprise problem is the 
consequence of multiple simultaneous and reciprocal actions from a diverse range of factors whose scope
contains both micro and macroeconomic content they exceed the strictly technical levels and overlap into 
the fields of social psychology and organization. 

On an operational basis the areas pointed out define three possible levels of action: the 
economic-institutional level, advice and training. 

The first operating level refers to the institutional framework and the set of instruments necessary to make 
all opportunities equal with regard to toaccess both resources and market competition. The second 
concerns technical assistance needed by microenterprise for its microeconomic consolidation and/or
transformation. The third is related to actions addressed to microentrepreneurs and their workers, to 
ircrease management skills and improve qualification profiles. 

A. Access to Credit 
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To progressively reduce productivity differentials with the modern sector, microenterprises must have capital
resources. The subject of access to credit is therefore a central issue. Inthis perspective, two fundamental
problems must be solved: guarantees and credit management and administration costs. 

1. Guarantees 

Due to the weakness of their establishment and functional dynamics, the majority of microenterprises are
unable to offer the patrimonial guarantees usually demanded by credit entities. This isprecisely what defines 
a microenterprise, since it is the greatest obstacle to the capital resources needed to enable its productive
transformation and thereby improve employment and increase income. 

There isa need to stress this since, contrary to general belief, the difficulty isnot limited to, nor does it come
from lack of credit availability. Beyonc current circumstances, in which the lack of borrowable funds is
general, the experience of numerous business and developmen: banks which have opened special soft loans 
to support micro and small productive units, is constantly the same problem: a lack of guarantees. Many
of these programs should have been reduced and even discontinued because of their inability to deliver.
Another proposed solution reprogrammed the use of resources by placing them inhigher strata, which offers
these guarantees, thereby avoiding the original objective of microentrepreneurial promotion. 

In the same manner, the difficulty does not come from interest rates. Assuming that real market rates do 
not exceed the rate of capital return, there is no need to subsidize them for microenterprises qualifying for 
credit. The lack of access to formal banking channels by microenterprises in search of working capital
obliges them to resort to informal lenders who demand steed rates of interest as compared to those of the
institutional finance system. That extra profit margin over the bank rate not only demonstrates the unequal
contracting capacity between borrower and lender but also is a risk bonus which the latter demands from
the former in exchange for the absence of patrimonial guarantees. Beyond the fact that the financial cost 
that it implies must often absorb the cperate profit of the business, it proves that the internal rate of return
of these microenterprises is sufficient to repay the loan without lowering the threshold of microenterprise
subsistence.' 

This situation of a lack of patrimonial guarantee is the nucleus of the vicious circle preventing impeding
subsistence models from being transformed into productive ones. Productive development occurs, although
not too frequently, through the sacrifice of personal consumption of goods and the under-payment of wage 
earners. 

Nc other choice is left to break this -vicious circle than to deliberately break it. To do this there is no need 
to create a s oecial credit fund. It is not viable in the long term, and even less should it be subsidized.
Rather, obstacles impeding access of microenterprises to the institutional finance system should be
removed through rules and interest rates determined by the market. 

There are several instruments to remove these barriers all of which have one common objective: to 
complement or supplement the lack of adequate guarantees by microenterprises. 

The Guarantee Fund managed bi/ specialized entities is the best known, although not necessarily the most 
disseminated, promotion practice in Peru. Different from traditional rotating funds, this modality makes the
intermediary finance institution deliver its own credit resources, while the Guarantee Fund issues the relevant 
endorsement. In this case, the guarantee isregistered in accounting books as the commitment or net debt
contracted by the users of the system this is the value of the loan plus the interest accrued, less
amortizations and savings, which allow for a greater rotation of the Fund. On the other hand, and this is
perhaps the most outstanding advantage of this mechanism, whenever there are few guarantees, a 

However, receiving and paying loans under the aforementioned conditions does not make
microenterprises creditworthy subjects for a program such as the one presented herein. To qualify they
must hnave a growth potential from the tecinical-productive viewpoint and stability of penetration into the 
goods iiarkets. 
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commitment several times the size of the Fund's resources may be endorsed, at times reaching a leverageof five or more. This possibility is based upon the fact that, in confirmation of the micfoenterprise capaci",'to carry debt, overdue payment rates and bad debts are considerably lower than those in the formal sector. 

Naturally, the microenterprise must pay a premium for the lette.r of guarantee delivered by the Fund.However, cases In where there are few guarantees to be honored that premium need not be increased, andthe additional cost to the credit receipient should be insignificant. Even when it may be higher than that
demanded from larger enterprises it will still be substantially lower than that paid to informal lenders. A moreimportant fact is the possibility to access bank credit funds on a short and medium term, since theycompensate for the additional cost through benefits to production and sales. 

Perhaps the greatest intrinsic problem of this instrument is the independence (or "graduation') of users. This
is obviously linked to the capitalization of microenterprises and subsequently to the guarantees which theymay independently offer to financial intermediaries. A possible mechanism successfully used in scmepromotional experiences includes a clause in the contracts of endorsement by which the user is committed 
to save a portion (generally from 5 to 10 percent) of each credit received, throughout the entire repayment
period. This commitment has a double purpose: on the one hand it acts as a co,*".ioning agent, sinceif minimum savings are not accomplished endorsement of the Fund and access to new segments of the
credit program can not be obtained. On the other hand, savings are not movable while the user stays inthe system. Should there be a delay in the repayment of the loan, these savings can not be drawn from thefinancial entity until the total completion of payments due. Should a bad debt arise, the savings would beused to pay the debt, while the Guarantee Fund would be responsible for the unpaid balance. 

As can be seen, the purpose of this compulsory savings mechanism is to progressively 'replace the
endorsement of the Guarantee Fund with the firms own guarantee. The "graduation" will occur when thesavings accumulated, and capitalization of the enterprise, are enough to satisfy the financial entity'srequirements to directly lend funds without the intervention of the Fund and under conditions similar to
savings and credit systems (that is up to 5 times the amount of the first). 

The Guarantee Fund self-administered by microenterprise guild organizations is an interesting
alternative. This modality presents various features: in the first place, by assuming the responsibility ofmanagement through its own organization, more than mere "users" ( and certainly more than "beneficiaries")these become "actors" in their own development. Secondly it strengthens the institutional andorganizational development of microenterprises and therefore the social foundations as well. Thirdly, it
disseminates access property since instead of individual savings deposits, capital is provided by acquiringquota-shares or stock of the Fund. And last, but not least, it makes the financial system's operationalpotential more feasible since the organization is the entity which, with the guarantee of the Fund, contracts 
a global credit, with the bank, to thereafter re-distribute it among its members' 

Despite the practical prospects of this proposal, although it is growing, it is still has a limited development.
Common cause groups are much more extended mechanisms established by microentrepreneurs whomutually endorse each other. The underlying concept of this methodology is that the financial future of eachmember depends upon the fulfillment of the group, that is, it is measured on a collective and not individual
basis. Therefore each potential client should analyze those interested in forming a group with him, following
the same pattern as he has been subjected to by others, to select those who he thinks will be responsible.
The development and selector of the remainding members of the group should be controlled in the same 
manner as himself, to avoid any problems. 

As can be seen, the main responsibility falls upon the microentreprerieurs themselves and from thatviewpoint, the methodology is highly instructive.since they are not only beneficiaries but in more than one 
sense, they are also their own credit committee. 

Annex contains the by-laws and procedures of the Fund. 
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This methodology, however, is of a limited scope. This is because it is restricted to accessing small credits 
to improve the working capital of microenterprises which have outdated organization and technological
frameworks. To effectively transform such frameworks intu more modern operate modalities, fixed capital
investments are needed to substantially Increase productivity. In view of the amount of credit which this 
demands, the objective is difficult. From the financial intermediaries point of view mutual endorsements do 
not seem to be a sufficient guarantee, while from the perspective of who should be obligated by others, 
the mechanism may lose its attractiveness. 

An interesting variable may combine self-managed Funds capable of contracting "formal" credit with the 
banking system, with common cause groups for resource distribution, at least as concerns small credit lines.
In this manner the instructional nature of this methodology may be preserved to successfully use the 
institutional and economic advantages of self-managed funds. 

Lastly, the popular mortgage developed by the Institute for Liberty and Democracy is an innovative 
proposal to access credit.The possibility of establishing mortgage rights on real estate possessed by
microentrepreneurs as credit collateral, is a by-product of the Real Estate Registry for Pueblos Jovenes 
(Shanty Towns) and Popular Urbanizations launched through the Government-LD agreement. The Real 
Estate Registry will provide titling and inscription of housing and land of marginal settlements, peasant
communities, and small landowners. The ILD estimates that the value of these properties reaches US$16 
billion within the urban areas. However, these can not be used as chattel mortgage since only 4 percent
of housing is registered and duly titled. This new mechanism will legalize possession, thereby opening
channels of credit access. The ILD has proposed that the mortgage be established in favor of an insurance 
company, which through payment of a corresponding premium, will guarantee the loan. In this manner 
housing built in these shanty towns can be used for chattel mortgages to qualify as creditworthy subjects
for bank loans. Moreover, to solve the problem of tedious judicial formalities, the borrower should grant an 
irrevocable power of attorney to a third party representative of the financial entity for sale of the property
offered in guarantee. It can be used without legal action in case of delayed payments of the debt service. 

In contrast with the common cause groups mentioned above, the popular mortgage might be a valid 
instrument for medium and long term loans to finance sizeable investments. However, its potential capacity 
to guarantee smaller credits is doubtful, whether this be for working capital or for a lower scale investment. 
It is doubtful that those who consider housing and land "their most valuable asset", as the ILD states, will 
be willing to risk them for a loan representing but a small fraction of their true or psychological value. The 
alternative of mortgaging a proportional part of the housing with possible bank partnership of the property,
does not seem too feasible either. 

Inany case, the popular mortgage can be an important instrument to remove the obstacles impeding access 
to scarce but important investment funds by microentrepreneurs: The economic condition for this, aside 
from the availability of lendable medium and long term loans, is that the effective rate of interest including
the closing expenses of the mortgage and insurance premium must not exceed the capital rate of return. 
This instrument, however, will require a considerable period of time to be fully developed ,since according 
to ILD estimates, the titling and registry process may take up to five years to complete. 

2. Operation Costs of Credit and Profitability of Finance Intermediaries 

However, the solution of the guarantee problem isnot enough to secure access to credit. Equally important
from the financial institutions point of view is the cost of maintaining a microentrepreneurial client portfolio.
By increasing the cost above average, the fractioning of the portfolio in a multiplicity of small credits makes 
it unattractive to banks since, their profitability will be lower than that obtained when dealing with larger sized 
firms. 

This may partly be unavoidable. To a considerable degree it is the result of the lack of adequate instruments 
and methodology for banking administrators, to select and evaluate microenterprises: Moreover, banking
procedures for disbursements and collection of funds, follow-up accounting, registration, etc. are not 
adjusted to the characteristics of a client portfolio which is large in its coverage, but of an extremely reduced 

110
 



scale in terms of individual amounts. Therefore, two types of requirements should be taken into 
consideration* 

In the first place, together with the solution to the problem of guarantees (and in truth as a part of it), 
specially designed mechanisms and methods should be implemented to improve the entry capacity of 
microentrepreneurs into the finance system. Aside from the provision of qualifications and advice to assist 
them with their financial procedures, there is also a need to set up a project selection methodology which, 
by being non-expensive and prompt, will facilitate the criteria for supervision of efficiency. This would ensure 

that overdue payments and bad debts, which most affect the profitability of the financial intermediaries, be 
kept within reasonable levels. At the same time, such a methodulogy would make possible for the costs of 
this process to be in proportion to the amounts to be financed. 

From the technical point of view, the information required to decide upon the guarantee (in the case of the 
endorser) and the credit (as concerns the financial intermediary), should be contained in the feasibility study
specially prepared for this purpose. The point is that the methodology and even the contents differ greatly
from those customary in modern sector projects. By using survey techniques and adequately processing 
data, the economic-financial diagnosis of petitioner microenterprises may be prepared in an inexpensive
and prompt, but highly sophisticated and accurate, manner. The DESIU program developed by the ILO in 
its technical cooperation projects ECU/79/006 and PER/85/007 in Guayaquil and Lima respectively, allows 
for a microenterprise diagnosis with an input of time no greater than 4 hours and at a unitary cost not to 
exceed US$20, including the cost of the technical experts, computers and material. Besides reducing the 
costs, such technologies facilitate mass access to credit. 

The second type of requirements refers to routine credit management once the loans have been granted. 
The key issue here is to separate the microentrepreneurial portfolio from the rest of the bank's operations 
by using ad-hoc instruments, somewhat similar to those used in the case of consumption credits, which are 
simultaneously numerous and of small individual size. Among the various instruments available in the market 
for these purposes, computerized products have been developed by the ILO. For example the UTOPIA 
program enables a daily follow-up of the credit granted to microenterpreneurs classified by geographic 
location and size, organization membership of users or common cause groups and socio-demographic 
characteristics the SIMCRE program simulates the disbursements and collections, interest and overdue 
payments. The SIFF program prepares financial flows according to different sources of financing, su..ch as 
executor agents, types of credit, terms, amounts, rates of interest and grace period. The MOSIC program 
estimates the costs and profitability of each of the participating agents in the credit program for the 
microenterprises. 

B. Training and Advice 

Access to credit should be complemented with an improvement of the managerial, technical and 
administrative skills of nicroentrepreneurs. Otherwise there is a risk that capital resources may not be 
properly used, thereby menacing the effectiveness and even the feasibility of the Program. 

Three types of actions should be considered: 

The first, which in fact is part of the process of access to credit, refers to carrying out the 
formalities ior requesting financing; 

The second, related to labor productivity, concerns technological and production upgrading 
procedures; and 

The third, which addresses the ability for managing the technical-productive unit, is focused 
on administrative and managerial skills. 
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Although each of these attempts to solve a particular aspect of the microenterprise functioning model, they
all acknowledge a common source and problem -- the specificity of microenterprise formation. This 
specificity has a two-fold expression: 

On the one hand and because the birth of a microenterprise is marked by an extreme shortage of capital,
the technological combination and manner of organization manner must be adjusted to this situation, with 
consequent results on productivity. 

On the other hand, the microentrepreneur is above all other things, a person who has had to improvise his 
knack for management, because he could not survive as a stable worker within the modern sector 
Therefore, in the majority of cases, he does not have, nor encounters possibilities to have, a management
formation or education that enables him to perfo-m adequately as an owner of an economic-productive
unit (and not only technical-productive) to compete in the market. 

The probability that knowledge arduously acquired through trial and error can become the stepping stones 
towards a path of transformation and development is very low. This is not because of insufficient and/or
inadequate content, but rather because it is oriented towards a subsistence strategy, and not towards capital
accumulation as a development project proposes. 

In fact, this knowledge is insufficient in applying for financing, and sometimes even to know what credit 
opportunities there are. This is why this sector badly needs advice and training on these subjects. This task 
may carried out as a part of the selection and evaluation process. This would make the access of credit 
process an efficient mechanism for training at an extremely low marginal cost. 

1. Technical-Productive Advice and Training 

Advice should also be extended to the aspects of technulogical and labor organization. This should be 
provided whenever the capital endowment per job is increased up to a level that, although not reaching
modern sector coefficients, significantly exceeds its current value thereby implying a substantial change in 
the productive structure of the microenterprise. This presents two types of problems. 

The first refers to the effective availability of technical designs which, with relatively low capital requirements, 
may increase productivity while preserving a high labor absorptive capacity vis-vis the modern sector. This 
is not an easy subject since research experience, although growing in many fields. is still inadequate. Less 
frequent still is the link between the efforts to develop appropriate technologies and their adequacy for the 
manner of functioning of the microenterprises. 

The second is focused on mechanisms to transmit and disseminate technologies and their know-how to 
microentrepreneurs. Aside from adapting the formative contents to the technical design, the manner of 
transference must change substantially. So far -- and the experiences in this field is very little - there has 
been a pendulum swing between two equally inoperable extremes -- classroom training courses conducted 
outside of the economic-productive context, which makes learning totally abstract and unrelated to real life
situations, or training conducted in workshops similar in manner to an individual external consultancy, which 
of course is extremely expensive. 

An alternative possible solution to these two problems may be the setting up of model microenterprises
which, aside from creating direct employment, would also serve as technological laboratories adapted to
the scale, density of capital, and manner of organization of microenterprises as well as, training and 
transference centers for Program microentrepreneur members. Moreover, through the identification of their 
technological needs -- an essential element to prepare an investment plan -- they may also facilitate the 
access to credit. 

In this manner, both technological adjustment and advice and training would be integrated within the 
framework of an objective enterprise unit. This would avoid both the abstract nature of classroom teaching
and the high cost of private consultancy. 
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2. Advice and Training of Management Skills 

The third line of action refers to upgrading administrative and management skills. Microentrepreneurial
qualifications are extremely limited. Partly due to the rationale of subsistence underlying the microenterprise
organization, but, mainly, as a consequence of the occupational, educational and social origin of theentrepreneurs. The skills are even more limiting when, within a program such as this, the purpose is to enterinto full fledged entrepreneurial activity. To this end, it obviously should be kept in mind, that,notwithstanding how small the enterprise is, it is first and foremost an economic agent whose objective isto maximize profit, and elevate its income. It must therefore compete with other economic units who struggleto achieve the same purpose. Therefore, the improvement of productive conditions and technical
qualifications, although indispensable, is not enough. It is just as important to have inputs and knowwhat to produce, as it is to determine what and how much product and to whom, how and at what
price to sell the production. 

The provision of a wde set of skills and tools ranging from proper accounting techniques (which mostmicroenterprises lack) to adequate knowledge on production, marketing and sales planning, are the 
requirements to be fulfilled in this field. 

Aside from adapting the contents and manner of transmitting such knowledge to microentrepreneurs tomatch their specific situation, this also poses two additional questions. Who should provide the training and
advice, and how these contents should be integrated into the sequence of transformation of the 
microenterprise. 

As concerns the first, in addition to the necessary re-formulation ot the role and methodology of official
training institutions, these are two non-exclusive options arise: the use of the model microenterprises astraining center in management methods, which would enjoy a comparative advantages over traditional
institutions and methods; the promotion of microenterprises of services in this subject, which from
experience gained in similar units which have already changed, may share it with others who are starting 
out on a similar path. 

Whatever the mechanisms adopted, these actions should deft iitely be closely linked to credit mechanisms. 
This leads to a second point. 

As will possibly occur during the initial stage, if credits are small and are used to strengthen working capital,
it will probably suffice to insure a minimum of administrative capacity without a complex knowledge ofmanagement methods. Accounting books must be carried as a requirement for loans(the setting up ofmicroenterprises specialized in this service could eventually be fostered) as well as the application of basic
management norms. The obligation to comply with these requisites should be limited, on the understanding
that it should not precede the credit request, but rather be in force once it has been granted. During thesecond stage, when the entrepreneurial scale changes, productive models and organizational structures will
result from medium term loans, and the profile of management skills should be substantially increased, even 
as requisite for disbursement. 

C. Marketing 

As has been pointed out previously, it is not enough to improve the technical conditions of production. Just 
as important is the fact that microentrepreneurial development needs to improve the quality of the insertioninto the goods market. This means stabilizing and articulating the microenterprise with the modern sector 
in a more efficient manner. 

A series of actions to accomplish this objective.might be considered. Among these, the following are 
mentioned: 

The establishment of a subcontracting exchange, which would provide information on the
demand for services and inputs by medium or large enterprises and offer advice on
negotiating supply contracts with them. The underlying idea is that it will gradually evolve 
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towards a business exchange which perform an active role in the development of linkagesbetween the microenterprise and modern sectors. The Subcontracting Exchange of theNational Society of Industries could become an adequate starting point for this purpose byeffectively attracting microenterprises in the midst of a transformation process or in transittowards small enterprise. In the medium term this strategy should foresee the developmentof regionally de-centralized business exchanges, involving local associations and chambersof commerce. 

The establishment of agreement mechanisms with institutional buyers, either private orpublic. Inthe case of the former, a share of the government purchase orders for goods andservices should be channeleo to the microenterprise sector (such as the supply of uniforms,furniture, cleaning services, catering, etc.). Administrative norms regulating these purchasesmust be adjusted to specific micropntr.r ris.,7 3. i operational characteristics.Aside from the task of preparing rules and regulations ( a subject discussed in the nextsection) rr, croentrepreneurial guilds should also participate in the design and execution ofthese mechanisms. With private institutional buyers, 'wholesale' supply agreements shouldbe reached with community organizations such asmaterial, etc. the parents association for schoolIn this case a policy should be developed to differentiate markets aimed atstabilizing, and,whenever possible, increasing demand. 
The setting up of microenterprise consortiums for the joint marketing of their products.This would facilitate a reduction of costsstrengthened bargaining capacity 

as well as improved market penetration andThe consortiums may also ,;over other productiveaspects, such as technology exchange and dissemination, development of new products,etc. The Consortium of Capital Goods which is successfully operating in Lima ( and haseven participated in the Feria del Pacifico, a local international showroom), may be aninteresting model in this field. 
The establishment of trading firms for microenterprise products. There are fields in whichmicroenterprises have intrinsic comparative advantages but unfortunately can not use themdue to a lack of marketing mechanisms. It is very difficult, if not totally impossible, formicroenterprises to independently access the international market, which is the domain ofspecialized traders. However, it must be born in mind that marketing is not the onlyproblem. There are others, such as standards quality of the product, adaptation to consumetrends, quality control, and a respect for deadlines as reliable suppliers. Therefore what isreally needed is a comprehensive microenterprise exporting project in which marketingtakes the leading role. 

Development of Microenterprise Fairs. This is perhaps the most common businesspromotion mechanism used by microentrepreneurs. Without overlooking the incentive oftraditional marketing methods, (for example, programming a time table in keeping with highand low demand seasons for products), non-conventional marketing methods should alsobe tested. It would be interesting to organize Microenterprise Fairs for Manufacturersand Wholesale Buyers to widen the market and integrate the microenterprise economy withthe modern sector. These fairs may become innovative meansmicroenterprises through whichcan exhibit their advantages in terms of costs and flexibility (short seriesof production lead times customer tailoreu supply, etc.) CombinedExchange mentioned above, they may be an important 
with the Business 

source for enlarging the scope ofactivitics of many small productive units. 
D. The Rule Making System and Administrative Regulations 
Aside from barriers impeding access to capital, technology and complementary resources, other obstaclesfurther constrain microenterprise development. These are the consequence of an over-sized institutional rulemaking system, such as the Judiciary or regulating power of the State which, instead of facilitating access 
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to legality are actually barriers to it. The Institute for Liberty and Democracy has stressed the effects of such 
action. 

The State has confusing policy concerning microenterprise. On the one hand it highlights its irreplaceable
role in sustaining the occupational level, and openly declares its willingness to support the sector. On theother hand, government policies are not only inconsistent with these affirmations, but hampermicroenterprise performance by denying access to resources that are needed to improve the quality ofemployment. Moreover, the State frequently, resorts to direct repression. 

Furthermore, due ' chronically reduced budgets and insufficient staff, the entities in charge of enforcingsuch widespread and complex regulations are plagued by extreme internal weakness. The result isinevitable, and, in the best of cases, provokes an extreme inefficiency, and it is nearly always accompanied
by heavy corruption. 

The State not only disregards support to the sector but hardly maintains a neutral position. On the contrary,
the rule making ;ystem in force contains elements of open disfavor towards microenterprises. 

The costs and difficulties generated by bureaucratic red tape appear from the very onset, when one isattempting to duly register a microenterprise. These are extended virtually throughout all other aspects ofmicroenterprise performance. Consequently microentrepreneurs contrary are tempted against their will into a "preference" for illegality. Although willing to abide by the rules and regulations and, assuming no furtherinterference to begin operating adequately, microenterprises would still hardly be able to compete with
modern enterprises. In this sense, illegality is a mechanism of cost adjustment to compensate for thephysical productivity gap caused by a backwardness of technology and organization. In other wordsand contrary to certain opinions, illegality does not explain informality, but it is a necessary condition 

3for its existence.

However, illegality also bears its own costs. These costs are of a varied nature, they range from bribes,which microentrepreneurs have to pay to inspectors and officials, to the impossibility of accessing
promotional benefits, because of a lack of adequate documentation. 

A microenterprise development program must definitely pay special attention 'to those aspects. Support
must be given to efforts already launched, particularly administrative simplification currently being carriedout by the Institute for Liberty and Democracy. However, other specific actions must also be considered,among which perhaps the most important might be the preparation of Microenterprise Law similar to the one existing in Brazil. Aside from reducing administrative red tape, it grants a special tax and social securitypolicy in keeping with microenterprises' effective capacity to pay and modalities of entrepreneurial
organization. Moreover, and similar to the Real Estate Registry, the possibility of organizing a SimplifiedRegistry for Microenterprises could be considered, taking advantage of the experience acquired by theILD and with the participation of enterprises and microenterprise associations. 

Of course, this does not invalidate but qualifies the complaint of some guild organizations from theformal sector as concerns the unfair competition of informals who evade taxes. The truth of the matter Isthat the larger portion of tax evasion actually comes from the formal sector. 
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CHAPTER VIII 

THE INSTITUTIONAL FRAMEWORK: HOW AND WITH WHOM A MICROENTERPRISE 
DEVELOPMENT PROGRAM SHOULD BE CARRIED OUT 

Having defined the main ingredients of the program, the central question is: how and with whom should itwork. This chapter attempts to respond this question in the understanding that, similar to previouslydeveloped guidelines, a concrete design demands improved definitions. In any case, the subject matter dealtwith here is probably the aspect which most immediately influences the probability of success or failure ofsuch an initiative. However, before proceeding, and precisely to stress the importance of the institutionalframework, it is necessary to point out some considerations on the unity and reciprocal dependence of the
actions to be undertaken. 

A. Unity of the Program 

An underlying central concept in the program has emerged with a growing evidence throughout thediscussion. This is integration and mutual dependence of actions covering credit, advice and training. 

Although the articulating axis of the program is the setting up of conditions to access capital resources(without which it is absurd to think of transforming a strata whose backwardness is precisely due to a lackof capital resources), the other two components have a decisive importance. In effect, let us assume anincrease of credit supply for microenterprises and the elimination of all barriers due to the lack of guarantees.Let us also assume that banks adopt and implement adequate selection and administration methods toreduce operating costs. Under these favorable conditions, a continued lack of adequate technological andenterprise organization designs, and/or the absence of management capacity in keeping with the degreeand quality of the change to be achieved, most probably will lead to results that, at least, will be below thebest expectations. In this sense advice and training should be stressed not as auxiliary instruments tocredit, but rather, as necessary conditions to attain the objectives proposed in this Program. 

The lack of appropriate technological designs would result in the adoption of one or two possible strategies,both equally limiting. A first choice would apply the capital resources to increase microenterprise turnover,maintaining the same structure andtechnical organization. The other would modify that structure byincorporating new technologies, business organization schemes and labor processes similar to those of the 
modern sector. 

If the first choice is adopted, short term results would possibly be obtained by the increased use of theexisting capacity (which is important of course). However, except marginally, labor productivity would not
be increased. Once the full use of this capacity is reached, expansion would stop, thereafter progressively
registering diminishing returns. The attempt to overcome this limit by increasing the productive capacitythrough further additions of fixed capital with current technology would , however, maintain the productivitygap and, in fact, (since the gap would not close)the situation could be even worse, because, while a surplussupply could occur, management would be unable to handle the enlarged scaled of business. 

The adoption of the other alternative, that is, to provoke a technological and organizational jump, leveling
it with modern sector productive and enterprise structures, would immediately
reveal the insufficiency of the available resources to finance such a process. This would occur even when the leveling would apply the threshold reference of the modern sector capital/labor ratio.4 
However just as important as the impossibility.of financing this jump, is the fact that, should it occur, acomparative advantage of the microenterprise stata. Its labor absorptive capacity per unit of capital and 

It is convenient to point out that while the ceiling of the capital/labor ratio in the microenterprisesector hardly exceeds US$ 1,000 per person, the threshold of that same ratio in Ithe modern sector is US$ 
8,000 and US$ 10,000. 
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product would no longer be preserved. In addition, the feasibility of such an option is questionable because 
of by the lack of qualified management. 

From the beneficiaries point of view the adoption of this type of strategy could make mattts worse than 
before, since, without an independent patrimonial capacity nor guarantees of a successful management, they
would become heavily indebted to implement an exaggerated modernity vis a vis their real and potential
possibilities. From the Program's viewpoint, aside from the increased demand for capital by enterprises that 
would necessarily make the coverage limited, a dangerously low recovery level of the funds loaned might 
occur. From the macroeconomic viewpoint, on the other hand, a marked heterogeneous situation would 
continue. 

As can be seen, access to credit, technological adjustment and improved management skills, are mutually
dependent. If instead of the technological structure management skills would have been considered, as the 
variable of analysis, the conclusion would still have been exactly the same. 

This conclusion has an extremely important implication. Let us suppose that the transformation of 
microenterprises is induced in such a way that, without destroying their employment capacity, they
substantially increase their labor productivity. (For this purpose the capital/labor ratio should be placed
in the bracket that extends itself from the current ceiling up to the threshold of the modern sector). In that 
event, the success of the Program will depend upon the strict observance of the linkage and interaction of
the three components mentioned. To make this feasible, the technical capacity and its synchronization in
the sequence of required actions is needed, but, just as decisive, is the appropriate institutional framework. 

B. Requirements for the Setting Up of the Institutional Framework 

This last point specifically contains one of the greatest difficulties to implement the Mlcroenterprise
Davelopment Program. Together with the division and dispersion of the actions, the lack of an appropriate
ir:stitutional framework explains the limited scope, and even the failure of valuable and well intended efforts 
aimed at promoting the microentrepreneurial strata. 

As an example of this problem and the difficulty in solving it, it has already been explained that in the initial 
stages of the promotional expe ilences in Peru, most institutions sought to secure their own independent
comprehensive support programs. More recently, although still in an incipient stage, specialization 
processes between the same agents are being opened in subjects such as technology, advisce, credit,
training and information. 

Specialization is fundamental. However, at present, it is still striving to become a reality. Many entities 
preserve their own comprehensive programs, to some degree to the detriment uf specialization, while, on
the other hand, they attempt to specialize in areas where infrastructure and adequate practice has already
been developed. 

This fact illustrates the problems that still exist at the institutional level. An effective answer is definitely
needed, not only to respond to the actions themselves, but also as concerns their feasibility. It is here, not 
in the sector itself, where program success or failure is determined. 

A study of experience shows that there are favorable conditions facing an overall program. In the first place,
several important institutions exist which are currently executing promotional projects. Secondly, there are 
a certain number of technical cadres and specialized human resources with years of experience in the field.
Thirdly, although the majority are still hesitant, several financial institutions have already managed
microenterprise portfolios. Fourth, methodological and technical instruments which effectively reduce 
operation costs dealing with microenterprises, safeguarding the quality and efficiency criteria are currently
available in the market. Lastly, but most important, microenterprise guild associations are continuously
being established, and these, aside from their relevance, also reduce cozs and improve efficiency. 

A program that intends to have an impact must unite these efforts, many of which are isolated, thereby
promoting their specialization as has been pointc ' out previously, and most of all, strengthening their 
technical basis. 
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From this viewpoint, the unity 01 actions and the excellence of the operators are key factors for the 
program's success.
 

In this perspective, the achievement of a level of excellency demands the provision of an 
 important
component of technical assistance to the operators. This effort, of course, should be extended throughout
the Program, but should also be particularly present during its initial stages. 

To ensure effective assistance, it must not be fragmented into small partial supports for each operator
separately. On the contrary, it should be concentrated into one main service and training unit. This unit,as explained further below, should include assistance in the preparation of framework projects, training oftechnical experts (including management levels) dissemination of efficient operating methods, standardization
of norms and procedures and impact evaluation of the actions. 

The receivers of mis assistant a should be all the actors of the program. This implies that the service and
training unit should involve not only NGOs specializing in promotion and technical assistance,
particulariy, the finance intermediaries, "formal" enterprises and microentrepreneurial associations. 

but 

C. Institutional Scheme And Possible Organization 

The key concept is that the Program be executed through an ad hoc administrative and supervisory
instrument: The Development Fund for Small Productive Units (FONADEPRO). To accomplish different,
but complementary functions, the other principal instrument of the program would be an Inter-Institutional
Center of Services (CEDEPRO), which would gather and provide services to the participating members ofthe program (IFIs, Guild Chambers, Microenterprise Associations, and NGOs). (See Figure VIII.1.) 

The FONADEPRO will be composed of representatives from the Administrator5 and the institutions gathered
in the Inter-lntit,,tional Center of Services. For the allotment of capital resources, the administrator will
hav' the voting plurality in decisions. 

For the analysis of the projects and initiatives submitted to it, the Fund would have the support of aTechnical Committee of indeperdent experts. The rule making criteria used should be consistent with the 
objectives of the Program. In particular: 

M Its technical and financial feasibility (projects requiring subsidies in the rate of interest 
would not qualify); 

0 The impact on employment and income: to give priority to those projects which benefit
the lowest income sectors and target groups with occupational penetration difficulties, such 
as women, heads of households, the young and unemployed; 

0 The impact on the balance of payments (those projects which primarily
inputs and/or generate net foreign currency); 

use national 

0 The efficiency in the use resources ( should establish maximum admissible limits for the 
capital/labor ratio). 

Complementary to, and as another axis of the Program, CEDEPRO would act as a nucleus serving entitieswho participate in the program: NGOs specializing in promotion, training and technical assistance; guild
representation entities (chambers and ertrepreneurial centers and associations) and financial intermediaries 
(IFIs). 

The CEDEPRO institutional objective would be to act as nucleus for the participating entities of the
Program. In this manner, and through the representatives elected by Assemblies, it would integrate theFONADEPRO Board of Directors, with the powers and functions agreed upon in their constitution.
CEDEPRO membership would bp compulsory for program participation. 

This post will Lce defined by USAID. 
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Figure VIII.i 
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The CEDEPRO development objectives will be to technically strengthen the participating entities andincrease of the Program's operating capacity. In this perspective, its priority objectives would be: 

a To develop the capacity formulate framework promotional projects to be submitted to theTechnical Committee for Project Selection of FONADEPRO by the consortium of operator 
entities; 

N 	 To define and develop the operativing and methodological criteria concerning dissemination,
identification, selection, diagnosis, training, advice, preparation and follow-up of projects of 
the program's users; 

a 	 To contribute to the formation and improvement of human resources of participating
institutions, according to subject matter, functional specialization and levels of responsibility
In program execution; 

0 	 To develop an ir.stitutional evaluation system and cost/benefit analysis of the actions of
participating entities for subsequent adjustment and increased efficiency. 

To achieve these objectives CEDEPRO would channel technical cooperation resources. However, it shouldtend to pay its administrative costs. For this purpose it would receive a minimum percentage of interestwhich is collected by participating Program members for credit operations. 

The eligibility conditions for becoming a member of CEDEPRO and thereafter for participating in theProgram, should be clearly established in its design. These conditions should consider the following, among
others: 

There should be no other acceptance limitation than the fulfillment of technical and
methodological requirements as defined in keeping with the Program's objectives; 

Any new candidate should request sponsorship of one member; 

Once this request has been accepted and duly signed by the Program Administrator, the 
sponsor should supervise the candidate institution are a period of time, perhaps one year,after which time it would submit its recommendation to the Board of Directors (or Assembly
of members); 
During this period, the candidate institution should adapt its methodology and operations 
to the Program's moda!ities; 

* It should provide the information required for a joint statistical system; 

* Once the candidate has been accepted it should make a contribution in institutional work 
to CEDEPRO. 

Once these requirenients have been established, CEDEPRO might become a powerful instrument for theimplementation of a program such as the one proposed here. Through its actions it would substantiallyimprove the operator's executive capacities. Should this be achieved, an effective contribution to improvedemployment and income would be secured for a major portion of the occupied population in the 
microenterprise sector. 
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ANNEX A 

IN TRANSIT PRODUCTIVE UNITS: SEVERAL HYPOTHESIS CONCERNING THEIR 
TECHNOLOGICAL CHARACTERISTICS AND EMPLOYMENT' 

The characteristics and economic rationality of enterprises with a capacity for transformation and growth
are discussed herein. The results are important sinc,&the behavior of the different indicators defining the 
sector and its heterogeneity must be considered in the design of support programs for microenterprises.
Without losing the global persoective when dealing with the UIS, this annex attempts to evaluate the
possibility of designirg specific programs through a verified hypothesis concerning the behavior of "in transit" 
enterprises. 

Since the capital/labor :atio is the variable which methodologically has been selected to define the
technological level reached by these enterprises , it will be considered as the dependent variable and will 
be dealt with in differcntiated ranges. 

The first hypothesis points out that the sub-set of enterprises with a low level of capital per job, whose main
objective is to provioe a solut;on to unemployment (survival) and under-employment, present a greater
degree of dispersion in that ratio than those found in segments which for example exceed US$1,000. 

This is so because enterprises created with the purpose of reducing unemployment and under-employment,
have an economic rationality based upon inventing or developing an occupation aimed at earning an income 
for the satisfaction of their esscntial needs with an extremely low investment. That is, survival objectives
prevail over economic accumulation. Therefore, the capital/labor levels responding to survival strategies do 
not present an entrepreneurial economic rationality as it is observed in more structured enterprises; thus 
weaving a range of ratios with a high degree of dispersion. 

In enterprises with a higher capital/labor coefficient, the survival objective is supposedly partially solved
since investment responds more directly to the technological level and to the yield that it can generate.
Different levels of capital/labor ratio (by ranges to the interior of each field) should therefore show a lower 
dispersion than in the case of enterprises having a very low ratio. 

Thus, on the one hand, the purpose is to demonstrate that, the greater the technological level the more
informal economic units will increasingly adjust themselves to the standards of typical entrepreneurial
behavior characterized by the rminvestment of profit. At the same time ,there is an attempt to reject the idea
that the technological level of the firm is not associated with this type of behavior. In order to verify the
hypothesis, the degree of correlation between the capital/labor ratio and the degree of technological
variability are examined.2 

Table A-1 presents the coefficient of correlation between the technological level and the degree of
technological variability, as well as the average of technological variability for each section of the 
capital/labor ratio. 

The second hypothesis relates the employment variable to the technological level and thereby points out
that the percentage of wage earners in informal enterprises with a low capital/labor coefficient is lower than 
that registered in enterprises in transit towards the modern sector. 

For more information consult the CEDEP-IDRC report on the Informal 11Sector Project. 
The technological variability is measured by the deviation of the capital/labor ratio of each firm 

with respect to the average of its respective field of activity. 
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K/L man/dollar 
segment 

0 to 50 
>50 to 100 

; 100 to 200 
>200 to 500 
>500 to 1000 

>1000 to 3000 
> 3000 to 5000 

from 5000 to more 
For the sample 

a means: p < 0.05 
b means: p < 0.01 

TABLE A.1 

K/L Correlation-Variability according to K/L 

r: K/L-Variability Mean Variability 

.109 -1170.07 

.007 -1220.72 
-.212 -961.10 
.1418 -1094.11 
.261b -732.94 
.698P -9.73 
--- 1756.54 
.913: 6504.11 
.914 -117.49 
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That is, it Is assumed that the greater the capital per worker the greater the capacity to employ salariedworkers and that in enterprises with low capital per worker, non-remunerated family labor prevails. 

In this case (see Table A-2) the coefficient r for the total sample was positive with a degree of inferior
significance of 0.05 percent. 

A positive correlation is observed when studying the sections of 0 to 3000; despite not showing acceptable
levels of significance this means that ti tendency of the ratio is upwards. 

However in the section from 3000 to 5000, that tendency is inverted, that is, the coefficient of correlation isnegative with a high degree of significance. Therefore several possibilities may appear which jointly orseparately could explain this result. In the first place, it should be borne in mind the economic situationof the country in the year in which the survey was conducted (1984). At that time, the country was facingacute recession, worsened by the impact of heavy tropical rains in the north and a severe drought in thesouth. This provoked a significant loss in the purchasing power of the population. Consequently, thosefirms with weak capital structures and highly sensitive to such changes, witnessed the effects of a reducedmarket and were unable to adequately achieve capital turnover to facilitate accumulation and avoid a lossof their assets, particularly their floating capital. Secondly, pressured by the national situation andmaintaining his main objective of pole vaulting into the modern sector of the economy, the entrepreneur ofthe section in the capital/labor ratio in reference, shuffles several alternatives which direct him towardsincreasing his degree of patrimonial accumulation. As an alternative the entrepreneur may see a way outby lowering costs, and since the most direct manner is lowering labor costs, he might chose to replace
salaried workers by non-remunerated family 'abor. 

In the section of 5000 and over, 'he tendency of the correlation once again becomes similar to that shownin the initial sections. It is positive with a coefficient of significance lower than 0.01. 

The third hypothesis proposes that meanwhile entrepreneurial units continue increasing their investmentlevels, profit/payroll ratio will continue increasing since the expectations of the entrepreneur isto accumulate 
as much as possible. 

Table A-3 shows the correlation r coefficients between the level of capital/labor ratio by sections and the 
profit/payroll ratio. 

From the 100 mark of capital/labor coefficient onwards there is a rising tendency of the correlation, thehigher sections indicating coefficients of considerable significance. 

Conclusions 

As a result of the analysis effected through these hypothesis, it can be concluded: 

That a group of enterprises constantly struggle to increase their technological level and 
operate interms of productivity and profitability, in a manner similar to modern sector firms.Moreover, these enterprises "in transit" from one sector of the economy to another, may
be identified according to their investment levels between capital/labor ratios ranging from 
US$1000 to US$5000. 

The entrepreneurial rationality Qf investments in the informal sector is more homogeneous
when the purpose of implementing an to aneconomic unit responds more objective of 
accumulation than to survival strategies. 

By increasing the intensity of capital per job, the tendency to use non salaried labor
decreases. This is so because as the technological level increases , entrepreneurs
increasingly tend to rationalize their costs, since this directly involves, among other aspects, 
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Segment K/L in 
man/dollars 

0 to 200 
>200 to 500 
>500 to 1000 

>1000 to 3000 
>3000 to 5000 

From 5000 to more 

a means: p < 0.05 
b means: p < 0.01 

Segment K/L in 
man/dollars 

0 to 50 
>50 to 100 

>100 to 200 
>200 to 500 
>500 to 1000 
>1000 to 3000 
>3000 to 5000 

from 5000 to more 
For the sample 

a means: p < 0.05 
b means: p < 0.01 

TABLE A.2 

K/L Correlation and Proportion of Salaried Workers 
(excluding salaries corresponding to Independent workers) 

r: 	K/L and proportion Mean Proportion of Cases 
of salaried workers Salaried Workers 

0.167 	 68.58 93 
0.032 	 83.90 117 
0.017 	 82.44 145 
0.096 86.92 183 

-0.299P 91.29 106 
0.270P 93.29 59 
0.242 	 C4.58 775 

TABLE A.3 

Correlation and Proportion of Profit/Salaries 

r: K/L and profit/ Mean Cases
 
salaries proportion proportion
 

-0.048 	 56.15 163 
-0.061 44.69 120 
0.196 	 53.99 156 
0.043 	 48.66 228 
0.081 	 74.53 220 
0.097 	 94.80 290
 
0.25 a 175.22 149 
0.244f 136.38 72 

0.179 	 81,49 1390 
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a decrease in staff rotation and an improvement of the quality of production, thereby
qualifying for market inserton. In summary, by increasing investment per job the amount 
of salaried jobs also increases. 

Depending upon the technological level of an enterprise, the payroll represent a lesser or 
greater proportion of profit/'7-irnings. 

For different levels of the labor/capital ratio, the variation of wages and salaries has a growth rate which isless than the variation of the profit volume. By increasing that ratio, workcrs income is also increased (in aproportion lower than the margins of benefit generated by the increase of capital), and thus in relative terms
the payroll increasingly represents a lower proportion of profit volume. 

The foregoipg provides a better judgement to design specific action lines towards the sector within the
framework of a comprehensive microenterprise development program. 
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LEGAL NORMS: SMALL AND MEDIUM INDUSTRY 



LEGAL NORMS 
SMALL AND MEDIUM INDUSTRY 

Sectoral Scope: Sector 3 - Industry 

DATE TYPE NUMBER SOURCE NATURE TITLE COMMENTS 

2 

2.1 

3 

3.1 

29.05.82 

01.09.85 

21.02.85 

20.06.85 

09.10.85 

Law 

Law 

Supreme 
Resolution 

Supreme 
Decree 

Supreme 
Resolution 

23407 

24062 

040-85-
ICTI/ IND 

061-85-
ICTI/ IND 

304-85-
ICTI/ IND 

MICTI 

MICTI 

MICTI 

Normative General Law of This law establishes the guidelines
Industries and general policies for the Small 

Industrial Enterprise, in keeping with 
Title Four in Chapters I,II and III of 
the Law. 

Normative Liw of Small This law establishes the provisions to 
Industrial Firms generate an adequate policy for SIF 

as concerns the following:
registration, tax policy, financing,
training and technical development. 

Committee Setting Up of Through this Supreme Resolution the
Committee committee in charge of preparing the 

enabling clauses of this respective 
law was established. 

Normative Enabling These enabling clauses regulate the
clauses of the actions established in the Law for 
law for small Small Industrial Firms in theindustrial firms following areas: qualifications of SIF, 

property rights, registration,
promotion for small industrial firms, 
SMI associations, financing. 

Committee Establishment That within the objectives for
of a Multi- economic reactivation in which the 
sectorial current Administration is involved in,
Committee to promotion and development of SIFreview and also be taken into account. For this 
propose purpose there is a need to review 
modifications the legal and administrative 
to the law for provisions in force. 
SIF 

4 

5 

10.10.85 

08.11.85 

Supreme 
Decree 

Supreme 
Ministerial 
Resolution 

118-85-
ICTI/ IND 

848-85-
IND 

MICTI 

MICTI 

Normative 

Normative 

Establishing 
the 
transference of 
administration 
of the Indus-
trial Zones to 
the CORDES 

Establishing 
the registry for 
Guild 
Association of 
SIF 

The project for Industrial Zones of 
the Ministry of Industry, Trade and 
Tourism is canceled, and in its place 
the Development Corporations
(CORDES) are encharged with their 
administration. For this purpose the 
CORDES must carry ouR studies and 
implement new Industrial Zones. 

The requisites for inscription into the 
Registry of Guild Associations for 
Small Industrial Firms from 
departments, provinces or by
industrial branches. 

B-1 



DATE TYPE 

6 05.12.85 Supreme 
Decree 

7 09.03.87 R.D 

8 31.03.87 Supreme 
Ministerial 
Resolution 

9 16.07.88 Supreme 
Decree 

10 21.07.88 Supreme 
Resolution 

11 29.01.89 Supreme 
Decree 

12 14.01.89 Supreme 
Decree 

NUMBER 

132-ICTI 
IND 

311-87-
EF-74 

139-87-
ICTI/IND 

019-88-
ICTI/IND 

187-88 
PCM 

003-89-
ICrl/DM 

009-
ICTI/IND 

SOURCE NATURE TITLE 


MICTI Normative Granting a 
permanent 
nature on a 
national level 
of the 
"Slmplifica-tion 
of Formal-ities 
for the 
establishment 
of SIF". 

MEF Normative Declaring the 
SIF not subject 
to the tax on 
Entrepreneurial 
Patrimony from 
1985 and 
there-after. 

MICTI Promotional MICTI-
APEMIPE 
Agreement 

MICTI Normative 	 Establishing a 
National 
Committee for 
Small and 
Medium sized 
industries 

Promotional 	 To establish 
the Committee 
for the Small 
and Medium 
sized 
Manufacturing 
Industries. 

MICTI Normative 	 Amendment to 
Article 19 of 
the Enabling 
Clause of the 
Law for Small 
Industrial Firms 
(over the 
FOPEI) 

MICTI Normative 	 Inscription of 
the Industrial 
Registry 
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COMMENTS 

Establishing that, within a period of 
thirty days the MICTI, through the 
General Bureau of Promotion, shall 
Incorporate small Industria 
enterprises. 

Establishing that from 1985 the Smali 
Industrial Firms are not subject to 
the tax on Entrepreneurial Patrimony. 

Establishing a cooperation 
agreement between the General 
Bureau of Promotion-MICTI-and 
APEMIPE to 	offer technical 
assistance through an office 
provided by APEMIPE. 

Establishing CONAPEMI with the 
participation of representatives from 
MICTI, the Small Industrial Firm 
Committee of the National Society of 
Industries, FENAPI, SENATI, 
COFIDE; as an advisory bureau of 
the MICTI to set up and agree upon 
policies to be applied in the Small 
Industrial Firm sector. 

To provide advice and 	generate the 
adequate policies for the small and 
medium sized Manufacturing 
Industries. 

Establishing that the 1% FOPEI 
contribution be considered a credit 
for Income Tax purposes throughout 
the corresponding fiscal year 

Establishing a simplified thirty minute 
procedure inscribe an Industrial 
Registry previous filling out of a 
respective form. 
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DATE TYPE NUMBER SOURCE NATURE TITLE COMMENTS 

12. 
1 

17.07.89 Ministerial 
Resolution 

376-89-
ICTI/IND 

MICTI Promotional Amendment to 
Article 848-85 

The Inscription In the Registry of 
Guild Associations for Small 

12. 
2 

89.08.16 Supreme 
Decree 

019-89-
ICTI/IND 

MICTI Promotional Regularization 
of the FOPEI 

contribution 

Industrial Enterprises shall be carried 
out before the General Bureau of 
Promotion, Departmental Bureaus or 
Zonal Bureaus, whichever the case. 

Small Industrial Firms who have their 
respective Industrial Registries are 
exonerated from any charge, fine or 
sanction for not having paid their 
contributions in due time up to 
December 31, 1989. 
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ANNEX C 

THE SETTING UP OF A GUARANTEE FUND 

A. 	 Establishment of a Guarantee Fund for the Associatiofi of Automobile Mechanics and 
Similar Professions (AMAAV) 

1. 	 Correlative numbered bonds shall be issued to establish the fund. The bond number as well 
as the name of the purchasing member shall be registered by the Credit Committee in a 
special book, duly supervised by the Board of Directors. 

2. 	 The bond value shall be I./1,000.00 (one thousand Intis) and shall accrue interest over time
 
and as specified by the law.
 

3. 	 The association shall open a current account in a local bank. 

4. 	 Members interested in purchasing bonds shall request the Credit Committee to order a cash
deposit equivalent to the value of the bonds to be purchased. Thereat -r the bank shallprovide a certification of deposit, and the interested member shall deliver it to the Credit 
Committee to be exchanged for the bonds, previous registration of the transaction in a 
special book. 

5. 	 Tie Credit Committee shall, on a regular basis, publish a bulletin containing the financial 
statements 	of the fund revealing the interest accrued. This bulletin shall be exhibited in a
visible place within the premises of the association for the members knowledge. 

6. 	 The fund resulting from the sale of bonds shall be exclusively used to establish the Guarantee
Fund of the association, and shall be intangibles which will specifically serve as a support for
cred;( operations of those members who fulfil 	the established requirements. 

B. 	 Establishment of the Guarantee Fund and Credit Line with the Financing Entity 

1. 	 Each member of the Board of Directors of the Association shall sign an agreement with the
bank, thereby formalizing the establishment of the Guarantee Fund. 

2. 	 Through this agreement and in keeping with the negotiations carried out, the bank shall 
provide an amount equivalent to the total value of the guarantee fund. 

3. 	 The administration of the credit line shall be conducted by the Association. 

4. 	 The fund shall receive fixed term deposits with accrued interest by the banks and thereby 
constantly increase the capital. 

5. 	 Whenever the rate of overdue payments exceeds the limit of 5%, the bank shall suspend
delivery of new credit until such time in which this level decreases reaching normality. 

6. 	 All unpaid credit at expiry date shall be charged to the guarantee fund by the bank. 

C. 	 Regulations on the Use of the Cidit Line for Members 

1. 	 The basic requirements shall be: 

To be an active member and have duly paid all in member fees. 

To have purchased a minimum of 2 and a maximum of 10 bonds; this provision may 
vary in the future. 
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* 	 To have a minimum six month active membership starting from the date of 
inscription. 

2. 	 Concerning the guarantee: The member requesting the loan shall present the endorsement 
of two members qualified by the Credit Committee. Furthermore, the credit references of the 
petitioner shall be taken into account. Should the loan exceed L./100,000 (one hundred 
thousand intis), the guarantee must be mddified. 

3. 	 In case of default by a member, the association shall cover the debt through the value of the 
bonds as well as the value of those from the endorsing members. Should the debt persist, 
then the association shall carry out a legal embargo. 

4. 	 The member may request a loan for a value up to five times more than the value of his 
bonds, for one first time. 

5. 	 The member, upcn receiving such a loan shall provide 5% of the total amount as a 
compulsory contribution to thereby increase the guarantee fund. 

6. 	 The member shall cover the costs of overdue payments within the date of expiry. 

7. 	 Loans shall be amortized out every four weeks (28 days), and, previous election of a 
member, the period of payment may be 4, 5 or 6 quotas. 

8. 	 Prior to credit approval, the interested member shall attend a lecture on the functioning of 
the credit system. 

9. 	 The effective cost of credit shall be 10% per month, distributed in the following manner: 

* 	 6.79% monthly rate of interest in compliance with the law 

* 	 2.00% administration costs 

* 	 1.21% contribution to the fund of the association 

D. 	 Operative Procedures 

1. 	 Members interested the credit line shall submit a credit request (form 1) to the credit 
committee. 

2. 	 The credit committee -hall verify the information presented in the credit request. 

3. 	 The credit committee shall evaluate and qualify the credit requests submitted, and shall be 
responsible for the decisions taken therein. 

4. 	 Those members who have had their credit requests approved, as well as their endorsers, 
shall sign a bill and a contract (forms 2 and 3, respectivaly). 

5. 	 The credit committee shall send a list of the credit approved to the bank, together with the 
names, amounts, terms and number of quotas of each re luest, specifying the date of delivery 
of the funds. 

6. 	 The association shall grant payment orders to those members who have received the loan. 

7. 	 Credit request procedures shall delay a minimum of 10 work days. 

8. 	 The first emission of credit shall be made through drawing of lots whose quota shall be 
determined by the committee according to the amount of bonids sold to each member, 
leaving the remainder requests for future delivery in upcoming months. Through a decision 
of the Board of Directors, its members shall not participate in the drawing of the lots, 
therefore ceding priority to the members. 
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