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October 20, 1987 

Mr. William T. Archey 
Vice President 
Center for International Private Enterprise 
Washington, DC 20062 

Dear Mr. Archey: 

I have received with interest the information which you sent me regarding the conference on
the Informal Sector, sponsored by the Center for International Private Enterprise, an affiliate of the
U.S. Chamber of Commerce, and the U.S. Agency for International Development, on 26 and 27 Oc­
tober, 1987. This is a subject of considerable importance in the today's world. Indeed, it is one to
which increasing attention is being devoted at various levels in the United Nations system. The
General " -sembly, at its last session, approved a resolution regarding the role of indigenous
entrepreneurs in economic development wLich is germane to the issue and which is to be followed 
up on in the future. 

Itake note, in narticular, of the fact that my countryman, Mr. Hernando de Soto will be playing
a prominent role in this Conference. As it happens, he is amember of the Committee for Development
Planning, a high-level United Nations advisory panel. I am, of course, personally familiar with the
work of Mr. de Soto, which I have long admired. His recent work, "El Otro Sendero," is a brilliant
and exhaustive study of the economic and social problems of developing countries. 

I wish you every success in your deliberations. 

Yours sincerely, 

Javier Perez de Cuellar 
The Secretary-General 
United Nations 
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Preface
 

In October 1987, the Center for International Private Enterprise (CIPE), an affi!iate of the U.S. Chamber of Commerce, and the 
U.S. Agency for International Development (A.I.D.) sponsored an international conference in Washington that brought together 
250 business, political and academic leaders from 35 countries to examine a fresh approach to issues of economic growth and 
development. 

The theme of the conference was the political and economic clout that the entrepreneurs of the informal sector can wield 
in the developing world today. Throughout the Third World, this informal sector comprises a vast underground market oper­
ating independently of governmental authority. It is usually treated as a problem of unemployed labor. Governments have 
attempted at various times to solve this problem through job creation schemes, formation Of public enterprises, increased 
regulation of business, import substitution or benign neglect. 

CIPE's purpose in publishing the conference proceedings is to reach a widespread international audience while provid­
ing the conference delegates with a written record of the discussions. It is our hope that decision-makers in the private and public 
sectors will find the presentations provocative and will seek to implement the programs and policy recommendations described 
herein, as may be appropriate to their countries. To this end, a summary menu of policy recommendations is provided in the epi­
logue. 

.'Building Constituencies for Economic Chang2" is part of CIPE's overall support for market-oriented approaches to 
economic growth and development. As such, the informa! sector conference is but one in a series of CIPE sponsored initiatives 
to encourage the widespread adoption of programs and policies benefiting the entrepreneurs of the infbrmal sector, the overall 
business community and society at large. Several follow-up activities are in the planning stage. For instance, CIPE plans to issue 
periodic reports, in newsletter format, as a forum for the exchange of new ideas and program approaches. Part of the process 
of producing the newsletter will involve surveying those attending the informal sector conference and others participating in 
similar programs. In addition to publishing information, CIPE will continue to provide financial support for private sector ini­
tiatives throughout the developing world. 

Today, a revolution is occurring in development thinking-a revolution that comes from within the developing world 
itself. By looking at old problems in new ways, a group of Third World scholars and business people are now looking to the in­
formal sector as a source of economic growth, rather than as a drag on modernization. 

Studies in various countries demonstrate that between 30 percent and 60 percent of the work force and Gross Domestic 
Product (GDP) are in the informal or underground market. These informals are not part of the criminal class involved in drugs 
or other illicit activities. Rather, tht informals are entrepreneurs who produce legitimate products without proper permits and 
legal status because they cannot cope with the red tape and other constraints preventing entry into the legal economy. As a result, 
they have formed a market system separate from the legal economy. Economic progress, however, requires both economic and 
political reform to remove the root causes of these dual economies. 

In a capsule, the thesis put forth during the conference is this: the developing world is now at the threshold of the 
entrepreneurial revolution experienced in the developed world three centuries ago. 



The idea for a conference on the infornal sector approach grew out of the programs supported by the Center for Inter­
national Private Enterprise in Latin America and Africa. Hlowever, it is the groundbreaking work of Hernando de Soto's Institute 
for Liberty and Democ,'acy in Peru that forms the basis for the conceptual breakthroughs reported in the body of the report. De 
Soto's book, El otro sendero: la revolucion irformal (The Other Shining Path: Tile Informal Revoluion), first appeared in 
November 1986. Since that time, over 100,000 copies have been sold throughout Latin America. This is truly extraordinary for 
a public policy work. 

This report summarizes the discussions from the day-and-a-half conference. Speakers reported on ongoing programs
of research and policy advocacy being pursued in countries as diverse as Peru, Argentina, Veneziela, Paraguay, Brazil, South 
Africa. Tunisia and Kenya. While these programs are in different stages of development, Latin America being the most advanced 
and Africa just beginning, they share a common foundation. They all believe that the day of governmet centered development
has passed-due io its obvious failure--and that market-oriented approaches are far more likely to achieve the goals of economic 
growth and human velfare. 

CIPE and A.I.D. have ajoint interest in the informial sector approach and its extension within Latin America and to other 
regions of the developing world. Both have supported the Institute for Liberty and Democracy over the last four years and both 
seek to encourage other peoples and countries to consider the market-oriented path to development. 

The U.S. Chamber established CIPE in 1983 as an operating foundation to support market-oriented approaches to eco­
nomic growth and democratic development in the the Third World. Over the last four years, CIPE has supported 66 programs
in 28 developing countries, as well as a variety of international programs such as the Informal Sector Conference and theJournal 
of Economic Growth. The Journal is published by the National Chamber Foundation in English, Spanish and French, with a 
distribution base of 8,000 opinion leaders worldwide. 

C11PE receives its funding from the National Endowment for Detnocracy through annual Congressional appropriations. 

I would like to express my thanks to all of those who attended the lifornal Sector Conference, many of whom traveled 
thomsands of miles to participate. Their willingness to do so is testimony to the growing appeal of market economics and private
enterprise as the most effective path to economic growth and human progress. 

William T. Archey 

Vice President 

June 1988 
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OPENINGADDRESSES
 



Dr. Richard L. Lesher 
President 

U.S. Chamber of Commerce 

On behalf of the officers and directors of the Center for 
International Private Enterprise and on behalf of the 180,000 
companies that make up the United States Chamber of Corn-
merce along with some 2,800 state and local chambers and 
1,300 trade and professional associations, it is a great pleasure 
to welcome you to this International Conference on the Infor­
mal Sector. We are very pleased that the U.S. Agency for Inter-
national Development is a cosponsor of this conference. 

We've always believed that it's vital for the private 
sector and government to york together in all countries around 
the world in pursuit of sound economic policy. It is essential 
that business and government meet together to exchange 
views. 

The private sector relies upon the government to create 
the legal and policy parameters within which the economy 
must function. At the same time, it is very important for 
governments al around the world to realize that business 
people, operating within a competitive economy, create the 
wealth and jobs that provide for human progress. 

Over the last six or seven years, there has been a global 
change in attitudes regarding economics. People are coming 
to realize that private enterprise and individual initiative are the 
motivating forces that create economic progress. That mes-
sage is gaining credence in all comers of the globe, somewhat 
belatedly, I might add. 

To illustrate, I would like to read a quote from an article 
recently published in our Journal of Economic Growth. 

We need to permit companies and organizations to sell freely; 
to buy and borrow from their reserves so as to create apowerful 
and vibrant goods market; to invest their enormous but idle 
resources; to unleash in practice, not just in words, economic 
initiative in the country. In place of fruitless efforts at central 
planning of our entire industrial production, we should intro-
duce contracts between supplier and consumer. 

Now it may come as a surprise to you that this passage
is from an article by Nikolay Shmelyov, an economist with the 

Soviet Union's U.S.-Canada Institute in Moscow. The re­
markable thing is that the article was first published in Novy 
Mir, a prominent journal in the Soviet Union which often 
serves as an outlet for semi-official idea that the government 
wants to try out. 

Now, neither the Soviet Union nor the Peoples Republic 
of China are going to abandon socialism in the near future. But 
it is very clear that both governments are coming to realize that 
market-oriented principles form the basis of productive human 
enterprise. 

The conference that we are engaged in today is part of 
the growing worldwide interest in private enterprise. You will 
hear from a number of distinguished speakers about the con­
cept of the infonal sector or the parallel market. 

Now, this is not a new phenomenon. Underground 
economies havebeenaround foralongtime. Traditionally, the 
informal sector has been seen as a substitute for employment 
in the mainstream economy. In many cases, government policy 
was aimed at moving people out of the intbrmal sector into 
jobs. All too often, it was thought that the best way to do this 
was to create government-owned firns to soak up excess 
unemployment or to control imports to allow domestic firns to 
grow. The result, however, was a decline in growth in the 
formal sector and an expansion of the infornal sector. 

Thanks to the work of Hernando de Soto, we now have 
a fresh approach to this entire issue. Working in Peru with his 
colleagues from the Institute for Liberty and Democracy, de 
Soto has published a book that has shaken the status quo in the 
Americas. I'm sure that it will have the same effect throughout 
the world once it is translated into other languages. 

As with most fundamental discoveries, the genius of 
Hernando de Soto's work comes from looking at an old 
problem in new ways. The basic question the researchers at the 
Institute for Liberty and Dernocracy asked was, "Why does the 
informal sector exist'?" 

Now, you have all read or heard something about 
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de Soto's famous experiment. Using alearn of researchers and 
economists, the Institute simulated the formiation and legal 
registration of asmall firm, actually going through all the steps 
needed to comply with tile various government regulations to 
obtain all the necessary licenses and permits. It took tile team 
289 days, working six hours aday. to register the firm legally 
in Lima, Peru. When tile same simulation was repeated in 
Tampa. Florida. it took three-and-one-half hours. 

Working from this very simple illustration, de Sotoand 
his colleagues have spent the last five years demonstrating that 
P:eru's economy is not based on market principles. The 
informal or extra-legal economy, however, has spontaneously 
created its own form of market economy. One important 
lesson that can be learned frorn the people that make up the 
informal sector is that market economics is not only for tile 
developed world. As the speakers participating in this confer-
ence will show, informal entrepreneurs are found in Argentina, 
South Africa. Tunisia, and many other countries around tile 
world, 

This conference will help put an end to the belief that 
people in tile developing world are not sophisticated enough to 
operate a market system. This is a belie! that has led many 
countries astray, resulting iii an excess of,.Iovenmment planning 
and control. The informal sector's story also shows that open 

government is essential for economic growth. 

Over the last several years, there have been anumber of 
transitions to democracy that parallel the growing interest in 
market economics. These two trends, market economics and 
democratic development, are closely bound together. 

Later on today, there will be apanel on building grass­
roots constituencies for economic change. The speakers will 
review the types of programs that they have developed to 
advocate policy change ol behalf of the entrepreneurs in the 
informal sector. That is the real meaning of democracy. 
People must be allowed to participate in government policy 
and must be free to criticize or support decisions, not just cast 
votes in occasional elections. 

The group assembled for this conference is one of the 
most diverse and prominent ever assembled in the U.S. 
Chamber's Hall of Flags. There are Cabinet officers, senior 
government representatives, business leaders and scholars 
from 35 countries present. Your interest and your willingness 
to travel from all parts of the world are appreciated. 

Again, I welcome you, and I thank you for your contri­
butions to this subject, today and tomorrow and in the months 
ahead. 
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Dr. Richard E. Bissell 
Assistant A dministrator 

U.S. Agency for International Development 

It's apleasure to see so many people gathered together 
to discuss a subject ol' this in.vortance. I just returned from a 
week's visit to Janaica and Haiti, where I had an opportunity 
to talk to people involved in the intormal sector as well as in 
other issues of economiC growth. Looking in from the field, 
this subject seems just as important as it does from here in 
Washington. 

A.I.D. is very pleased to be able to cosponsor this 
conference on the informal sector with the Center foi Interna-
tional Private Enterprise. At A.I.D. we're very interested in 
private enterprise development. Inniany countries, that illeans 
learning about and working with the informal sector. Just last 
week, A.I.D. had a conference here in Washington much like 
this one but whose audience consisted primarily of A.I.D. 
policy-makers, 

On that occasion, we were fortunate to have Hernando 
de Soto present. He is responsible, frankly, for much of the 
discussion of the informal sector because of his pioneering 
work which catte from El otro sendero. A.I.D. has been 
involved in his work lor some time. 

We hope to learn mLIch in the next few days from 
Hernando. as well as fron the other panelists. Just as impor-
tant. I want to thank all of you in the audience for coming, ill 
many cases, thousands of miles to be here for this meeting. 
Certainly, with this kind of interest, Ian convinced that we're 
seeing the beginning of a new way of I-oking at economic 
growth. We have now gotten to where we oughLt to have started 
- with the ingenuity and enterprise of free people. Today, we 
recognize that countries don't develop their people but that 
people develop their countries, 

We have certainly been aware adverseof tile conse­
quences of the mercantilist econonly that was described by 
Hernando de Soto in his work over the last number of years. 
A.I.D.'s private enterprise policy is to build up and rely on the 
indigenous private sector. But it cautions that A.I.D.'s promo-
tion of free markets and the private sector should not be 

confused with monopoly enterprises, oligarchy or crony capi­
talism, which have little to do with tilefree market. This policy 
is as much a challenge to linlited over-regulated capitalism as 
it is to statist economies. Both limited capitalism and statism 
have squelched the ingenuity and enterprise of people in too 
many developing countries. 

Economies suffer, and people pay the toll. Prior to 
World War 1i,for instance. Argentina was the world's seventh 
most prosperous nation in per capita GNP. Today it islortieth. 
Government regulations are soonerous that they have resulted 
in an enotrnoLS infornal sector. 

Last July. Maria Eugenia Estensorro of the Institute lor
 
Contemporary Studies in Buenos Aires reacted to the infonnal
 
sector issue in Argentina in an article in the New York Times.
 
I'd like to quote her closing statement:
 

"The informal economy is a sympton of Argentina's eco­
nomic woes, not asolution to them. Its presence suggests that 
growth will begin to recover when people begin to believe that 
the staie is serving rather than robbing them." 

It iseasy to say that changing government policies istile 
solution. But we need more than that sinple general answer. 
We need to know which government policies are wrong, and, 
in fact, these may diffei f'rom one country to another. What's 
more, we need to know concretely why agiven policy iswrong 
and what its bad effects are. 

More difficult is the question of how to change policies 
against tIie vested interests of an entrenched elite. This will be 
extremely \aluable to A.I.D. in policy discussions that we 
have continuously with other governments. 

Again, I appreciate very much that all of you are here. 
I know that this is taking valuable time of yours and I look 
forward to participating in the discussions over the next two 
days. 
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PART II
 

THE INFORMAL SECTOR: ITS REAL AND
 
POTENTIAL ECONOMIC CLOUT
 

Moderator: Douglass North, Washington University 

Peru: Hernando de Soto, Institute for Liberty and 
Democracy 

Argentina: Marcos Victorica, Institute for Contemporary 
Studies 

Discussant: Robert Litan, The Brookings Institution 

The first panel set the stage for the conference by describing the conceptual breakthroughs leading to a market-oriented 
treatment of the causes of informidity. Douglass North of Washington University in St. Louis, Missouri, introduced the subject 
and acted ::; moderator fbr the panel discussion. North is an economic historian whose seminal work, The Rise of the Western 
World: A New Economic History (Cambridge University Press, 1973), has done much to stimulate new thinking in the entire eco.. 
nomics profession about the causes and conditions necessary for sustained economic growth based on his analysis of the historical 
development of market institutions in Western Europe since the 16th century. 
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Douglass North 

This is aconference about institutions, about the costs 
of transacting and about economic growth.' 

When I began to become seriously concerned about 
long-run economic change, I found that tile tools of econon-
ics gave very few clues to help understand why sonic countries 
had prospered over time and others had not. These economics 
tools also give very few Cities to help understand why there is
tfd 
such an enormous disparity between the developed world and 
the Third World and why this disparity doesn't seem to be
 
disappearing in any fashion. 


Now there's nothing in economics that gives you a clueto that because economics has been aworld in which all of the 

institutions exist, but exist at no cost. ft is a frictionless society 
or, to use the tcns that I use, it is a world of' zero costs of' 

tostno 
transacting. 

Adanl Smith would have turned over in his grave at this 
idea because long ago he pointed out that the gains from trade 
arise because of specialization and the division of labor and 
that you capture these by engaging in efficient organization. 
Efficient organization is tile key to economic growth. 

Instutiions matter not only because they determirne the 
costs of transacting at a moment il timle: they also deterine 
the pat:of ciange over timeh is conlplicated to get efficient
markets: it is not a sinmple phenonmena. Whlat is really wanted 

are: (a) adaptively efficient institutions that maximnize the 
range of choices people have inbeing able to enter markets and 
in being able to engage in diverse econolmic activity: and (b) 

Hernando de Soto 

Hernandotie Soto is president oftu Institutefor Liberty and
 
Democracy in Lima, Peru. 
 His major work, El otro sendero: Ia 
r'volucion inormal (7/u( Other Path: The'Informal Revolution) 
(EditorialEl Barranco,1986), has become a best seller in countriesthrougyhout Latin Amurica, with over I00,000 copies sold. De Soto 
has a master's degree firon the Institute fi Advanced Studies in 
(;eneva. Ile hls been an cconomist with the General Trade and Tariff 
Agreentent (GATT.)ittw,gin(li director of an engieciring firm ill 
Switzerland, owner of severalinrmsin Peru and a directorof the Pe­rtvianCentral Reserve Bank. 

Tile wav thi:; all started out for me personally is that after 

spending a long time abroad in Western Europe, I returned toPeru some eight years ago. I asked myself why it was thatoteswrsoeahyadewreopo.Onofhehig
 

that had always shocked me in European and U.S. universities 
hthd lassokdrl l uo en n .. u ieste
 
was that the first in the class could easily have been a Filipino,

a Pakistani, a Peruvian or a Mexican. Why is it that when we 

went back home,we went to countries that had different levelsof wealth? With this state of nind, we started the Institute for 
Liberty and Democracy. We wanted to find out why Peru was 
so poor when tilepopulation looked just as prepared for devel­
opment as any other.
 

rile usual reason given in my country is that the formu­
las which provided wealth and prosperity for the West are not 
culturally oretlhnically applicable. The whole Inca past and the 
Spanish tradition are ones that cannot be wed with private
einterprise anld individual initiative. 

Tie secoid reason given was political. The problem is 
that in Latinl America, capitalism is peripheral capitalism. It is 

institutions that punish tile losers by getting them out of tile one that takes place away from tile center. Transnationaliza­market. 

This pn el will give us an insight into tie crucial initialquestions: whly it is 50 costly to conduct economic anld 
business transactions and fow the informal sector has deal 
with this issue. 


tion of capital, monopolization oftechnology, and unfair terms 

(If trade make it impossible for capitalism, free enterprise and 
individual initiative to work. Exploitation is unavoidable. 

Well, we were not convinced by these arguments and 

were very much inspired by Douglass North's analysis. That 
is, non-economic factors such as legal institutions may be more 
responsible for economic growth than economic factors. lil 
that connection, tile law was one of the ilajor (ifferences 
between Europe and Latin America. 

The interesting thing about tile infornal sector was that 
over 50 percent of the population hiad refused tojoin the legal 
institutions,, rtlle country. By studying tie informal sector, we 
could discover what was wrong witlh the institutions. The 
inforlals might provide leads that were not obtainable inany 
other way. 
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TheILD'sresearchfoundsomethingcalledthe"long fron_ 
tier." If 50 percent of the population was operating illegally
that meant that the formal sector knew about it. There was no 
way that this could just take place underground. Somewhere 
along the bureaucratic line, someone in the Ministry of Hous-
ing, in the Ministry of Commerce and in other parts of the 
government had contact with the informals. For ideological, 
humanitarian or philosophical reasons, or simply due to cor-
ruption, these officials were allowing the informals to survive. 

By tracing the informals over three years, we were able 
to meet all of the most important informal entrepreneurs in 
Lima. Through them, we were able to develop tile research and 
come out with the following results, 

* 47 percent of total construction in Lima was outside 
of the law, with a value of $8.4 billion as a result of 
direct investment by the informal people in their own 
homes. This compared with $179 million in govern-
ment housing programs. 

* 95 percent of all public transportation was informal, 
amounting to a $1 billion industry when repair shops
and spare parts are added. 

* 90,000 street vendors operated in Lima. 

* 331 markets had been built in Lima: 57 by the gov-
emnment and 274 informally by former street ven-
dors. Today, ofevery 13 markets being built in Lima, 
12 are built informally, 

The macroeconomic analysis found that 61.2 percent of 
the manhours worked in Peru were worked illegally or infor-
mally, accounting for close to 40 percent of GDP. 

One of the complaints about the informal sector is, of 
course, that it does not pay taxes. However, when we calcu-
lated how much tax was paid by the fonnal, as opposed to the 
informal, sector, we found that the informal sector gave more 
revenue to government than the formal sector. For example, 
just about halt of the taxes in Peru come from the taxes on 
gasoline. Since the informal sector is 95 percent of public 
transport, it contributes significantly through the gasoline tax. 
We also found out that there is such a thing as inflation tax. 
Those who hold large cash balances in it country with 120 
percent inflation would automatically allow the government to 
have extra revenue. Further, street vendors pay a daily tax to 
the municipal policc simply for being on the sidewalk. That 
tax, in Lima alone, is twice as high as all of the formal property 
taxes in Peru. In total, between 50 percent and 60 percent of 

government revenue comes from the informal sector. 

The next step was to explain why this was being done 
illegally. To do this, we used two methods. The first was to 
simulate the creation of a factory. We set up two sewing 
machines as a workshop outside of Lima and hired an admin­
istrative lawyer and four assistants who went through all of the 
red tape requirements to register the firm. It took them 289 
days, working six hours a day, to comply with the red tape re­
quirements. In Tampa, Florida, the same exercise took three­
and-a-half hours and four hours in New York. 

The second method was to study the housing situation 
in Peru. Most Peruvians cannot build when they come to the 
cities in places allotted for housing since they are poor. They
usually opt for building on a sand dune. When we recorded the 
histories of those who had done this legally, it turned out that 
it took six years and eleven months, working eight hours a day, 
to comply with red tape requirements. It involved 207 bureau­
cratic steps with 5 1government departments. Similarly, it took 
the street vendors 12 years to comply with the requirements 
needed to start building a market. 

We found out that it wasn't only the fact that there are 
many obstacles to creating wealth - it was also a lack of 
facilitative law, tile lack of some of the institutions that account 
for the growth of the west. For eyample, we found out that 
property rights were very important. We studied over 38 
young towns and found that ten years after settlement, the 
value of homes that had property titles was nine times the value 
of homes lacking secure title. 

We also found out, of course, that it was not only a 
question of property rights; it was also a question of contracts. 
To get credit, you need property rights because property rights 
provide the collateral that allows you to go to the bank. The 
reason why the poor are not getting credit is the lack of 
collateral - clear title to land or possessions that allows the 
guarantees with which banks, both official and private, can 
function. 

Further, if you have it limited liability corporation, you 
can have a group ofcontracts to organize a business. You can 
agree among shareholders how profits are distributed, and you 
can make deals with third parties. Since it takes 289 (lays 
before access can be had to legality, most producers in Peru do 
not have a formal business organization. As a result, most PC­
ruvians will have to associate with people they can trust, family 
or friends, because of the lack of enforceable contracts. This 
has been to the delight of many anthropologists who have 
visited my country and said, "Peruvians like to work in large 
families, and they like to work with people they know." But it 
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is not so much that Peruvians like to work with family or close 
relations. Good contracts, good property rights and access to 
the courts are missing in the informal sector. 

How is it possible that all of this came about? To answer 
this, we began looking at the .roduction of law or what could 
be called "'rule-making." and we found out that one of the 
reasons for ibis situation is the way laws are made. 

In Peru from 1948 to 1985, on average, the government 

produced 27,400 rules a year -- I I I rules each working day. 
Further, 99 percent of these rules were produced by the 
executive branch. We then compared the way law was pro-
duced in the United States and found there are three basic ways 
of producing law. 

Onle way is through common law. In the United States, 
there are thousands of courts with independent.juries, a lawy,r 
and a prosecutor that create jurisprudence. It is very difficult 
in a system as transparent and decentralized as this to create a 
norm or custom that means adding to the 289 days of red tape, 
for example. 

The second way of producing law in the United States 
is through the parliament. The people elected to Congress have 
to be popular in their own geographical area. Once they sit in 
Congress. they are continually supervised by constituents, 
That is why there is an enormous amoutn of mail between the 
two. In my country. we have a parliament as well, but it is not 
the result of popular elections in certain locations. Members 
are elected by a party list system, so it becomes important to be 
as high as possible on the list to ensure election. So in tile end, 
the congressman or senator is interested in satisfying the ex-
ecutive conlmmittee of his party, not necessarily in satisfying the 

people who elected him. 

Last but not least, we found that the United States also 
has executive branch law. Bill the regulators are themselves 
strictly regulated. Office of Management and Budget rules 
oblige people putting out regulations to do cost-benefit analy-
ses. There are hearings where different opinions are heard. as 
\Veil as conment and notice periods. 

So, one of our fidings is that the reason for P:eru's 
enormous informal sector is that there are 110 institutions to 
provide democratic feedback. Our democracies are under-
stood purely as an electoral exercise. We democratically elect 
a dictator to rule for the next five years. From the moment lie 
is elected until the monent his term is finished, there is no way 
to control the way rules are produced. 

As we continued to analyze our institutions in relation 

to Western institutions, we found that another vehicle missing 
is a totally free press. Today, 60 percent of all advertising and 
100 percent of credit is controlled by government. Therefore, 
the press cannot be used as a vehlicle to bring intorniation to 
legislators and politicians. In part, this is because Peru doesn't 
have systems such as the U.S. Freedom of Information Act and 
the oversight mechanisms that ensure that the executive branch 
cannot exceed its power. 

Because the critical institutions are not in place, a 
spontaneous market economy has emerged in Peru and else­
where in Latin America that is not reflected in the law or ruling 
philosophy of governments. Therefore, if we start concentrat­
ing on institutions and the adjustment of' these institutions to 
reality, we can find peacefil roads to market economies. 
democracy and prosperity. 

Marcos Victorica 

Marcos Victorica is head ol the Institutefin Contemporary 
Studies in Argentina. Ie hols a naster s degree in econonis/roni 
the Catholic University o 'Argentinaand is advisor to severalfinan­
cial institutions and a member oj's'l',ral corporate hoards ojdirec­
tors. th bhas held public ?fioce aS national dire tor and cabinet 
advisor itthe MinistrY of['Ecoomy. Ih' isa jounding member of'the 
Institute. 

To begin, I would like to indulge in a moment of' retlec­
tion. As we know, the Dow Jones index of stock prices recently 
fell -- sonic say as a result of the budget deficit. Well, imagine 
that the Federal Reserve Board could double the budget deficit 
of the United States with just a couple of resolltiou.s and 
without any intervention by Congress. Think what might 

happen. In a few minutes we will see how this is possible, and 
in fact it has been done in Argentina. 

First. I would like to point out that there is a difference 
between the way the inf'ormal economy works in Atmentina or 
other countries in the Southern Cone of Latin America and the 
Peruvian or other Latin American cases. Argentina, as a 

country based on European immigration with no indigenous 
population, is different from Peru with its large indigenous 
population. In Argentina. there are no Cultural di ff'erences or 
barriers that could explain tile informal economy. 

As a matter of flact, Hlernando die Solo talked about the 
street vendors as a representative part of the informal sector. In 
Argentina, although we have soic street vendors, t1;e most 
important part of the informal economy are what we call the 



"invisible people," people in business suits who work infor-
mally. 

In Argentina, the informal economy accounts for 60 
percent of the GNP. But informality in the industrial sector is 
about 60 percent of the total as well. That means that informal-
ity is not simply a service sector problem but also an industrial 
sector problem. Today. 91 percent of the informal industrial 
activity takes place within small and ieditim industries that 
employ 93 percent of the industrial work force. Six out ofevery 
ten Argentines works partially or tctally in the informal sector; 
36 percent are self-employed. 

The causes of the informlal economy are inflation and 
privileges, public expenditure and regulation, and the cost-
benefit equation of the system. 

Argentina has the biggest informal economy in the 
world, as far as the research shows, with 60 percent of GNP in 
the infornal sector. Argentina isalso, paradoxically, one of the 
most inflationary countries in the world since the Second 
World War. Why? 

Well, let me provide an example based on the proposi-
tion I made about the doubling of the United States deficit, 
Here in the United States, it took about a year to give a $400 
ni lion governmental loan to Chrysler Corporation. InArgen­
tina, in two weeks, the Central Pank distributed $5billion to 
about 150 privileged comtpanies based oil simiple resolutions. 
Because of tile relationship betweell our GNP and the U.S. 
GNP. ,5 hi llion in Argentina represents about $215 billion in 
the U.S. econonly. So that represents a doubling of the deficit 
injust two weeks through a few Central Bank resolutions. 

This examlle explains how the system ina country like 
Argentina works and why it isdifficult for the people to obtain 
control over tile governlent. That's olle of the lajor reasons 
wily the infofnnal economy isa way out for people %'11odo not 
want to pay the bill for all of tiese expenditures. 

There isnlo accountabi Iity in tlie Argent ine case. One or 
two months ago. tile computer system of tie second largest 
national bank burned out. That means that there wvere no 
records about credit or loans. At tile same time. if you want a 
telephone, you May have to wait 40 years. 

What this really illustrates is that tile major problel in 
an economy like Argentina. where, as I said. there are no 
cultural barriers, is tie cost-benefit equation of the system 
which deterines what you get for your ioney or for your 
effort. That probleil is clearly illustrated by the fact that 
Argentina used to be a country with a large immigration but 

now has started to experience large emigration. 

The basic reason why people emigrate is that tl'ey ask, 
"What can I get for my eflort and my knowledge in this 
economy'?" In Argentina, they will say, "Well, if I am an 
engineer or an economist. I probably will 'ave to drive a taxi 
as well, and with 20 percent monthly intlation, I will never be 
able to get asavings account, a house or acar." And they say, 
"Well, with the same amount of effort and knowledge, what 
would I get in othereconomies?" Ofcourse, they ,,ill get much 
more. 

Tile same reasons explain what we call the monetary 
enigrants or informals. Informality is how people who don't 
want to leave the country emigrate. They don't emigrate 
physically; they just do it monetarily. 

The informal economy in Argentina isabsolutely sen­
sitive to economic policy. When you have economic policies 
that control prices and exchange rates, increase public expen­
ditures, and promote a lot of regulations, tileinformal economy 
increases. From the 1960s to the 1970s, the informal economy 
increased from about 40 percent to 60 percent of GNP. In tile 
1930s, when Argentina was mainly free, the informnal economy 
was about 20 percent of GNP. Thlt means that the informal 
economy respond to economic policy. 

Another point I would like to stress is tile relationship
 
between international debt and tile
infornal economy, two 
topics that are not usually seen as related. Let me begin with 
the financial market. In the 1940s, financial assets were about 
40 percent of GNP. Now they are no more than 10 percent of 
GNP. But if the formal financial assets are combined with 
infornal assets, the figure is40 percent of GNP. This means 
that tie change is not intile total 10.llotint of assets but in tile 
portfolio. During the last 40 years, Argentines have shifted 
assels from tile formal to the informal economy. 

Argentina now owes $50 billion in foreign debt. At the 
same time.Argentines have $25 billion inforeign deposits plus 
$Mbillion inoverseas real estate and $5billion in bills owed to 
us. That imeans that tile average Argentine used rnore dollars 
than local currency. In the last three years, Argentina has had 
tile lowest rate of ilvestmenlt in relation to GNP since 1919. 
Thus,capital fliglt is caused by tile factors as tile infor­sael 
nlal economy. If tile causes are the same. then tile reiedy is 
also the same. The problenis of tile foreign debt light be 
solved will tile same kind OIlleasures tllat would integrate the 
formal ;ind informal economlies. 

What is the agenda for iltegration of the two systems'? 
First (f all, I think the most important tool is income redistri­
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bution. Income redistribution would not be allowed through 
the tax system but through the free enterprise system. This 
involves the liberation of individual creativity, competition, 
social mobility, property rights, the elimination of inflation as 
a major channel of privileges, and reorientation of public ex-
penditures toward social aims. 

Tile policies to achieve these objectives are to democ-
ratize access to markets, eliminate regulation without cost-
benefit analysis, expose subsidies, unify effective tariff pro-
tection and reduce public expenditures. Privatization of state-
owned companies is another important method. With 500 
public enterprises, Argentina is in third place among non­
co1mmnist countries as a socialist country. Improving stan-
dards of competition for state contractors isanother important 
point. For example, the railroad company pays $490 for each 
guard's uniform while a suit in Buenos Aires costs about $50. 

Just as costs are one of the problems, the benefit side of 
the equation is another problem. '[le reorientation of public 
expenditures is very important. For example, in education, 
public expenditures should help lower-income sectors, quality 
should be ir,oproved, scholarships should be awarded, and 
investments made in teacher preparation. At the same time, 
increased public expenditures should be invested in public 
health, safety and crime prevention. 

The consequences of change will be basically two: a 
real denmocracy extending the power base in society and a 
mobilization of the growth forces giving individual initiative 
and creativity a chance as the dynamic element of' the econ­otny. 

Robert Litan 

Robert Litan served its discus.antifin the panel if)comlent pon IhepresenLationshy ihrnandodesoil)andMarcos 'ic'CloilA 

well as l)nuht'.ass North's int'oductorv remarks. Litan is a senior 
ellow ill th etoonmic studtlies prgra oJ'the Brookings.Intitution. 
ii h/ure hw is also direttr('1t' ltittian' new C ttr/orw At'ontji" 

Progress and Emliovent. Litan isa calsoolunselto the 1.1'tlinton 
hm-qlf'ices o/Powell. Goldstein. f.razer& Morp'.i,anAllhntaased 
firm. Ile ec''ved his law and PhD. l'grcs'tfi'ol Yale and his 

lachelor's fi'oni tilt ,' larlotn School ot'le (Uiversity ofPcnn.syva-

I was asked in delivering these comments to expand 
upon the implications of the informal sector concept for 
economic development in general. What Iwould like todo first 
is get some terms straight. 

t0 

First, it is a mistake in my view to equate the terms 
"underground economy" with tie tenn "informal sector." As 
it isgenerally used in the United States, the term underground 
economy refers to individuals engaged in drugs and organized 
crime. So lor example, estimates of the underground economy 
in tile United States, between 5percent and 15 percent ofGNP, 
refer to criminal activities. When Hernando de Soto and 
Marcos Victorica talk about the informal sector, they are 
referring to otherwise legitimate commercial activities such as 
driving taxis, selling clothes on tile street and so forth that are 
carried out without complying with all of the technical, legal 
requirements, such as having a license and paying taxe, 

The research about "informal activity" raises fune a­
mental questions. For starters, it suggesis that for too Ion 2, 
most economic develohment theories have been far too sir i­
plistic. Take, for example, the neoclassical production func­
tion approach to economic growth. What this basically says is 
that you can figure a country's rate of growth somewhat like 
baking acake. What you do isyou add some savings, some in­
vestments, some population growth, some technological prog­
ress, and, presto, you kno, the growth rate of Outpul. Now, 
countries that have large informal sectors have problems in 
attempting to make their economies grow. Their savings and 
investment rates will be well below the optimum level. They 
will have asevere problem that isentirely assumed away in tile 
neoclassical growth model. That is, their resources will be 
wasted or used in ahighly inefficient manner. Forecononists. 
these economies will be well inside their production possibility 
frontiers. 

Now, as Dougla ss North has shlown, capitalisml won'twork unless some basic minimal institutions are in place.
 
People have to know that their contracts will be enforced and
 
their property protected, either by custom or by acourt; other­
wise they will trust no one, and tiley, vil just engage in activity
by themselves. More importantly, they won't invest because 
if you don't have tile confidence to sell anything to anybodyelse, why even bother to save and invest? In short, as Adan 

Smith explains so well, economies in which individuals do not 
specialize in that which thley do best will not grow very fast. 

Clearly, in the lace of' these facts, in illy view. the 
challenge to tile economics profession and specifically to 
development economists in the futtre 'ill be to try to bring
some of these concepts ilto their work. For example, a couple 
of years ago I worked with some economists at Ie Soto's 
Institute, and we calculated that prodUctivity or outptit per 
manhour in the infocmal sector was roughly One-lhird of that 
of the formal sector. We f'urthercalculated that ifVou were able 
to close halfof this gap bctween productivity levels, you could 
increase Peru's GNP by 25 percent. Inother words, y'oti could 
increase tile growth rate at roughly 2 percent a year if you 



closed this gap in about ten years. 

Let me conclude with just a few observations on what 
should be done to integrate the informal and formnal sectors, 
First. you obviously need to do some negative things such as 
curtailing excessive regulation, getting rid of red tape; knock 
down the 289 days that Hernando talked about. 

But very important in this negative "laundry list" is 
trying to reduce interest rate regulation. Interest rate regulation 
leads to massive distortion of capital. It leads to a flow of 
resources to large state-owned enterprises and formal fins 
which probably have lower marginal rates of'return on capital. 
Inteicst rate deregulation can't be (lone all at once because of 
severe macroeconomic fallout, including aI diminution of 
investment and so forth. A challenge to policy-niakers is to 
figure out how to bring about a transition from a world of 
severe interest rate regulation to a world of deregulation and 
better allocation of resources. As an example, in the United 
States. we started with large depositors. We deregulated the 
rates oii these accounts and gradually, over ten years, moved 
down to the middle class. That may be a model for other 
countries to follow, 

Another thing in the capital market area is to privatize
the bankirg system. They have (lone the opposite in Peru. A 
nationalized banking system will suck up all of the scarce 
capital in the economy, channel it to the state-owned enter-
prises, fund the federal government deficit, and generally 
deprive the private sector. That obviously has to change. 

There are some positive things that can be done as well. 
What's interesting about Douglass North's and Hernando de 
Soto's work isthe importance of what they call the facilitative 
aspects of aw-- building positive institutions such as contract, 
property rights and tort law. These are things that economic
development theorists don't even think about. However, these 
institutions have to be in place in order to have economic 

growth. 


The final point in tenms of'change isacontroversial one,

but I'll suggest it, at least for consideration. I refer to the debt 

crisis, something that Marcos Victorica talked about. Most of 

the plans that have been offered fordealing with the debt crisis, 
the Baker plan and the Bradley plin, suggest that the way out 
is to have debtor countries comllit to certainimarket-oriented 
reforms in exchange for either borrowing more money or. in 
the case of the Bradley plan, for debt relief, 

Now, I happen to believe that this quid pro quo or 
conditionality framework, can be used effectively by institu-
tions right now and specifically by the World Bank, which has 
a large structural adjustment lending program. It could be 

made to work if the structural adjustment conditions were the 
quid pro quos that would bring the informal and the formal 
sectors together. In other words, give more money or debt 
relief in exchange for reducing red tape, reducing regulation,
and showing meaningful progress toward meeting these objec­
tives. 

The question I leave with participants at this conference 
is whether such pressure would work. This is an important
topic because it raises the issue of whetheryou can reform from 
the inside or from the bottom up or whether you have to have 
pressure from the outside. Americans tend to believe that you
need that pressure from outside, but maybe it can be done 
within these countries as long as there are people who recog­
nize the importance of making these kind of changes. 

Discussion 

The main thrust of the discussion session that followed 
the conclusion of the panelists' remarks was to probe into the 
solutions to the questions of informality and economic growth.
One speaker, for example, pointed out that it was assumed that 
privatization will generate democratic open-,iarket systems 
but asked whether it is not more realistic to think that privati­
zation will create more privileges and monopolistic situations. 
Both Hernando de Soto and Marcos Victorica agreed with the 
point raised. Unless competition is brought into the system 
through deregulation, monopoly will continue to exist, and it 
does not mattermuch ifit isapublic ora private monopoly. The 
key change that needs to be made is to remove the barriers to 
the functioning of markets. 

Ancier question, addressed to de Soto, was "What are

the attitudes toward the informal sector?" 
 In response, de Soto
 
explained that the biggest success his institute had achieved
 
was to draw the distinction between the informal and under­
ground economies, cited by Robert Litan earlier, to show that 
infornials are not crirnina!s. Further, most of the populist po­
litical parties viewed th,.' ii.fonnals as unemployed proletariat, 
not as entrepreneurs. That view is now changing as the left in 
Peru comes to realize that they are, by and large, small or 
rnicrientrepreneurs. Now the left, including the Communist 
Party, has begun to support the various recommendations put
forth by the Institute for Liberty arid Democracy. But they tend 
to think of the situation as similar to that ill Hungary or 
Yugoslavia. The right has not yet become as supportive. 

Marcos Victorica was asked, "Is the primary cause of 
informality poor facilitative law and barriers to market entry?"
Victoricaexplained that in Argentina informality includes 100 
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percent of the population but nc 1)0 percent of its activities. 
Everyone seems to engage in both formal ,and infornal activ-
ity. There are no clear barriers to get into the formal and 
informal sectors. It's a problem of profitability ind risk. 

The last question ofthe session provideda meains for the 
panelists to offer some concluding remarks oil tile general 
trends regarding tle informal sector In their countries. Tile 
question was "''The infornal sector is receiving mlo1e and iore 
publicity'. As go ernients become more aware of tlie sign i fi ­
cance of this sector, is it leading to increased efforts by the 
public sector to regulate these entrepreneurs. which will force 
even more difficuity for micro-busihlesses" development, or is 
it leadine to liberaliiation of' the institutional constraints?" 

De Soto responded hy noting thIiat both tienrds are 
evident. President Garcia recently nat ional ied the 20 percent 
of the banks that had been privately held. but Ile did this in tile 
namie ofthe informlals. Althouglh this isohnoxious because the 
institute does not agree with nationalii.ation, it was ani interest-
ing victory because it was the first "imie that apolitical party had 
accepted that tile infornuals were entrepreneurs, not simply 
uneriiployed proletariat. Further. the formal private sector just 
issued adeclaration saying that lhey wouldjoit' .orces with tile 
inforiials to try to improve legislation that affccted tile econ-
onl,' as a whole, 

Victorica pointed out that in Argentina the infornial 
econony demonstrates that tile svs'enl isn't working anymore. 
It is showing that people are voting with their feet against tile 
regulations that created the problem. The intornal sector also 
demonstrates that people have tile initiative and creativity to 
overcome the regulations and restrictions of the system. 

Robert Litan sounded a note of' pessimism because, in 
his view, tie instinct of government is to clanp down and 
regulate the infornlals. Further the situation arose from rem­
seeking behavior, from the iron relationship between govern­
ment and tile wealthy private sector. As Mancur Olson notes 
in his hook, The Rise And Fall Of Nations, the fall of nations 
isdue to exacly this relationship between special interests andl 
govermient that blocks change. It may take a miassive revoli­
tion to break this relationslhip aid create change. As asked 
earlier, will change be possible from within. or will it take 
some external force, like tile World Bank. to create change? 

l)e Soto COilclUded tile paniel discussion by oifferinos a 
rejoinder to Litan's note of pessimism. "1believe that if what 
we are seeing throughout Latin Amierica is true -- that 50 
percent or more ofthe population of'our countries have already 
revolted agaimist tile monopoly legislation of the state -- tile 
peaceful revolution that is necessary for change is, as amatter 
of ftnct, taking place. All we are doing isdocuillenting it. It has 
already started." 
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PART III 

GENERATING ECONOMIC GROWTH THROUGH MICROENTERPRISE
 
AND INFORMAL SECTOR ASSISTANCE PROGRAMS
 

Moderator: George M. Ferris, Jr., Ferris and Company 

Arthur Levi, InternationalFinance Corporation 

Nancy Berry, World Bank 

Kenneth Cole, Inter-American Dei'elopment Bank 

Edward Marasciulo, Pan American Dei'elopnen 
Foundation 

Discussant: William Baez-Sacasa, ftwrnerly of the 
NicaraguanDei'elopment Foundation 

The second panel examined the role of international institutions in addressing the needs of the informal sector. The panel 
was moderated by George M. Ferris, Jr., amember of the CIPE Board of Directors. George Ferris is the chief executive officer 
of Fenis and Company and a former governor of the New York Stock Exchange. He ischainnan of the Agency for Internaional 
Development's Loan Review Board and served as a member of the President's Task Force on International Private Enterprise. 
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George M. Ferris, Jr. 

Having explored the causes and dimensions of the 
informal sector in two key countries, Peru and Argentina, 
during the first session, the second panel will examine the 
attitudes and programs of several international financial or­
ganizations toward the infonnal sector and market economics, 
in general. Represented here today are tileInternational 
Finance Corporation, the World Bark, tileInter-American 
Development Bank and the Pan American Development 
Foundation. The first three organizations are inter-govern-
mental organizations while the last, tilePan American Devel-
opment Foundation, is sponsored by the Organization of 
American States but is a private organization. 

The aim of this conference isto demonstrate the poten-
tial economic and political influence of the infonnal sector. 
However, tilelong-term goal of all our efforts should be to 
liberalize political and economic institutions, thus tapping tile 
infonnals' entrepreneurial tenergy to promote economicgrowth 
in the developing world. I have asked each of our panelists 
from these international development organizations to address 
the ways in which their organizations and their programs can 
help to accomplish these goals. 

Arthur Levi 

Arthur Levi joined the World Bank in 197.3 as a wnior 

agriculturalprojects ollu'er. In /98P. hw noed to thw International 

Finance Corporation where he serves as senior investnent ol''er. 

ArthrLevis.'rvedas avolunteerwith the Peace Corps in Kenvaf.oin 

1904 to 1966. Ihe Co-
has a Pnasters in husinessawhninistrationfrom1 

lonbia U/niveritv. 


When first asked to speak today. I thought that the 
International Finance Corporation (IFC) didn't have much to 
contribute to the theme of this conference, which is microen-
terprises in the infornal sector. The IFC doesn't directly 
support or encourage the infornial sector although their activi-
ties certinly grow out of sonic of our investments. T[ie 
minimuli size oftan investment in which we can participate is 
$3 million. Nevertheless, after readig(l tie backgroumid infor-
mation and attending tie first session. I have come away with 
the thought that we really do have quite a lot tocontribute to this 
kind of activity. We are part (if the solutioi. 

The IFC was established in1956 to supplement and 
work alongside the World Bank inits efforts to stiniulate 
growth for the private sector in developing countries. The 

corporation's distinctive role and comparative advantage is 
made possible by two powers given to it, which are not 
accorded to the World Bank. One is the authority to engage in 
equity financing, and the second is that we do not accept 
government guarantees in any of our lending. 

The IFC generally invests in Projects with a minimum 
size of$3 million. We can rarely fin, ice more than 25 percent 
of any deal. Our equity participation is seen as acatalyst. We 
don't care to have amajority and often don't participate on the 
boards of the companies in which we have equity. Our equity 
participation isusually limited to I0percent. We refrain from 
supporting activities that are not economically viable, that isto 
say, those activities that depend for their success on high tariffs 
or artificially supported prices. Over this past year, we ap­
proved 92 operations of loans and equity in 41 countries. We 
lent $800 million for projects whose total investment cost was 
$4.3 billion. 

Tile IFC's traditional role in project financing is only 
part ofa much wider role we are beginning to play in the world 
of private enterprise. fii past several years, our activitiestile 

have included financing smaller companies through equity 
lines of credit to development banks, although I must tell you 
that this has generally not been too satisfactory - there are ex­
ceptions - because of' how very politicized these develop­
ment banks are in many countries. Also, we are offering more 
and more advisory services on a host oi different issues. We 
are presently helping corporations, both on technical and 
financial grounds, in eight African and eight Asian countries. 
We also have agovernment advisory service, which is helping 
governments increase the efficiency of bureaucracy; decide 
which kinds of taxes are worth keeping and which aren't: in­
crease the rate at which corporations can register: and handle 
other issues of this sort. 

The needs of IFC countries and clients vary. in sub-
Saharan Africa, where private sector development and large
investments are limited, we have established two institutions 
aimed at further promoting private sector development. One 
is the African Project Development Facility cosponsored by 
the United Nations Development Program and the African 
Development Bank. The project has offices in Abidjan (Ivory 
Coast) and Nairobi (Kenya) to serve sniall enterprises, those 
whose investments are generally no greater than $500,000. 
These offices give technical assistance to make these enter­
prises more bankable. We have also helped create an African 
Management Company to provide management support. This 
is supported, in part, by the Industrial Council for Develop­
mneni based il New York. 

What could an institution like the IFC, which frankly is 
in the mainstream helping large scale enterprises, do? Well, 
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one thing we can do isto help any of you who are interested in 
our experience. We have innumerable experiences in every 
country. I would urge you to use then as a resource to help 
document your cases. We also offer a very solid engineering 
department. Therefore, should any of you be involved in 
promoting or stimulating various sectors, I would urge you to 
contact the IFC. 

Nancy Berry 

Nancy Berry is chief of the Intustry Development Division of 
thePoli *Plannin' andRes'are/h Comple.v f'the WorldBank. From 
1970 t) 1982, sli was ome o/t/' pionuersin ewuanding lVorhl Bank 
lending to small -cale ent'rprisesand industries. /i this capacity, 
sh1)1 responsilo'ielpnt snull -indistir..plrojects aidtior-
l1onents in sevrcal countries in Latin America, Asia and Afr'ica. She 

o-auth, redt' |t'hldBank plic 'paper on "SinallScalt, Enterparise
arni FLntlo~lnmitGe'nuranion."n 

First, I'd like say that I am very impressed with the 
interest in tihe infornil and nlicroenterprise sector that is 
manifested by the turnout at this meeting. Unfortunately, since 
Ihave some controversial things to say, thisjust may mean that 
I offend more people than I anticipated. 

I'd like to talk about two areas in which I think tie 
World Bank (foes reasonably well and then about an areaWorldacBankrdoeshreasonablytwellaboutmantarea 
which, I would argue, we do not do well and maybe should not 
do well. The first is small and medium industry lending and 
assistance. The second ispolicy change, which I think links to 
some of the discussion in the first panel on the role of the World 
Bank and similar institutions in inducing policy change in theregulatory environment. These are two areas that I thiiik we are 
coming to do reasonably well, 

The area which is a weak point for the World Bank is 
microenterprise and direct links with the infonnal sector. I will 
argue a bit later that. by virtue of the nature of large interna-tional institutions, it must remain a weakness, 

in small and medium industry lending and assistance, 
tie pattern has been quite dramatic. Ten years ago, tile World 
Bank lent nothing to small industry: today, it represents one-
third of our industrial lending portfolio. Simall-industry pro-J 

grams are active, and we're now on tile second. third and fourt 
series in several countries of Asia, Latin America and Africa. 
Many of these operations also involve policy reform packages. 

I think the bank improved its sniall and medium indus-
try lending for finns with fixed capital investmiInt on the order 

of$5,000 to $100,000. We involve the commercial banks, as 
opposed to the standard government development banks, and 
build institutional capabilities at tile head office and in tile 
branches. We provide attractive spreads to account for higher 
administrative costs as a percentage of the loan size, insisting 
on commercial rates. It has been demonstrated that, for small 
and microenterprise, it really isaquestion of access as opposed 
to subsidized rates. 

In addition to these credit services, we have moved 
away from traditional government, technical, managerial and 
marketing services and into some fairly innovative means to 
capture private sector expertise. [or example. in the case of' 
India. we have adopted a subcontracting approach to encour­
age the government to release controls on large industry, which 
had become constraints to both large and small industry, and 
encourage small firms to move to medium1 scale through credit 

al f, 

We recognize that governments often interfere with 
fimis' needs for technical services and a more outward-look­
ing approach in terms ofnmarket channels for exports. We have 
created special funds that are administered outside of tile 
government infrastructure. For example, in Nepal, 300,000 
people are employed in the carpet sector in very small micro­
enterprises. Private traders, opewling as oligopolies or mo­
nopolies, had jacked tip tile price for wool yarn from Tibet by 
200 percent to 300 percent. The World Bank played acatalytic
role in forming a local trading company. consisting of thepaiidsthewi 
manufacturers, which brought the prices down to competitive 
scales. Inthese companies, repayments have been very good. 
-alf' of the fins financed were new: half were experiencing 

modernization. The employment effect has been substantial. 

However, in my observation. the World Bank tends to 
still play too much of a passive role. The Industrial Develop­ment Division is trying to find ways to introduce dynamism 
into the components of bank projects. 

The other area into which the bank has ut its chips overthe last five years is policy ch:mige within the macro-trade.
industrial and financial sectorenvircaments. Comments made 
in the first panel demonstrate that much of tile regulatory 
environment that governments have set up tend to bolster 
large-scale incumbents and make it qite easy for them to 
remain fat and happy, rather than adjusting and responding to 
changing markets and technologies. 

One way tile bank has played and can play an increasing 
role is to demonstrate to governments how tile impact of 
intervention in the industrial sector has many unanticipated 
and adverse effects, even within their own set of objective 
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functions. This is the type of work we have undertaken in 
Argentina, India and Pakistan and have started in Brazil. 

It is very difficult to use the leverage of even very large 
amlounts Of* 1110nc to get overnments to take actions that they 
do not believe will have a positive effect. However, itis 
possible to demonstrate that while governments think they are 
protecting the small firm. they really are hurting them, as well 
isconsumers, industrial development and tIleCountry. 

Hlowever. while recognizing that the infornial sector is 

very large, this does not necessarily mean that it should be a 
major locus of attention by international development organi­
zations. First. in major segments of the informal sector, assis-
tance really means, in my view, robbing Peter to pay Paul 
without any net additional economic return. Second. there is 
amisfit bex coin the systems and size of many international or-
ganizations and the needs of*microenterprise. 

Local organizational infrastrucure is probably the key 
to assisting small and medium firms and, even more so. to 
assisting microenterprises where the credit decision really has 
to be based on character. It is becoming increasingly recog-
nized that micro and small enterprise developmenit may be 
more complex to manage than large-scale industry. 

The World Bank is haltingly becoming involved in 
microenterprise. We are trying to pair our resources with 
competent private voluntary organizations that have both tile 
managerial competence to act as a source of managerial and 
technical assistance. and to play a role inscreening potential 
entrepreneurs. One example is Women's World Banking, a 
strong private voluntary organization operating iil 50 court-
tries. Complementary inputs from, for example. the Women's 
World Banking network can provide technical and managerial 
services and credit guarantees that can be coupled with the 
resources and policy-based components ofl the World Bank. 

In suniilar , I would say that the World Baik is likely
to stick -- in a sustaiined way. I ho~pe -- to small and medium 

industry lending. including the use of subcontracting to bring 
these firms into the global economy. We will probably go 
slowly in the microenterprise area, as all international organi-
zations should. My observation is that microenterprise initia-
tivyes can easilylbe drowned by too much money. When you 
do find the organization infrastrtlCLUre at the local level, yoi 
easily find three, foIunror five bilateral and Multilateral organi-
zations competing to lend or grant money to these groups. 
which is an easy way to drown the kind of organic buildup 
required for the success of these programs. 

Kenneth Cole 

Kenneth Cole is the co-ordinatorforIPrograiisfr Financing 
Small Projects with the Inter-American Developmcent Bank,where he 
hias held a varietyv .financial and aftninistrative positions. lie 
assumed his current positionin 1979 and is responsih, ef dvelop­
ingcredit projects/or low-in'om' populations. Prior to joining the 

bunk, M.Mr('oh'served witit'Peace(orps i;ayquil.Ecuador, 
here h developed cottuunitycredit svstets, th hls ihba'helor o)

degree from thuUni'ctst\ o/ 'alifrnia at Berkehc' ctl is a 
t1ettvher eih Cdiatniaati lv asvhing'to .C.at,Bat Associationis. 

First, a quick word about the Inter-American Develop­
ment Bank (1DB). We are aregional development bank. The 
African Bank, the Asian Bank and several others are patterned 
in the same mold. We operate something like the World Bank 
on a regional basis. We are owned, in our case, by about 43 

countries. Most of the IDB's operations are for public works,
public sector projects and public policy enhancement, all to the 
tune of about $3 billion per year. 

About tell years ago, the IDB created a special window 
Ior financing small projects with some unique characteristics. 
It has givei uIs considerable experience relevant for under­
standing the makeup, the problems and tileaspirations of the 
inlornal sector in Latin America. With the small projects 
program, we have a facility fbr making credits oil very soft 
economic terms to not-for-profit private organizations in Latin 
America and the Caribbean or to special government agencies, 
which undertake activities for the informal sector. 

The sniall-projects program works with about 160 pri­
vate voluntary organizations in 22 countries. Through these 
organizations. we are supporting a variety of activities that 
enhance income generation and jobs aniong the low-inconle 
groups by dealing with agricultural credit for small farmers and 

credit for urban microenterprises, cooperatives and associa­
tions. Altogether, this makes up about a $7"; iillion portfolio. 

Of the $70 million in activities, about $22 million to $25 
million have gone into 5( operationsjust for urban microenter­
prise. Microenterprises usually have fewer than five employ­
ees. Often. iicroeiterlprises are mom-and-pop, famiiiily-owned 
eiterpirises with totalissetsofless than $5,000. Salesareinthe 
area of $3,0(()00 to $4,1t)() per mont h. For tile most part, they 
produce popular goods services '(r tile popular part of' tile 
economy. Insome instances, there is some vertical integration 
with the fornial sector. One that coies to ind is the situation 
in Monterrey, Mexico. where microenterprises hand-make 

molds for the aluniinum foundry industry. 
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Most of our microenterprise projects have some spe-
cific characteristics. Usually we look for a private voluntary 
organization with which to cooperate. We look for organiza-
tions that have a business mentality, understand tile use of 
credit and tile bottom-Iline approach to business and yet are 
willing to risk their time. effort and capabilities in working 
with very low levels of the economy. We provide credit on 
virtual give-away terms to tie private organi zation. We expect 
that organization to deal with the carpenter or shoemaker on 
commercial terms with real interest rates. Il fact, they are 
dealing with uIcIi higher-han-real interest rates arid are 
probably paying 1() percent a day on loans front infornimal 
sources. The I)13 seeks to ensure that there is some kind of 
training involved with lie application of credit. 

When I look over tihese pro jects, I ani struck by file fact 
that about 25 percent of the borrowers are women who are 

managing their own enterprises ill tle slin1S of the big cities inl 
Latin America and lie Caribbean. I note too, as Nancy Berry 
mentioned. the tendency for excellent repayment rates ainong 
these users of credit. Most of'the progrars seem to he level lin 
off ata rate of 85 percent to 9) percent being ul-to-date ol 
repaynents. Generally, this is far stiperiior ito lhe records ol'de-
velopment finance organ izati ois and commercial banks. 

I need to add a word about our experience ill Colombia 
because it dovetails with the cautions expressed by the World 
Bank. Ii Colombia, we grew from one sial I project to abotit 
15 with different private foundations in different cities. This 
multitude of pro'jects became a consulting council hiat coordi-
hated programs. alld devcloped a tliforll coriiptiterized data 
system, arid utniiforii credit reIlations arid processes. They 
began a series of friendly consullations with tile National 
Planning Ministry that Iias low. hecome a national prograinl in 
Colombia sponsored by tile goverrnent. It has received ii $7 
million credit froml Is whicli goes tlhrough the Cenlral Bank. 
into the national financial systems, and to the riicroenterlprises 
with tile monitoring and collaboration of tie private l'ou lda-
tion system that initiated the program. Colombia isitcomiplex 
model, but we have high hopes that this will work. 

'o date. ili general terms, we have dala that tell its that 
for every $1,0(0 to S1.2(0) that goes through these credit 
systems, we're creating or substantiatihg ajoh inrtie infornmal 
sector. Compare that to the $12,0(( or $15,.))) perjob ili the 
formal sector. Coiisiderinrg tile funds that we have delivered. 
we have prohahly helped create about 15.))() jobs. We've 
probably trained 21),(()(0 people. More importantly. we have 
hielped strengthen local privale institutions ini2) countries. 
These ini turn have helped to educate tie puhlic policy-makers 
in creating the linkages that appear to Is to be very iiiportant. 

Obviously there are major challenges ahead in tenns of 
a need to expand and enhance the delivery system so that the 
resources that are available can reach the microenterprise level 
of local economies. That means institution building, linkages 
with tile formal sector and policy dialogue. 

Edward Marasciulo 

Edsvaid Manascilo is c.lecwive vice president ofihe Pan 
AericanDevelopmWntFundation. Priormto joiiingwthefmdiion, 
Iwwasexeaetcufilt'ficer Oficeof ,As.i.stanS,e'nrv/orManag,­
men1. rigani:atiollof Americ ; .States. Ihe 11so hld severl posi­
ioils iit the I.S. A 'eni .fuor hn'rnatnioia Ievlopment in Latin 
,amshila Al . Aaros ou has l.'/ a ciiiin,,prulssur at GeorgeII .zliinet,,hn.(he r,'tho n aiie Aierieman iiversitics sim c 1977. 

g G (li Aicn Uiveis iti e97111tot re'i villh\ Jw .srved(1, had ollilhll I olsocialand hilialltl.­
i 'ins ,eei the fipartisall osiI io C'intralAi'ieha 

Ki.%.iw(r ('1i.sioi). 

I think that it's important to explain what motivated tihe 
creation of a private voluntary organization like the Pan 
American Development Foundation (PADF). Twenty-five 
years ago. during the era of the Alliance for Progress, Sam 
Greeni,a husinessman from tile U.S. living iii Guatenala, along 
with a number of his colleagues. became aware that the Ali­
ance was only reaching 10 percent to 20 percent of the people 
of Giate nila. His assunI pliti was that this probleii was 
widespread throughout tile lheilie re. lie was very much 
concerned about the disenfranchised, the 80 percent of the 
populatioi with ro access to credit who are, generally. specta­
lors of the process of development ard, ill his view, the 
motivators of tie guerrilla movements that have sin ce devel­
oped. 

For those of you who remember this era, you also 
remember that it was a period ofirme when tie development 
economists were puIshing the ideas of the I larrod-Dornar 
model and tile Ristowian theory. It was also ai era when tile 
(levelolIliir eciionn sts begari tailkiig aboJut structiira lcliange, 
when tile economists were not yet talking to tie anthropolo­
gistsor to the political scientists. What the PADF created was 
ar anatlienia to tile concept of planed developrment. 

Totlav [lie Pan American Develolmnt Fouindati on is 
not tile olly player ini the activities that Iaii going to describe. 
There are many other organizations like ours. I mention spe­
cifically Accion Inlernational ill Cambridge. Massachusetts. 
They're a rather outstanding gro up. anid they have done some 
rather significant things throughout tile hemisphere Jointly 
with us. So. the not-for-profit comnity is ralher sizable 

17 



these days. It wasn't 25 years ago. What is lacking these days 
isan inventory ol'alI of the players in the devlopment business 
in microenterprise activity. 

What did we fl'iid during our experience? We found that 
these men and women who previously had no access to tile 
banking system because they hadi10 collateral werc exceed-
ingly good credit risks. We tound the need ii niany cases to 
take people by the hand into the bank because they hiad no 
ability to deal with tile structure oI tlie bank or to even openi a 
bank account. Thereftore. we fotind that it was not only credit 
that had to be injected into the system. And we found that the 

trainer had to be, in most cases. the localIf,0or1imat sector. So we 
lound the need to link what we now kiow as the intorinal sector 
and the f'ormal sector. 

PAIDF had no nodel: indeed, we still have no model. 
We allIlearned together, and we have fouiid that every one of 
[Ile f'OUndations that we havc helped to create. 31 over tlie last 
25 years, is different. lEach one has its own idiosyncrasy. 

What have \vc .learned? We've Ilearned thiat the inl'ormlat 
sector inList be usel isthe link. aindt licsource of credit itLs 
le within tie fiormal .,ecor itself. We Iive' louud that tile 
toriial sect or has a process to learn about within its OW11sociey i 

I have often used tite cxamiiplc of' San Pedro Srt iii 
Honduras. lii the iiorth coast o I'Ionduras in tic early I9X()s 
guerrillas came into a meeting of the chanbher of coiinierce and 
held 10(0 ot the rieimbers hostage. They spent three days with 
these guerrillas and went throughltle process of' the Stockholm 
syndrome. They found that, indeed. the guerrillas had a 
philosophy aiid aciiocern. Outside the chanibr ,crc members 
of the very strong labor unions oi the north coast o1"Itonduras 
who had demonstrated against the guerrillas aiid in f'avor of 

those who were heing held hostage inside. It\%is through tile 
demonstration s of' thlse labcor unions that tie hostagesc event(i­
ally left the country. From that experience, the f'ormal sector 
of San Pedro Su Ia,which is well-known tor its progressive 

aictivities. created a fotindation with a portt'0lio if' roughly S5 

million. They now have their own form al sector vcry Miuch 

involved in tie concern of'what we might s,ant to call the en-

terprising poor. They see it sibeing for their own security aiid 

for their owi future. 


This is not t uniique experience. The same thin 
happened in Jamaica when Seaga c amc in siPrime Minister 
and recognized the quick political change in that environicient. 
One offthe first things the govcrment did was creale anational 
development foundation as a i cans to provide credit to the 
infornial sector throtgh tilemanagelment operation clilie 

fonial sector itself. It now has five branch offices throughout 
the island. 

So our concern is not just a matter of econonlics, nor is 
it solely a concern forj)b creation. himnl ways it's a concern 
I'Orsurvival, and I think the survival mechanism is just begin­
ning to explode throughout he hemisphere. 

'[here is a growing need and desire for tile creattion of' 
private organizations in the lemisphere well heyond wIhat we 
had expected 25 years ago. There are many links with private
organizations il the U.S.. but our goal is ti build a local 

fotid111dation run by tlie localI I daresay it will beprivate sector. 

happe ning mlorc and imlore over tlie next 25 years.
 

William Baez Sacasa 

'Tc di.'ts.aln i/Or I/lc Pioromun cSas U'illiam la: Sa'a, a 
('01ISOtlllhf ) I/h' Pall ,Iot'i' at )ccIhpiitc'-Iit ioulatijionc and dite 
(oe'rati'' Hosm. i I ondationl .lhinon,i i. I).C. FrIonm 1970 
toI19S5. hi Wi.s I/if, chi'ft,\ liei',0//ic 'r,!the Ni'rcar u 1,an.'1')­
cqmctl Ii uI( Ni~catagitpc /c'e'h,pmntcn IH'Foundation an/cd I Institute'. 
is cinihi ir /'fte il/'jmal St'10,r inl Lafin -A e 'yLer'ca A "remlitina
)''ci ' Xi'agna: ]! }c h,na/cconJ ) si i iont!.andl(lc ] +1/c (ll int"I Alr. 

B cip':has s MTeoaidr/rvo'loou/I/i' 'l io III /tt Priv'i'i'e n 'l 'ur ( n ii llcSciii'in (("OSI-I') linXii 'a,', i,'cc cccii I/i,' Pan 1 cccc'c'n'ci I),' vhn'n'li~'l
 
s i U i iIcta'd Lt h/'n I hi (c'rs. 'c,'
clr CiLj ic' c Pl' ('O h'// , 

I ic,,,,,.It,,,Masss 'hlscit. 

I would like to take issue with what was said this 
morning and what is being expressed by our panelists this 
atternoon. For the last five years, as imeiiber of the private 
sector and as a development agent, I have Ict that there are tw 
types ot' iodels that have been developed to assist the micro­
entreprenetir or the informal seclor. 

One iiidcl is expressed xery clearly iii I lernaldo de 
Soto's book, El otro sendcro. It characterizes the inforntal 
sector a.sa grotp of individuals who are at the margin o'the 

approach thleroblcms olfiiin 
these individuals overcomne tie regulatory barriers to make the 
inf'Ormal sector iimore f'rmal cr tlie l'orma sector mor icnfor­

law. The way tit,; orniality is to help 

nal. The stress is oiithe need to chaiige the laim and politics 

of'the count[v. which is very important. 

This al'tcrioo vc have seen whllt I cinsitter to be 
aiiother miodel. which has stressetl the iimlpo'tancc of the 
microciltreprencur. cr walat Ken Cole has called micro-busi­
ness. This iiMidel. which has bcci deVcOpled over the last 25 
years by the Pan American Deeclo ient IFotdation. has beeii 
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adopted by many different organizations. It has stressed tile sector in order to sustain democracy in the countries where
credit, training and technical assistance aspects of develop-
ment. To f'oster this type otnodel, significant funds have heme 
given, over tle last 25 years, through the World Bank, the Inter-
American Development Bank, the Fan American Develop­
ment Foundation, ACCION International and the Inter-Ameri-
can Foundation. The emphasis has been on the importance of 
ihe individual as a businessman: to try to niove him from a 
siall to a larger businessman. 

What is very ilportalt is to complement both models: 
to put them together and create asingle model that will address 
the problem of informality from the legal aspect and the micro-
business or credit aspect. 

In Nicaragua, we conducted a study with the help of 
CIPE a.iboLt two years ago called "The Iformal Sector in 
Nicaragua: An Alternative Solution". We tried to pull the two 
models together and find out how the informal sector behaved 
ini
a very special situation like the case of Nicaragua. Under 
very extreme situations, like Nicaragua, the informa! sector 
shows its true colors or characterislics. We fiound thillat it 
doesn't matter thai the infoMlals live ina culture of collectivi-
zation: in the final analysis, they are entrepreneurs. They are 
highly lotivaled: they want to make profits. 

If'%ewant to stress democracy and pursue tilehappiness 
of our people, especially in Latin America, we have to cope
with the problem of giving people an opportutity via the legal 
system, as I lernando de Soto has said, and via the credit aspect 
as discussed previously. A true democracy isnot only voting 
but is aday-to-day process. 

flow can we strengthen and promote the infonnal 
sector? First, it's important to identify the inf'ormal sector-

who they are, where they are, what type of*things they do. 

Identification is one element. 


The second element is valorization. Small entrepre-
neurs are important. It's important that we believe that they are 
people who have the willingness and the courage to fulf'illtheir 
own lives. 

Third, we have to stress the importance of organization. 
It's very important to go into the legal aspect, but it's more 
ininortant to organize tileilf'ormal sector for political, eco-
nom ic or sociological ends. 

Fourth. we have to understand that there has to be a 
linkage bet ween tileinf"ormal sector and tie private sector or 
between the nmicroentrepreneur and tie entrepreneur. They 
have to believe and understand that they belong to one private 

there is still democracy. In order to lulfill the dream of 
democracy, you have to strengthen not only your companies 
but you have to provide for the strength of the infornmal sector. 

Another important elenment is understanding. They
need training: they need credit. They don't need it the way we 
traditionally do it: coming from ulpstairs to downstairs. In the 
Nicaraguan Development Fouldat ion, we hired aloan shark to 
tell us how to provide credit to these people. We have to work 
with the idiosyncracies of the people. 

The most inportant part. as mentioned before, is the 
legal support that we have to provide through regulatory 
reform to make the lormal sector more inf'onrmal and the 
informal sector more formal. 

I have addressed the two schools and how they can be 
joined. In Nicaragua, the situation has changed; it isn1OW more 
dilficult. But I want to express this view because I know that 
many of you come from democratic countries. I want to leave 
you with tlie message that the infornial sector is a very
importantelement in the democratization of yourcountries and 
in sustaining the lifeblood of the private sector. 

Discussion 

Questions to the panel tended to focus on the issues of' 
regulatory reform and the manner in which these multilateral 
development organizations carry out their lending programs. 
Given the constraints of time, the moderator grouped several 
questions together and asked the panel to respond. 

The first group 0f Luestions focused on the theme of 
regulation as stated in the following: "If over-regulated 
economies in states controlled by special interest groups are 
causes of' informality. thenihow do microenterprise prograns
help address tie causes of the problems?" 

Nancy Berry responded by indicating that she shared 
the view that it is much more important lor international 
organizations to try to influence the overall legal and policy 
system. She also belt that the policies had to go beyond getting 
ihe exchange rate right by gettiiing into the policies, particularly 
intile industrial regulatory area, thiat are restricting internal 
competition. 

Ken Cole agreed and indicated that lie hoped that as tile 
World Bank and the IAI)B approach structural adjustment, 
they will take into account notjust needs for housing, roads and 
services but also look at what is needed to provide market 
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conditions for infornmal jobs and products. Cole also noted that 
the banks should he looking at the potential to mobilize saving's 
in the turban sector as itrelates to the inltornal sector activities 
which. as noted. are between 40 percent and 6(0 percent of 
GNP. This Would also require looking at the reLiulatOry 
environment in the banking sector tIhat impedes their ability to 
lend to olicroentre reneurS. 

The second tIOl p of" questions fc used on tile tmiannier 
iil which multilateral organitations carry out their lending. 
One question was ahot tile need 1Or subsidized lentid ing tlid a 
sectOd alout the possibility of bypassi ng govertlenint-lo-
guoverlmient lending programs. Conversely. the tliird ques-
tioned the Usefulness of lendim- llirotllh private VOlntar) 
organizations. 

Edward NIarascinlo responded by notilg that those iin 
the develo0pmut COlliitullit y tend to hlok at development ill 
ternls of'govertiliieiit-to-governtlieot programs kut thatt what is 

really needed is to filnd ways of using the private seLtor as an 
aent of clange. The governments control these lending 
ilstitut ionis, and unless you can break the goVerillient-to-gov ­
erninit relationship, the activities dealing with the private 
sector won't Inction. 

Nancy Berry added that the panel was agreed that 
lending to lnicroentCrlpri ses should be at coiierc ial rates 
sinrice they can pav coniilercial rates and that they nortiially, 
without sorie type of' program. pay more than commercial 
rates. She aIso ar'gCd that governtlents canilnot be bypassed 
since tie\, tend to be a major part of lhe probleti in teris of 
industrial and l'inancial reLUltiotis. The challe1ige is to struc­
tu lending operatioIs in such a way that you deal v.'ilh the 
overall policy environinlet. Witli respect to private voluttar' 
or0izalzttti (li s. MIS. 13rerr )' alti led thalt it's iiiportant to lind 
groups that operate with btusiness objectives antd have tile 
appropriate managerial atid organizational iapparatus to be an 
appropriate grass root creditor/technical service itermediary. 
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PART IV 

BUILDING GRASSROOTS CONSTITUENCIES FOR ECONOMIC CHANGE:
 
APPROACHES
 

Moderator: Jose Luis Yulo, Jr., Philippine Chamber 
of Commerce and Industry 

Peru Hernando de Soto, Institute for Liberty 
and Democracy 

Paraguay Martin Burt, Paraguayan Foundation for 
Cooperation and Development 

Argentina Adolfo Ruiz, Institute for Contemporary 
Studies 

Brazil 	 Dr. Joao Geraldo Piquet Cameiro, formerly 
of the Ministry of Debureaucratization 

Luis Eduardo 	Magalhaes, Chambers of Commerce 

of Sao Paulo 

Discussant: Edward Hudgins, Heritage Foundation 

The topic of building grassroots constituencies for economic change was split into two parts for convenience of presentation. The first 
part facused on various private and public sector programs designed to remove the causes of informality. The second part of the panel, reported
in the next section of this booklet, sought to determine if these experiences can be replicated in other countries, particularly outside of Latin 
America. 

The moderator of the panel was Jose Luis Yulo. Mr. Yulo is vice president and founding charter member of the Philippine Chamber 
of Commerce and Industry and is the managing director of the Philippines Center for International Trade and Exhibitions. He is also aboard 
member of the Lokalota Sugar Central. the Rural Bank of Mactan and Unitrust Bank. Mr. Yulo received his master's in business administralion 
from the Asian Institute of Management. has taught at the de la Salle Graduate School of Business, has written several books, and is a regular 
columnist in various Philippine newspapers. 
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Jose Luis Yulo 

As I listened this morning to HIernando de Soto's 
description of the informal sector of Peru, I thought for a 
moment that he was a Filipino, for he struck many anerve in 
my system. I am sure that each of you here today identifies with 
him not only because lie has given impetus to anew, conscious 
effort to study the infornal sector which exists in all of our 
countries but also because ofthe intriguing potential and power 
that the informal sector can unleash. 

Inl the first session this morning we tried to get abetter 
understanding of the concept of the informal sector, or,shall 
we say, the "black market," the "'black economy," the "under-
ground economy," the "parallel market." I think the name we 
call it depends on how diplomatic we want to be and the 
personal, cultural preferences of each country. In the second 
session, we examined some assistance programs that are now 
available to the informal sector and rmicroenterprises. It 
appears that some of these assistance programs need adjust-
ments, if' not outright changes, to better interlock with the 
infornal sector. 

Now in this session, we shall discuss ways and means 
to change institutional st:uctures, policies, laws and regula-
tions, if need be, in order to harvest the full potential of the 
infornal sector. As an example, (luring the 1960s, the Philip-
pines was second only to Japan in economic advancement in 
our part of the world. After going through a strong statist 
government, we ended up soniewhere near the bottom. Current 
estimates by our National Tax Research Center have shown 
that about 44 percent to 47 percent of our economy is under-
ground. The Bureau of Internal Revenue, when it tried to flush 
out the underground economy in one district of Manila, raised 
its revenue collections by 293 percent t'roni tileprevious year. 

With the new era an( a new democratic government, 
we have conic up with new directions such as dismantling 
monopolies in sugar, coconut a1(n to niention a few:cement, 
the dismantling of crony capitalism: and the ushering in of 
privatization coupl dwith government deregulation. This has 
resulted inlower interest rates, lower inflation and the reversal 
of economic decline. This economic growth has occurred in 
spite of negative press releases and in spite of the persistence 
of some political pretenders to President Cory Aquino's posi­
tion. 

Worth mentioning as a program to try to build grass-
roots constituencies is a project that the Philippine Chamber 
and CIPE have worked on together. It is a project aimed at the 
promotion of business advocacy in the outlying provinces of 
the Philippines. The intention is to strengthen local chambers 

of commerce and industry in the different provinces, and by so 
doing, use these chamber organization!; to service not only 
microenterprises but also the infornal sector. 

The project is composed of four important compo­
nents. The first is to identify about 20 potential speakers in a 
local community and put them through a spokesmen's training 
session so that they can relate to government, to the military, 
to religious groups or others. 

Second, we have instituted a regular radio business 
program because radio is the more important medium ofcom­
munication in the outlying provinces. Third, we have also in­
stituted a mass publications campaign to inform the private 
sector and the informal sector inthe provinces. The fourth 
element was to build membership in the chambers, which has 
increased tremendously, drawing some informal sector busi­
ness groups into membership in the chamber of commerce. 
Because of these endeavors, we were able toestablish about 50 
local chambers of commerce all over the Philippines. 

We have worked out a corollary project with the 
International Labor Organization called the IYB, for"Improve 
Your Business." Inl this project, we again identify about 20 
small businessmen and help them improve their business to 
ensure their profitability and existence. Now, if the IYB 
program issimplified, it can be brought down to the level of the 
informal sector. 

Hernando de Soto 

Hernando tie Solo is president 1f/ItheInstiitute'for Lihert" 
and Democrac "v in Lima, Peru. 1-is major work, El otro sedero: la 
r'evolwion informal(The Other Path: Di/u' lit'rnal Revolution) has 
heconc'a hestseller in couttriesthroug,'hout Latin America, with over 
100,OO copies sold. De Soto has a master'sdegree/'ont the Institute 
.'r Advanced Studies in Geneva. lie has b'en ilecononist with the 
GAT, nuataging director oflatiltengineering firn in Switzerland. 
owner t scvelralfirinsill Pern andadirector ofihPeruvian C.,n,al 
Reserve Bank. 

The obj'ective for this session is to discuss building 
grassroots constituencies for economic change. I think this is 
a very appropriate title, at least for what we're trying to do in 
Peru. Ourobjectives, as you know, are to achieve development 
through ademocratic systeni an( apluralistic or open market. 
These were the formulas that the Western democracies used to 
achieve the highest state of prosperity known to mankind. 
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Now, what we're seeing, at least in Peru, is similar to 
what we saw some 200 years ago in Western Europe. Capital-
isn; is a very old thing. It existed even in the times of the 
Borgias in the north Italian states. But at that time it was called 
mercantilism and was reserved to a very few people who had 
the privilege of associating with a state, generally run by
princes or royalty, which gave them ihe right to practice 
entrepreneurship. This system of nercantilism started falling 
apart when large migrations took place in Europe from tile 
countryside into the cities. The people who arrived in tile city 
Were not pleased with tile lack of opportunities. Due to both 
their frustrations and rising expectations, the law lacked legiti-
macy. 

In those days, to form an enterprise, you needed a 
special charter from the king. Until the middle of the 19th 
century, only about one-sixth of all British people could 
actually form enterprises. However, during the 19th century in 
Europe. mercantilism Was transfonned into what are today the 
Western European democracies. These are the countries which 
manaced to solve the contradictions of capitalism by making 
sure that entrepreneurship was open to all so that all could 
identify with a system of free trade, democracy and open 
markets. 

We feel that this is now occurring in Peru. In effect, 
as a result of the mass migrations from the countryside into the 
city, large segments ofthe population have been impoverished 
over the last years: people have not seen the economic growth 
that some Asian countries have witnessed, and they are frus-
trated and need an explanation of why things are wrong. 

We have been very successful in showing the infor­
inals that they are entrepreneurs but have not been successful 
so far in convincing them to identify with the private formal 
sector. As a matter of fact, to write the book El otro sendero. 
we conducted interviews with over 80 informal sector en-
trepreneurial chiefs. We asked them three basic questions. 
First, we asked. "Are you the private sector?" And 79 out of 
80 responded, "no." When we then asked, "Are you the public 
sector?", they said, "Of course not, the public sector is govern-
ment." So we asked, "Then who is the private sector'?" The 
reply was "Those up there: the oligarchy." So we have a large 
private sector -an informal one - that does not identify with the 
nrivate formal sector. 

To try to build grassroots constituencies, the ILD in 
Peru has organized a system which we call "everyone's bal-
cony."2 It's a private ombudsman system whereby we raise 
public issues on behalf of the infornal sector. One example 
that I mentioned in the first panel is titling. Tile government 
has only managed to build one out of every fifty homes that 
have been built by the informal sector, and these government-

built homes are costlier and smaller than those built by the 
informal sector. Since most people don't have clear title to 
their privately-built houses, we need to affinn the informal 
sector's rights as property bearers to have title to their homes 
and land, rather than to build more government housing. 

We drew up a piece of draft legislation to improve the 
process of providing the infornal sector with titles to land. 
When we presented this draft law to the public during one of 
our public sessions, we managed to get 300,000 signatures in 
less than one month in support of our draft law. We then 
published this draft law in the official gazette of Peru called El 
Peruano. With 300,000 signatures backing it up, President 
Garcia had no choice but to support the law, which he did pass 
- though in a rather modified and ineffir 'ent form. 

We have had similar successes since then. When we 
have talked about removing rent controls from the informal 
sector in the country, we managed, in one day alone, to get 
176,000 signatures. In the case of bus and truck drivers, we 
managed to get 310,000 signatures in support of proposals to 
simplify regulations. 

We had an extensive debate with the communist 
municipal government of Lima when they brought out an 
ordinance which tried to organize the street vendors. When we 
pointed out that the law was not very modern - five out ofevery 
Fix articles in that law were contained in ordinances of the 
viceroys over 150 years before - we managed to actually defeat 
that ordinance. In a communique, the street vendors came out 
in defense of the institute's position. Actually, I I I out oJ" a 
total of 120 street vendor organizations in Lima supported us. 

Every time a point of conflict arises which interests 
tile informals, we communicate with them through a system of 
pamphlets, radio advertisements, television, debates and hear­
ings. We interpret their positions tile same way the Marxists 
would but in terms of producers versus the state, not of rich 
versus poor. The result, of course, is that we are using Marxist 
systems to communicate ideals that they do recognize and with 
which they identify. 

We had our most glorious proof of success in connec­
tion with a project in San Martin de Porres. San Martin de 
Porres is an area in Lima of 500,000 inhabitants that is run by 
one of Peru's most radical, extreme-left parties called the 
PUM. The town council, including the mayor, caite to visit us. 
They asked us to set up a mechanism of governing which 
would allow the introduction ofa market economy and democ­
racy the way we had outlined for the national economy and the 
national government. Of course we used a very different name 
for a market economy. I think we called it government action 
for a popular economy. Instead of talking about entrepreneurs. 
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we talked about free workers. We used all of their language to 
establish the internal legislation necessary for a private econ-
omy and an open, democratic system. 

Once this system was publicized the executive corn-
mittee of the Communist Party got hold of it and the mayor was 
forced to make a public autocriticism. All of the PUM council 
members in the municipality then resigned in disgusi because 
of the pressure from the Central Executive Committee of the 
Communist Party. They are now actually working in tile 
Institute for Liberty and Democracy. 

This indicates that communists, at least in Peru, are 
ideologically soft. What they want is change. What they know 
is that they are basking in poverty. They are frustrated and want 
an explanation and a formula on how to end their frustration. 
The common denominator is change. Whoever can provide 
change can win their votes anid their support. The important 
tiling for them ;s not statemnents: it is action. That is why we 
continually try to come out not in defense but as enemies of the 
status quo. 

Poor people are not satisfied with things as they are. 
If you identify, at least in the case of Peru, with things the way 
they are, you will have the informals against you, even if they 
are entrepreneurs. But if you support change. there is abso-
lutely no reason why they will not fully identify with their 
status as progressive entrepreneurs. It is extremely important 
for those organizations that represent business to come out in 
defense of the informals. The formal private sector must fight 
against the obstacles which informals face, not only against the 
obstacles which they themselves face. When that happens, 
inffrmal entrepreneurs will identify with fonnal entrepre-
neurs. We will then have reversed the revolution that tile 
communists want to make. 

We will only have a successful entrepreneurial revo-
lution when we all clearly come out in defense of the poor 
entrepreneurs, who have no opportunities, and against a status 
quo which is not yet a market economy and a full democracy. 

Martin Burt 

MartiaBurt is executi ye dire''torti/'the Paragiavaull Founi-
dationfor'(nCooeration and Dreihq)elpint.A native I/Astillio,. All. 
Burt graduated.iron the Uniihrrsitvol'the Pauifi in Stockton, Cali-
finrnia, with a th'grec il pubhli adninistrationiand illter-Arit'nrici 
studies. Mr. Burt also has dIgreCsi. o Iiistinito Nacionl diefloni 
AdininstraionPudli a in Spain and frnt Gonrge Washington Uni-

vrrsitv in lIashington.D.C. etis co-authr with Guillhrmo Peroni 
of Pariguav: Laws and Econwnv and hus served inuthe Minist-'Y of 
Conminerce and lIdhistr%.. 

The Paraguayan Foundation for Cooperation and 
Development is a new organization, two-and-a-half years old, 
whose main objective is to increase family income, strengthen 
precarious jobs, and create new job opportunities by organiz­
ing nlicroenterprises into solidarity groups. These solidarity 
groups eliminate the problems that banks have in lending to the 
very poor people by analyzing the nicroenterprises' capacity 
to pay. The solidarity groups guarantee tie loan so that if one 
nember fails to pay, the group pays the loan. Intwo-and-a-half 
years, we have given out loans to more than 2,000 small 
businesses, and we provide technical training as well. 

As you may know, Paraguay has been ruled by one 
government for the past 33 years. The difficulties in working 
under that system are very significant. When we tried to 
organize a program to give credit to very poor people, we were 
told that it couldn't be done. We were told that you could not 
organize solidarity groups because Paraguayans were all indi­
vidualistic people who would never organize into groups. We 
were told that the government would never allow us to operate, 
that we could never get funds to do it, that we would end up in 
jail for trying to organize these people, and that a foundation 
could never work in Paraguay. 

A quick analysis of the external environment when 
we started this program told us that we faced four very serious 
threats: political, governmental, business opposition and a 
very weak financial base. 

First, politically, in Paraguay it is illegitimate to 
organize the poor. It is a highly politicized environment. Any 
attempt to organize the pooror to work with the informnal sector 
is seen as either a communist or opposition plot aga;nst the 
government. We have seen severe police repression in 
reaction to efforts to work with the informal sector. 

On i,c governent side, we needed President 
Stroessner's signature to allow us to open the foundation. We 
had to go through a series of security checks to get tile 
bureaucracy to accept our bylaws, so we had to word our inten­
tions in a very specific way. We had to create a board of 
directors of'key people in the community because, in Paraguay, 
V ois involved is more important than the objective or notive. 

With respect to the business commnunily, in Paraguay, 
as in many other Latin American countries, we have a very 
conservative business sector. They are reluctant to join the 
board of directors of a project that they may see as having 
political intentions. If they are going to support a social 
rc.1I)onsibility program, they would rather join a charity than 
work with a modern development organization. 

Tile fourth threat that we faced was a very weak 
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funding base. In contrast to what tile World Bank representa-
tive said, there are very few international donors working in 
Paraguay. 

If 'ou are going to build grassroots constituencies for 
a particularcause, you have to concentrate ol building internal 
strengths. You have to start with avery solid feasibility study 
and recognize the strengths and weaknesses of your organiza-
tion. You have to obtain solid legal advice, nl you also have 
to surround yourself with prominent international auditors to 
show thal vou have transparent finances. You have to be able 
to develop, at least in our case, a very large loan and training 
scheme because il big question for a inicroenterprise project 
like ours iswhether you caln give out tie money and get it back. 

Once we had developed a program to reach thousands 
of' microenterprises with loans and managerial training, we 
developed. Willh ClIP funding, a twin strategy. One was to 
educate the people on the importance of the informal sector, 
and the other was to strengthen and uild linkages between tile 
formal and the informal sector. I will explain briefly what cur 
message was. the specific strategies that we used. and tile 
tactics and tie methodology. 

The message that we used was very carefully worded. 
First. we indicated that it was valid for the private sector to 
pursue development objectives that were previously only in 
the public sector. We wanted to convince people that we were 
goiiig to pursue these objectives by freeing the forces of small 
business and not by public enterprise. Tile second point was 
that it was valid for a private development foundation to do 
this. In Paraguay, .here are very few foundations, 

For the government, we produced a message that we 
were not communists or in tile opposition. In exchange for us 
not politicizing our project, we insisted that they not politicize 
our project either. Basically, we coinmun icated this point to 
ministries atd members of the police by telling them, "If' you 
politicize the project, tile project wi 11fail, and you will not have 
a system to create jobs. So it is ip to you to let us proceed." 

We told the local community that We were not mar­
ried to the government, even though we dealt and worked with 
the government all the tine: that we were not crony capital­
ists: that we were not trying to promote individualism and self-
ishness, but we were trying to creale solidarity groups and 
associations of mnicroienterprises to Orgllize the poor: and that 
we were iot just a loatn conipany, but we were creating new 
skills. We relayed that message omiadaily basis. We created 
a media office in the foundation whose objective was to have 
the foundation message in one of the 22 radio stations, one of 
the four newspapers orone of the two television channels every, 
day. 

We made extensive presentations to the public sector, 
including the various ministries and offices and to the privatc 
sector business organizations. We then went to talk to tile 
bishops: of course, we were not talking about capitalism but 
about programs for the poor. All of this involved specific 
planning. We had to identify each group very carefully and 
define why that group was important. We held preliminary 
meetings with contacts that we had in each organization, and 
we prepared each presentation in the group's language. We 
tried to show that each group's interests would improve by 
promoting small enterprise and the informal sector. 

The lethodology included round-table discussions. 
Dialogue was important because every person in Paraguay has 
had at least one experience with small business. We took busi­
ness leaders to these presentations, not young social activists. 
We have use-d advertising companies to help make the presen­
tations and a fornal evaluation company to Conduct before­
and-after interviews to measure the impact with tile target 
groups. 

Another strategy was to strengthen linkages between 
the infornal and fornal sectors. We had prominent business 
people. such as Amaury Temporal. head of the Brazilian 
Chambers of Commerce, speak to our business groups about 
the informal sector. We also created new microenterprises or­
ganizations such as the Iairdressers' Cooperative and lhe 
Forum of Microenterprises. 

I would like to finish by saying that it is possible to 
educate tie public on tie importance of the infornal sector and 
it isalso possible to create linkages between the fonnal and the 
informal. We have helped revolutionize the financial and 
development circles. We have been able to reach thousands of 
poor people with massive amounts of credit and training by 
incorporating the concepts of informal economy and microen­
terprise, even in a country like Paraguay. We're doing this 
because we think that by democratizing private property, we 
may achieve liberty. 

Adolfo Ruiz 

Adolfi Rid: is communications advisor to the institutefi'r 
ContemporarY Studies o/ Buenos Aires. Argentina. Ile received his 
de'gree in marketing ni-om r Advanced Studies ofthe Fiunidthionjo 
Commercial Sciences. Mr. Ruiz is a vice' presid nt of" Manpower 
"nporar ' Services. Argentine, Branch Office. 

In describing the Institute for Contemporary Studies' 
approach to grassroots action, I wi 11concentrate oil conmuni­
cations. Marcos Victorica has already described the research 
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findings of tie Institute's studies oil the informal sector in 
Argentina in tilefirst panel. 

hi the communication area, we considered four as­
pects: first. communication objectives: second, tilestrategy of 
communlications; third, tactics: and fourth, refining the strat-
egy. 

When the research was completed, our first step was 
to identify three marketing objectives in reference to the 
informal economy. Above all, we wanted the main decision-
making segments of the population to associate our institute 
with lie infonial phenomenon. 

Our marketing objectives were itsfollow: first, to 
explain that economic informality in Argentina is distil-
guished as much oin a vertical itsa horizontal dimension; that 
is,informals are not simpiy small firns. Our second objective 
is to halt the decline in prestige of leg 'lative processes and the 
consequent weakness of participatory democracy. Third, we 
sough tt co iiiinrica te tie diagnosis and treatment of tile 
phenomenon to tilediverse social groups that are atffected. 
often without their knowledge, and which would support 
demands fOr elimination of the causes of informality, 

Over the last year and a half, our strategy of corun-
nication has been oriented toward two ends. First. to unif'y the 
terminology. As happens in numerous countries, the informal 
econonly in Argentina is subject to various tenus: "'black 
economy.' "'parallel." "underground," "subterranean," "sub-
inerged," "invisible," etc. Thus the task was to apply a 
universal term and,at tie same tirie, extricate the phenonenon 

from the aura of illegitimacy that surrounds it. We believe that 

we have achieved this objective since the terml "informal 

econonly" has entered into general usage in the mlajority of
 
communications and documents from public authorities and in 

those from private institutions and political parties. 

Second, we wanted to publicize the magnitude of tile 
phenomenon. For the first tile, there are documented reports 

that confirm tie impression that the infonnal econonly is
 
widespread and has penetrated all socioeconomic strata. 'gain, 

we are persuaded that we have achieved this objective. Today 

we can affirm that a large number of Argentine leaders have 

become conscious of tie issue's magnitude and consequences 

',.r societal behavior.
 

The tactics we used were based on selecting high­
lights of ui icscarch and translating them into colmon lan­
guage. Thus, we prepared agroup of basic texts, taking special 
care to avoid repeating messages between each newspaper and 
magazine. We selected niass media witli readerslip among de­

cision-nlmkers and groups of opinion coalition-builders. After 
this, we began contacting journalists, politicians, and public 
officials. 

The fourth step was to refine the communications 
strategy. Htaving been able to surface the issue within 
socioeconomic debate, the strategy ef 'conmunication had to 
accomplish another objective: to avoid a potential detour in 
public opinion currents toward policies which persecute 
informalily instead of removing tilecauses of inf'ornality. To 
do so, we identified those most affected by the infornmal 
econoly and who. therefbre. constituted its principal detractors. 
When we say' this. we shouId 1iot forget t at those in the 
informal economy are also suffering from the effects of the 
lornmal system. Our strategy was to Capture those sectors 
within the official economy that can be traisfonlied into allies 
in the fight against state interventionism, iainly those that are 
not recipients of state favors and privileges. But it hiappens that 
many of these groups either are not aware that infoirmality is 
affecting them ordo not clearly understand how it is happen ig. 

Up to this point, ofr investig ation has been based on 
macroeconomic criteria, and therefore we have only partial 
knowledge of how infornmlity periieates specific segments of 
the economy. Therefore, tilenext step will be to deveiop 
microeconomic criteria to approach subsegnients to inf'onn 
then precisely about tiletype and character of' phenomenon 
that is affecting then and, above all, to present them with 
proposals for tileremoval of the causes of the informality and 
for the integration of the ecinonlic system. The segments and 
sub segments that we will select are the 500 leading enter­
prises, Multinational corporations. businesses that call out for 
change, export aid trading companies, business-sector cham­
bers, professional associations, trade unions and universities. 

We are persuaded that, with a thorough knowledge of 
these sectors, we shall succeed in our task of contributing 
toward amore integrated and, above all, a fI'airer ecoiioniy since 
the state would not then be the arbitrary distributor ofexclusive 
privileges. 

Just as when the sun becones unbearable we seek 
shade, in the same manner, when the weight of tilestate 
becomes unsustainable. tie only def'ense of' the silent majority 
is the inf'ornal econonly. 
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Dr..Joao Geraldo Piquet Carneiro 

/)I. Piquet Car,'irc is,partnerin te/l7liri ?/(;I.i/.I PUltt 
& Lohaspei'iali:ingin politicalrisk analy Aanlstrategit- plannin. 
AS alltaltornev, hi.tp i/ize.i inh(.\l innandcomnmercialatw. Dr. 
Piquet Crlneiro graduatidin aw'i- m the I"',h'ralU'niv(ersity%a/IRio 

de.laeirc, and imp/ehnt dli,.1tcahcatc wk inl cionparative ha' at 
New }m'A I 'nit-ersitY. ie wa,'pr5i'. a a/im linji hti iat ('Itlltoli 
I 'niversitv and in Ri,, di .laneia. hn /9A' he jiiineid the Natianall)e­
re.,'uhiltioi and ,.idmini.mrativ ReI/'m I'rogramn and inl/9S2 was 
ilpointed v 'i tivc eeretarY.Ih 983 hi r/litidhomer minister 
IHlilo Bellra, aisits ciirdinalii1util the end a/ hi.s term. 

Perhaps the Most useful contribution thilat I car1iimiake 
tothe objectives of this conference is to to share with you my 
personal experience in connection wit litie StattLcof'icrocii-
terprises enacted by the Congress in 1984. A few words about 

hlie National Debtireaucratizatioin Program are necessary for 
an understanding of the circtimstances under which this stlatute 
was conceived. The scope of the program instiluted in 1979 
wvas to reverse the trend toward Unnecessary growth of' the 
bureaic racyv of' tie state and widespread inel 'ficiencyin gov­
crniiient. This trend resulted froni three ingredients ili Brazil: 
naniely, excessive centralism: rigid formalism: aind general-
iied di'tust hy govcrnment bureaucracy to\yard society. That's 
what we call hureaucratization. 

Naturally. poor people and small colpanies are the 
first victims ol'excessive bureaucratization. Thus. priority was 
given to tie Citizens Pro ject, a complete survey oflall points of 
coiltact of individuals duri g their lifetiie with bureaucratiza­
tion requirements. and the Einterprises Project, a similarsurvey 
with respec: to requirements imposed oii the pre-organization 
and organ izalional stages of private companies. as well as on 
their day-to-day existencc. 

Ari overall attack on bureiltcratization in tie early 
stages of the program would certainly be afailure inrview (l'the 
magnitude of the resistance it would encounter. For that 
reason, wc fhel it absolutey essential to adopt a gradual 
approach to debureaucratization in order to gain public and 
political confidencc and support. 

When tile
program started. virtually all commercial 
and industrial companies, rcgarless of their size, had to keep 
and fill in at least 13 different accounting auth tax books, file 
complex income tax returns every Year. and comply with a 
series of government formalitics. Ii 198(0, through tilepro-
gram, full income tax exemptaon was granted to companies 
with annual gross income not in excess of $3,00). thereby 
benefiting 230.000 companies out of a Uiiiverse of 1.7 million 

active companies at the lime. Federal excise tax rates appli­
cable to products typically nanulfactured hv small companiies 
were reduced to zero. antI payient of' corporale income tax 
based on a.sSutlled profits was extendetl to comipanies with an 
annla! ilcome equall to or less than $I$1million a year. IllalI 
three cases, naintenanilce of accnolnting records related to these 
ta.xes. preparation of' balance sheets alnd filing of income tax 
returns were abolished. This was iiot at all ineasV task. 

In tihe begining, tihe Federal Revenue I)epart menl 
strongly opposed some of lthese niea.iStires fOr lcar thliat exemp­
tiollmight lead to tax evasion. Since these exc niptions would 

lollunt to less Ohlal estimatet 

1981, our contention was that 


2 percent of tile tax reventie ill 
there would be no decline in 

revyenue. On the contrary, the government iouldbenefit front 
rationalization of its collection and inspection mechanisms. 
Two years- later, the Minister o'Finance raised tile level of' 
annual L¢ross inconie Ior income tax exelption purposes in 
light ol'the fact that there was no real decline in revenue. Thus. 
approximately 40 percent of registered active companies were 
relieved from federal taxation and related hurcaucratic obliga­
lions. 

In 1981, abill was enacted to simplify drastically the 
act of orgai zation of'companies. Cenitury-Old formalities 
were abolishied. the paperwork load was substantially reduced. 
and cumbersome cotiirols were elimiated. Organizatil of an 
imliVidual firm (r a limited liability company. 97 percent ofall 
registration applications, used to consume three to six months 
to be completed: it is now obtained in 48 hours. In Brasi!ia. the 
registration takes 45 minutes. 

The cost of organizing small coImpanies became 
symbolic, and the services of lawyers and expediters were no 
longer necessary. Adverse reactioni caie not only from the 
bureaucracy but from professional groups as well. Lawyers, a 
very powerful group in Bratil. felt that they were losiig ashare 
of' tie iarket. AcCouitaits orgaiized lobbies against tile
 
elimii nation ol'bookkeeping llrocediures. Expediters, of course,
 
were extremely unhappy with the course if events.
 

At that stage. tie tlbureaucratization program had 
become very popular and we decided thalie ti iiie had coliie 
for holder action. We had attacked bureaucracy at the federal 
level antd stimulated states and municipalities t(to tihe saiiie at 
theirlevels. iowev'er. exeiiption of fetderal taxe onfly t(ched 
the upper part of' the burealratic iceherg. State lix on 
circulation ofgootls remainedt a serious hiindrance in the life of' 
small companies. The same remains Irue with respect to social 
security contributions and excessive rtltiireinents imposed in 
connec tion with a grant of official loans. 
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Ouroriginal statute of'microenterprisescontemiplated 
an amendment to the constitution whereby microenterprises 
or family enterprises, would become municipal entities with 
no submission whatsoever to federal and state rules. Ilowever, 
it became evident that such an amendment would encounter 
unsurnountable opposition from federal and state authorities. 
particularly the tax authorities. 

By the end ot' 1983, Iniic wa; nnin'.ig ;hort, -nd my 
only alternative was to seek acompromise solution consisting 
of t\,o separate bills. The first was to establish special legal 
treatment of microenlterprises in the areas of taxation, social 
security, labor obligatioiis and official credit facilities. The 
other bill was to authorize states to exempt small companies 

from tax onl circulation of goods. 

The extensive use Of the media aid spoiltaneotis 

Popular. politicalIald inisttit Oill support converted tile stat-
Lite of tlicroenlerprises inlol laijor political ailld eciioniic 
issue. The tw\.o bills were unalilliolslV approved by tile 
Congress iii spite of' resistance by virtuallV all state secretaries 
of filance. 

One ofthe limitations of aprogram like this is that we 
ire a federal system. Several provisions of the statute were not 

dependent o1 regulatory action of the government at all levels. 
Yet we felt that the statute would have one political effect: it 
wkould break through the rigidity of f'ortialism and bureau-

cratic resistance. 

It should be noted that prior to tile debureaucratiza-
tion program. siall companies had virtually no political rep-
resentation. Today, in most states, there are associations of 

sinall enterprises capable of presenting their claims and de-
f'enditng their ,interests before the government on all three levels 
and in the Conress as well. 

One evidence of tile political and cultural impact of 
tile statute is tile introductim in the conslitutioi, flow being 
drafted ill Brazil, ofspecific provisions assuring separate legal 
an( administrative treatment to small business enterprises, 
These provisions would have been tilhinkable five years ago. 

Of' course, 11e statute is 110t a filished work of' 
legislative art. On tile coitrary. it has defects and onlissioni. 
It Must be perfecled and. like ainy legislation dealing witi 
economics, it is subject to COllstallt alterations. Nevertlheless, it 
stands as asymbol and a landmark of modernization in Brazil. 

Over tile last two-and-a-hal f years since tile statulte 
has been enacted, 1.5 million new companies were organized 
or re-applied as microenterprises. This year, in spite of tile 

severe econonlic prolblels the country is facing, 250,000 new 
microenterprises have been created. It's not possible to state 
how many of' these companies have succeeded or survived, but 
it's astrong indication of the need for differentiated legal treat­
ment of small companies. 

One final remark: In Brazil, we clearly elected to 
reduce the cost of legalization so as to reduce tile size of tile 
iformal ecoi my. We believe that the benefits of* legaliza­
tion, or lOniality, should be extended to everybody and 
thereby keep the size of' the inlormal economy within natural 
limits. 

Luis Eduardo Magalhaes 

Mr. Luis Eduardo Aagalhaes is a boardmember 0/.'the 

Chambers of'Comme'rce q'Sao Paulo. Brazil. as well ts director of 
two private/irms doing business in realestate a tid,'arnting. ieserves 

ont the board ohdirectors olCredit ('ommercialdeFrance, Banco de 

In'estinm'nto Brazil. the United World College, Sal) Paulo ('hamber 

of ('onner'ean ll h Brazilian Ass ciationo1/Sales and Marketing 
exe utives. 

An intfornlal economy exists in all countries and all 
systems to a greater or lesser extent. It seems, however, that it 
is most significant in countries where tile costs offormalization 
are higher, whether in bureaucratic or tax terms. 

Though many individuals are active in tle intormal 

sector by choice, either because they are opposed to any type 
ofcontrolorbecause of the temporary natire oftlleiractivities, 
there are also a large number of individuals who keep their 
business itif'ormal because they would not be viable if' tiley 
were to ileet all bureaucratic and fiscal obligations. The 
miajority of the litter wish to f'ormalize because inloriality too 
has its costs. The greatest ol'these is the impediment to growth 

posed by limited access to the banking system and even to 
many potential clients niid suppliers. Vulnerability to tile tax 
i1l:11 is also all important cost. Evidence off the majority's 
desire to l'ornalize its businesses in Brazil came firom the 
passing of the microenterprise statute, which, althougll it cut 
through oilly some of thlie red tape and re nloved 0111) part of tihc 

tax load, led to tie form alization o'a large number of slall 
businesses. 

The data about the labor force reveals the existence of 
a broad inlforial economy in Brazil. whicii some studies 
estimate toI be 12 percent of tile gross domlestic product. A 
national lome sample poll shows that of an econolically 
active population of 55 million in 1985, a little tlore than ialf 
were infommallyemplo vd: about 13 Million ilagriculture and 
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15 million in the cities. 

Formal or partially formal small and microenterprises 
are a substantial proportion of existing business. Today, 70.6 
percent of commercial firs have fewer than five employees; 
63.2 percent of industries employ fewer than ten people, and 
60.9 percent of the tinls in the service sector have fewer than 
five employees, 

In spite of'this situation. Brazilian law, asa rule, treated 
all fims the same. The tax burden and bureaucratic require-
meints were established on the basis of the situation of the larger
fin-is, and even for them, tile requirements have been shown to 
be excessive. These taxes and rules were applied indiscrirni-
nately to small, medium and large enterprises. 

The creation in 1979 of the Ministry of Debureaucra-
tization was an important step in the struggle to simplify the 
lives of business people. At the same time, the Chambers of 
Commerce of Sao Paulo. together with other business groups, 
organized small business congresses inorder to debate the prob-
leIts of the small companies. A list of the main obstacles 
confronted by the smaller firns was drawn from these discus-
sions to direct the action of the business organizations and help
the Ministry of Debureaucratization in tlie struggle for a bill 
establishing fiscal and bureaucratic requirements for ruicroen-
terprises and protecting them from the existing legislation. The 
points raised at these congresses included fiscal, credit, labor 
and social security problems as well as the ever increasing state 
interference iii the market, 

Starting from the diagnosis of small business' main 
problenis, the Ministry of Debureaucratization and the business 
organizations tried to sensitize other sectors of the government
and the national congress to tile need to treat smaller businesses 
differently. The initial idea was to draft a bill to establish 
minimal fiscal and bureaucratic requirements, making small 
businesses immune to existing legislation. This ideal solution 
gave way to the more realistic solution of exempting them from 
some taxes and some bureaucratic requirements 

The bill was greeted by the business organizations not 
as a solution to the problems of microenterprises but as a first 
step in that direction and, beyond that, as a first recognition by 
the government of the need to treat businesses differently 
according to their size. In spite of its limitations, the bill 
produced significant results iii quantitative tenns, as Dr. Piquet 
Carneiro mentioned: as much by the regularization of the situ-
ation of previously existing small businesses as by the creation 
or tonialization of new fir-ns. The costs of fOrmalizing a finii 
are still very high and are a fIactor encouraging informality. 

The duties on payment of labor are especially impor­
tant in inhibiting tormalization and employnent-generafion. 
This explains in part tie existence of a large contingent of 
unregistered employees. Of three million businesses regis­
tered with the social security system, about two million declare 
they do not have any employees. Comparison of this data with 
those of the national home sample poll on unregistered workers 
leads one inevitably to suppose that many firnis which declare 
that they have no employees actually employ people without 
registering them and that many other fir-ms do not register all 
of their employees. 

Two years after tile bill's adoption, the tollowing 
main criticisms can be listed. The bill did not consolidate 
microenterprises' obligations but only created some exemp­
tions, requiring small businessmen to track all of the national, 
state and local legislation. The bill extended the net sales limit 
requirement to 10,000OTNs(ObrigacoesdoTesouro Nacional, 
or National Treasury Bonds), the equivalent of about U.S. 
$33,000. Thus, only very, very small businesses can benefit 
from the bill. The inapplicability of the bill to small businesses 
whose sales surpass the 10,000 OTN limit is a disincentive to 
growth and complete accounting for sales. 

Nevertheless, the microenterprise statute was an iii­
portant achievement for the entrepreneurial class. This bill 
established simplified bureaucratic procedures and some fiscal 
exemptions for small businesses. Lines of credit were created 
specifically for them. CEBRAE, the Brazilian support system 
for small and medium-sized finns, along with business asso­
ciations like ours, has sought to offer advice, help with fiscal 
and accounting problems, orientation to new techniques and 
directions for business. 

However, the benefits of the small business bill are 
limited and apply only to the smallest enterprises. The credit 
lines never have sufficient funds, especially iii periods of 
economic contraction. The loans are of very short term, and 
there are still problems of tlack of guarantees. Unfortunately, 
efforts by CEBRAE and the business associations are not 
enough to meet the needs of the bulk of small firms. And if 
these problems were not enough. small businesses face extra 
difficulties because of high inflation rates and stabilization 
programs to whic' are added frequent changes in economic 
policy. 

In spite of this web of problems, small and microen­
terprises and the informal sector iii Brazil have an important 
role in the Brazilian economy -- not only by their number and 
the number of jobs they represent but because of their geo­
graphical and sectoral spread. 
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Starting from this microenterprise statute, more com-
plete legislation could be drafted to favor small businesses. 
assuring them equality ofopportunity and competition through 
regulations based on their" characteristics, possibilities and 
needs. The draft constitution being debated in the country 
contains the principle of differentiated treatment for small 
businesses, which will undoubtedly ease tile drafting of a new 
bill with broader benefits, 

Tile debates on the bill helped to show the politicians 
and tile society as a whole tile importance of small business ­
not only for the economy but also for social stability. It created 
aconsciousness that the market economy, based on small busi-
nesses, is the best way to make economic development com-
patible with political liberty. 

)r. Edward Hudgins 

The discussani fr the panel was Edward Ilhugins. who 

receivedhis Ph.D. in politicalther).at American University and his 
hachelorsfron t/he UniversitY of'Mar'land. Ihe is a fellow at t/u 
HeritageFoundation al director " itheCenter jfr International 
Economic Growth. 

As Hemando de Soto has noted, we are in a situation 
today, in terms of economic development, similar to tile situ-
ation that existed in the late I700s and the early 1800s. At that 
time, you had in tile United States, in Great Britain and on the 
continent of Europe a rising class of entrepreneurs, individu-
als whose wealth was based on their own efforts, on their own 
hard work and on their own innovation. You had opposing 
them a privileged elite who held political power based to a 
large extent on birth and family connections and who held 
economic power based to a large extent on state monopolies 
and various mercantilist restrictions, 

At that time, tile revolutionaries and the reformers 
were those who opposed the vested interests in tile name of the 
common people, those who promoted economic freedoni, 
understood basically as tile rights of private property, and those 
who promoted political participation aid accotultability of tle 
rulers to the people. In1a sense, when we face Third World 
development situations today, we're in a very similar situation 
as we were several hundred years ago. We can make the same 
arguments and apply tie lessons of several hundred years ago, 
I think, to tile situation today. 

We have discussed some of the particular economic 
means by which we go about reform, by which we try to break 

the system of interest groups. I simply want to focus on two 
ot the aspects that have been brought up here. The first is the 
importance of rhetoric: that is, the importance of how to 
advance the debate within a particular country. Rhetoric and 
debate are important because, first of all, it explains to people 
the nature of a problem. It educates them in terms of how to 
change and rel'on a situation. Perhaps just as important, it 
inspires people, both the elite as well as the common people, 
to understand that they don't have to exist in tile situation as it 
is, that poverty is not their necessary and predestined role in 
life. 

I think that a very important function of the rhetoric 
you use in tile discussions in your countries is not only to 
educate but to inspire people, to show them that their actions 
can indeed have consequences. The use of rhetoric must be 
applied to each country individually. In some cases, perhaps 
the case of Paraguay, you have to be careful about appearing 
too radical. You have to appear reasonable, you have to be, as 
it were, a Fabian capitalist, just as you had Fabian socialists in 
Britain in the last century. 

In other countries, again, a more radical approach, 
where the rhetoric indeed will be stronger might be appropri­
ate. It will be a rhetoric of: "We stand for the rights of the 
people. We stand for the rights of the poor, tile opportunity of 
tile poor to advance. It isthe ruling elites, tile privileged, who 
are creating the problems and are keeping people in their poor 
situation." 

Again, the question of how to apply it would depend 
on each particular country. You have to avoid, for example, 
misunderstandingsofteminology, as Icnmandode Sotopointed 
out. In many countries, "private" in tile sense of' private 
enterprise does not mean a free market system: it means 
privileges; it means businesses existing with government sub­
sidies, with trade protection and so on. So you have to tailor the 
rhetoric to your country. 

But I think in tile end you're going to have to appeal 
to tile self-consciousness of the people. You're going to have 
to show them where their real interests lie. Remember: The 
Marxists often appeal to envy: that's part of the way they gain 
power. I think in our rhetoric we have to turn it around and 
appeal to that other side of human nature that's opposed to 
envy, and that is pride or sell'-esteem. We have to say to 
people, "Look, you can do it too." People in Peru come to the 
cities front the countryside. They don't have college degrees, 
yet they make it in the informal sector against all odds. 

There isalso tile need for education. Imean education 
on two levels -- first of all, of elite groups. And when I say 
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"elite groups" I don't mean necessarily the people in power. 
They're probably not going to listen anyway. I mean commu-
nity leaders, leaders at the local level and students. This is, I 
think, another very important aspect. You have to keep in 
touch with your grassroots members. You have to use the 
media whenever possible to bring out ideas, to at least start a 
debate. Because if you start talking about the issues, in the end, 
you will win. 

Just in summary, Ibelieve that ideas do have conse­
quences. Economic reforms, as we have discussed, are impor­
tant and indeed at the basis of the elimination of poverty. But 
an important part of the battle is going tobe the battle forideas, 
the battles for the hearts and the minds of the people. 

We have succeeded in the United States, in Western 
Europe and in other countries. I don't see why it has to stop 
there. I think that this is a revolution that eventually is destined 
to sweep the world. 
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PART V
 

BUILDING GRASSROOTS CONSTITUENCIES FOR ECONOMIC CHANGE:
 
REPLICATION
 

Moderator: Juan Bendfeldt, Center for Economic 
and Social Studies, Guatemala 

Tunisia Moncef Bouchrara, Ideas and Communications 

Kenya Dr. I. Onyango, Ministry of National 
Planning and Development 

South Africa Japie Moropa, Get Ahead Foundation 

Venezuela Jesus Eduardo Rodriguez, Institute for 
Liberty and Democracy/Venezuela 

Discussant: Helen Soos, Private Sector Office, 
African Bureau, U.S. Agency for 
International Development 

The panel had the task of assessing tile potential for replication of the Latin American advocacy programs in other 
countries. The panel was moderated by Dr. Juan Fernando Bendfeldt, director of the Center for Economic and Social Studies in 
Guatemala. professor of economics and ethics at the Francisco Marroquin University and director of studies at the Guatenmala 
Development Foundation. He is a member of the board of Francisco Marroquin University and the Guatemala Development 
Foundation. Dr. Bendfeldt is the author of numerous publications and is a coluniist whose byline appears regularly in Prensa 
Libre. 
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.Juan Fernando Bendfeldt 

I have asked tilepanelists this morning to respond to 
tilefollowing questioll: Is tileinformial econonly strictly a 
Latin American phenomenon, or does it have pretty much a 
universal character, wherever certain conditions seem to ap­
pear? 

I will add only one example of my experience in the 
infonnal sector of Guatemala. Guatemala City has a popula-
tion of close to iwo million and anyone who lives in a big city 
can probably imagine the amount of trash and refuse that accu-
mlales from day-to-day. 

Well, GLutemala Citv is quite a peculiar case. The 
entire trash collection system of Guatenala Citv is infornal. 
Most of the vehicles used are privately-owned, discarded old 
vehicles that cannot meet the traffic regulations. File owner of 
the vehicle usually drives it, and \on see two or three workers 
hanging on the trucks that go to each house, for avery low cost, 
every day to pick ulp the trash, 

These %korkers receive no salary. They have only. as 
remneration f'r their work, the right to sort through the 
garbage once they get to the city dun ip. By 11ll our estimates, 
tihey' mnake iwore money this way than by receiving mininiun 
wage. As a result, we have perhaps the most efficient system 
of recycling trash very inexpensively. The trash is classified 
and ther reintroduced into the formal economy. 

The tr,,sh cellection sysleni is the mt jor supplier of 
the paper induListrv in ,';uatemala.It makes cartons 'ind ot her 
industrial types of paper. plastics and glass f'Orglass contain-
ers. So, in general, you see it is not just the little guys but avery 
complex network: a complete spontaneous orler, very sophis-
ticated, very efficient. 

It is not anarchic. but it is not tie to the Office of City 

Planning Bureau that this system is working so efficiently. 

This is basically,, a free. Unhampered market. With that ill 

mind, perhaps our basic policy objective should be to advance 

proposals that tend to go in that direction --the liberalion ofthie 

market -- and in no other direction. 


Moncel Bouchrara 

Alon' lfaint,'hrm-a is a 'ioin intor by ,ra/.ssiun, iti 
degrs.'tn io' Uniersity aflaris. /it' fi-mtd his oulv'uisn/lting' 
firm in 1977 and is also.fuia r/Iati ,'presidentt f aal/l' 'otln1.'. 
hhtas and Conicaionts.esil/iSht'dinl 9S7. It' has itmigh.fir 

1/iclast ion years il flit, Schiol o/li'trs (i/Ti andl now teathes 
in the S'hool (?/Architcturet', (ISwell. lit' has org01nizediilntncros 
stiinars n t/it' in/'rinal titt thw first lrailmiir'tarand this yat Id 
an0/indig'notus innovation andasyniosiitnon "The hifirnalSector. 
Raipat lndustriali:ation and l)i/ite,'/E'oniomy." 

Ladies and gentleien, it is my pleasure to address 
you today not only as a Tunisian but also as an entrepreneur. 

Tunisia is a North Afirican nation of eight million 
inhabitants and was a French colony until 1956. Tunisia has 
gone through three stages. The first stage, until the beginr,'ng 
ot' the 1960s was the building of the state. Second, the socialist 
experience lasted through the 1960's and has now been popu­
larly rejected. The third stage was tileso-called liberal policy 
of the I970s. 

During the I970s, the state led an ambitious policy of' 
industrialization, heavily subsidized with, let's say, a very 
Western point of view of how itshould be implemented. As we 
discover, today, that type of industrial ization sulfers, espe­
cially within the public sector, from inefficiency, over-invest-
Ient and high rigidity. 

But over the years, an informal vigorous Tuiisian
 
sector grew incompetition, but also incooperation. with
 
official industry. Part of this informal sector arose as asecond,
 
hidden industrialization. It has a great ability to develop sys­
teins of production. with little capitl, but with wonderful,
 
enormous ilgeuility. The reality is that the inflrmal sector
 
represents an integrated ecoonic stricture with enough inter­
nal rationality to have significant coin:roI of'tie development
 
process of my country.
 

I proibably would facilitate tilediscussion if lgive you 
an example of the dimension of the informal sector. Iam going 
to release a state secret: luiisia is probably beating the world 
record in building houses per capita and per year. The govern­
tient is very proud to ai11noUnce that Tunisia every year is 
producing 40.(00 lmodern dwellings vith mnodern bitilding 
materials, and that is a very respectable figure for developing 
countries. It represents five dwellings per year per 1,000 
inhabitants. 

In fact. the figules show that it is probably 80,t)00 
dwellings per year. This figure is a world record. In fact. tw~is 
point is astonishing becase only 20 percent to 25 percent ( f 
production is by big companies, especially state companies.
Seventy-five percent is(ile to ilie diffuse economy indoniestic 
construction. Ti'Liiiiiis not alli rlill alnircIy; these dwellin gs 
are viable and Constitute an aCCtill Uilat illolf capilal oi a large 
denlographic bass enabling fatmilies, in teil years. to finiance 
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the son who wants to set up his own inicroenterprise. 

Let me tell you about the brick industry that I have 
studied closely. In 1972, Tunisia produced 300,000 tons of 
bricks, three-fourths by two state companies and aquarter of it 
in the informal sector. Twelve or 13 years later, tiffsproduc­
tion has been multiplied by ten. The state companies represent 
only 15 percent of production: tile private industrial companies 
represent 60 percent, using imported technology and subsi­
dized investnent. What is nmost surprising is that a quarter of' 
the market iswithin the hands oftthe inlormal sector, 150 small 
eiitreprenieirs all around tlie country. 

Anotherexample is the shoe -making industry. Tni-
sia, we believe, isproducing 20 million pairs of shoes. I alfare 

produced by the iiifonial sector and sold on the market with 

fierce competition Irom heavily subsidized industry. 

Mr. Bendfeldt, for example, had been speaking about 
what we would call the trash econoiy ii Guatemala. What is 
interesting to know is that the trash economy. which probably 
exists inlall of our countries, isnot a dispersed economy, even 
if it is diffuse. You discover, if you take the time to look, a very 
dense network, 

We are here to identify practical tactics to promote 
that large target group of popular entrepreneurship. I person-
ally. as 'Imodest private actor. have identified at least three 

ways: First, is the work that de Soto has done so well iinhis 
country by identifying the legal barriers that forbid a small 

producer to eater a sector. 

The second way ischanging the image of indigenous 

entrepreneurship in our countries through a strategy which I 
woulicall acapillary comnlunicalion action: pushing.journal-
ists to speak about vivid examples, creating new heroes. Ifyou 
go to any of' our countries, ask for the newspapers: the first 
pages are on political niatters, and the three last pages are about 
sports; one page is about singers. When you have thatltype Of 
structural inforniation and you ask your son,"What would you 
like to becone?". lie answers imiediately, "'Iwant to b"' ,me 
a minister or a soccer champion." 

The third wily to proiite thle iniforrial sector. I 
believe, isto find a global explanation of the bias between the 
regulations and rules and the reality of popular entrepre-
neurship in our countries. 

Our regulations coiie froi the colonial period. At 
that time, tle view oif the Muslim or of indigenous people was 
that they couldn't be conside, ed as a source of' economic 
wealth. The indigenous societies by themselves were not 

considered as a source of industrialization, economic growth
 
or leclnical change. I believe thiat is why we have to explain
 
that our societies. our people, as they are, whether illiterate or
 
not, are wondertl entrepreneurs.
 

)r. 1.O{nyango 

Dr. I.Onyango has a /I.I). in labore'ononics. lie is I/it 

principal eciwonoist at he1Mini.try o/Phnning and National Di'eif­
in the ReTnhli Hpne11w luad u/' in!/'ialsi'ltio'Ki'nyu. Ih i.s 


unit itIi Ministi l'lanning aida io'ni/' of/llu' Tsk lorce oil
o
 

the'Republic )fK'nm'-a. Ihis aS 
fielow in the Departntm / lutsin. Studies at llw'niver.'itv o/ 
Edinhurgh. 

tit,In/final S'ctor/i ' irin'r re,'arch 

Ladies and gentlemen, it ismy pleasure to present my 
paperon the infornmal Sector inKenya. Iliypresentation, Ia 
going to talk about pol]icy issues. strategies aiid the constrainuts.Ls
 
I will try to answer three questions: first,
why are we,in tile
 

government in Kenya. interested in this very important sector 
second, what are we doing to mobilize the resources of the 
int'ormal sector, and finally, what are the constraints? 

Kenya's popnlation today is about 22 million people. 
In the year 2000. which is abou 13 years away. this isprojected 
to rise tIoabout 35 mi illion people. 1his will be 78 percent riorte 
than we had in 1984. Of these 22 million people, 14 miillion 
will comprise members of the work force, aid inine million 
people - that is about 25 percent -- will be living in urban 
areas. 

Three basic issues arise f'rom this phenomenon: first, 
what are these people going to ea.isecond, where are they 

going to work: and third, where are they going to get shelter? 
Inaddressing these three issues, the Kenyan government has 
published a policy docuinrt that iSgoing to guide our devel­
opment planning to the year 2000. The doctineiit has seven 
chapters, and we have devoted a whole chapter to the iniforniial 
sector. 

Ili this development strategy, agriculture continues to 

remain the mainstay of the Keiyari econoriy. To stinulate 
agricultural production, small-scale, agro-based industries -­
basically inthe informal sector -- should le prorioted close to 
the rural areas where 80 percent of the Kenyan population 

lives. The growth of these enterprises isconisidered important 
because they priduce tile bic inputs req tired by illall-SCale 
farmers: f'arn tools, machinery equipient, chlericals, serv­
ices. Increased larirnincomes will increase other denands for 
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small-scale products and, thereby, stimulate their growth. The 
infornial sector enterprises, located in the rural areas, also 
provide employment opportunities for the rural population. 

The inf'ornmal sector enterprises are also important in 
another respect. We have to create employment opportunities 
tor tell iillion people tell years from now. The formal sector 
requires some $2,)0(I00 to create one joh. That isa lot of money.
given tile resources at the disposal of the Kenyan government. 
However. the corresponding job created in the informal sector 
costs less than $5,000. This suggests that ifve have to make i
impact in terils ofemployment creation, more attention should 
be put on tie informal sector. 

Our average rate of investment today is about 25 
percent of gross domestic product, which isa reasonably high 
level by any standards. If we maintain this level to tle year 
2000, we shall only be able to create 1.4 million jobs. If we add 
those to tile 1.5 million that we have at the moment in the
fornal sector. the economy will have only three million jobs
for a labor pool of 14 million. Where is the surplus -- that is,
II million -- going to he employed? "o accommodate these 
people requires the creation of 900,000 jobs per year from 
1984 to tile year 2000. If we have to make an impact on
employment for the labor pool, resources have to be invested 
in the informal sector. 

It is estimated that the informal sector in Kenya today 
employs about 40 percent of the work force in tie urban areas. 
Sixty percent of shelter in the urban areas is generated by the
informal sector, and Ip to 8(0 percent of transportation in tile 
urban areas is in the informal sector. With these considera-
tions. we are persuaded that tile informal sector is a key factor 
in development to the year 2000. 

Between November 1985 and June of last year, we 

held aseries of six national coniferences, discussing the subject

of the infOnnal sector. 
The idea was to create an awareness 
within the government. anong scholars and within tile busi-
ness community on governnient intentions about mobilizing 
this sector. During these conferences, it was made clear by the 
government that the informal sector is no longer acollection of 
illegal activities. 

Further, in last year's policy paper, tile government
said it was going to establish a special unit on the informal 
sector whose duties were to coordinate all activities related to 
the informal sector in order to ensure that they receive theirdue 
emphasis in developnent planning. This unit was formed in 
March of this year. and I am attending this conference as head 
ot' that unit. 

In the sane documents, the government said it was 
going to establish aspecial task force charged with the respon­
sibility of reviewing all policies, particularly local authority 
and municipal authorities" bylaws that tend to impede tile op­
eration of this sector. This special task force was fonned in 
April of ihis year: the report isready and could be submitted to 
governent any time now. The task force had the responsibil­
ity of going through all tile policies, quite a number of which 
have been rather prohibitive to the snooth operation of the 
informal sector. 

This financial year, '87 through '88, the government
has provided an allocation of U.S. $12.5 million for construc­
tion of infrastructure facilities to assist the infornal sector, par­
ticularly in designated small towns in tile rural areas. In a few 
places, some of this infrastructure, in the form of sheds, has 
been completed. The idea is for the sheds to have water and 
electricity to mobilize this sector. 

Tax incentives are being offered today. If tile infor­
mal sector operator opens a business in the rural areas, lie ;s
exempted from duty to the tune of*60 percent of his gross profit. 
Ifhe imports raw material from outside, most will be duty- free. 

The government, in collaboration with aid donors and 
tile Kenya Commercial Bank, is operating an informal sector 
pilot schleme. Tile idea is to provide lessons on how to give
credit facilities, without necessarily requiring collateral secu­
rity. 

Tie Ministry of Industry is compiling a booklet 
ainied at educating the public, particularly the infornal sector 
operators, on assistance programs that are available from 
government and how they can benefit. 

Let me conclude by briefly talking about some of the
 
constraints that we are facing. 
 The data base is very weak.
 
Some work has been done oil tile infonnal sector, but it is
 
mainly based on urban areas. Most of these studies are unco­
ordinated, and my Informal Sector Unit is, at the nloment, 
trying to take ain inventory of what has been done to identify 
gaps for further research. 

Further, most inlformal sector artisans are very skilled 
people. Although they I ave very useful skills. they are lacking
in complementary coniniercial skills. You will find that most 
of these businesses do not !ast more than five years. Although
they have the artisan skills, they are deficient in commercial 
skills such as business management, marketing and account­
ing. Measures are being taken now, in collaboration with 
donor institutions, to impart some of these skills to make these 
artisans nore versatile irl tile market. 
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Finally, marketing seems to be another problem area. 
Most of our programs seem to emphasize the supply side. But 
we are saying, "What can be done after these people produce?" 
Last SunD,!ay, my colleagues in the Kenyan delegation and I had 
the privilege of having dinner " ith the Friends of Kenya 
organization here in Washington. When we went there, what 
did we find? Tihe infonnal products are selling illthe streets of 
Washington: that is how dynamic informaltile sector is in 
Kenya's econoly. 

I would like to conclude by saying that the govern-
ment of Kenya recognizes the great potential that is inherent in 
this sectorand, currently every effort is being made to mobilize 
and exploit this potential. The major constraint, as I see it, is 
that of*financial resources, but the will is there; the push is 
there, and we are convinced that we are moving in the right 
direc ion 

Japie Moropa 

Mr. Moropa is deput managing directaroffit Get Ahead 
Foundation in South Afi,ca. lie has degrees in personnel manage-
Mtentfront the Uni'versity ofSouth Africa and in contnnuit develop-
iner andfinancial nlanageug'ent. Beforejoining the flondation,Mr. 
Moropa was a training o/'icer (itthe Corporationfor Econontic De-
clopnent 11d tatight accounting. He is also a ni'her of[the Match 

Maker Fair Committee of'the Americuan Chanber of Commerce in 
Soih Africa and on the Advisor ' Cominifee of"Snall Business of' 
Reverend Leon Sullivan's sipiatortv ompanies in South Africa. 

Briefly, our company, the Get Ahead Foundation, is 
a black-owned and directed company. Our chainnan is Dr. 
Motlana, who is also chairman of tileSoweto Civic Associa-
tion. Other board members include Archbishop Desmond 
Tutu. 

Our objectives are to de velop me communal and 
business interests of blacks in South Africa. We do so in a 
number of ways. First, since we have a very high unemploy­
nient rate in our country, we have started a micro-loan scheme 
where we will lend up to $150 to enable people to get started 
illbusiness in the informal sector. Second. we have a larger 
lending scheme of up to $5,00() to help people become back-
yard operators or infornal sector entrepreneurs. Third, we 
have a very active nentoring or counselling program with 
international executives who have now come to South Africa. 
Finally, we organize seminars on marketing, bookkeeping and 
trade skills essential to our disadvantaged people. 

We have been recognized as being the only organiza­
tion in the country that is totally immersed in informal sector 
development. We have also been described as being the most 
effective community-based organization. We are, in fact, a 
grass roots organization. However, everything that we do is 
illegal because we are developing the infonnal sector. This 
means that we have to break laws, regulations, bureaucratic 
practices and business rules as well as apartheid laws. 

Let me describe the case ofa street vendor selling fruit 
or vegetables or shoe laces. She is the sole breadwinner for her 
family. Whatever she can ea,t.through this small business is 
used to buy food and to provide shelterand school books orfees 
for her own children. 

However, the law says that if she does obtain a 
license, she must act decorously. She may be illiterate or 
semiliterate, and yet, she is presented with a 23-page document 
that lists the street vendors' regulations. If she sells newspa­
pers, she must then stand one yard infront of the street comner 

and occupy a certain area. Her newspaper stack may only be 
of a certain height. If she is a mobile vendor, the regulations 
say that she must sell her goods at one place lor one hour. At 
tileexpiration of the hour, she is then obliged to move on to 
another area 100 yards away. There she may trade for one 

hour, but when that hour elapses, she is then obliged to move 
on to yet another area which is, again, 100 yards away but is 
not tilesame as any area previously occupied by her t'or that 

day. It' she is found by the authorities to be illbreach of either 
the time factor or the distance factor, she is then officially 
prosecuted. A summons against her is issued. 

By the way, in the course of oui discussions over the 
last few days, one has heard references to infornal markets or 
trading markets. In South Africa, our laws and regulations do 
not permit this to happen. Yet we at Get Ahead have started 
building these unofficially or illegally. Perhaps the best illus­
tration is that of' Cross Roads ill We built anthe Cape area. 
infornal market for the people there which has blossomed to 
tile that area.extent that it is now the central business district ill 
Thus, economic change has been brought about by a bold step. 

country are such that we are totally 
overlegislated. These laws and practices prohibit economic 
development and change. ago, parliament 

Tile laws of tile 

Two years tile 
passed the state president's Deregulatory Act that authorized 

state president to suspend any law or regulation which pro­
hibited economic development. To date, no law or regulation 
has been suspended. 

tile 


There are many laws which militate against a black 
business person. These are specifically aimed at keeping the 
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black people out of the economy. Let me give you some 
examples. First. the Community Development Act, Section 
43, states that no license to trade in a white area shall be given 
to a black person. Thus, by law, licenses to do business are 
prohibited. Iam happy to tell you that we are starting to 
overcome this by arranging for whites to acts as nominees, 

Second, our Group Areas Act specifically prohibits
black people from owning or renting property in areas of their 
choice. Thus, they are denied geographical mobility and 
ability to choose location, 

Third, the Land Act of 1913 denies us the right to hold 
direct title. Our organization, Get Ahead, has become widely
known in South Africa for its willingness to act as a nominee 
or front for any black person who wants to occupy a business 
or dwelling house in a white area. We have fronted for hair 
salons, fast food outlets, craft shops and others. The attitude of 
our board is that people should not be denied access to the econ-
oiny purely because of the color of their skin. Thus, by giving 
a lead to the people, we are bringing about a practical change. 

Apart from these regulations and laws, bureaucrats 
are also given immense powers. Thus. they may swoop on our 
lady vendor and, by law, confiscate the goods and destroy them 
immediately. However, there is mounting opposition to this,
and a classic case recently was that of two shoeshine boys
removed by the security people from the front of the stock 
exchange building in Johannesburg. Fortunately. the press and 
members of the stock exchange protested so much that they
have been reinstated, despite the fact that they trade illegally. 
Thus, the informal sector has been able to bring about a certain 
amount of economic change. 

There is no doubt that our business world is totally

rigid and unsupportive ofthe informal sectoroperators. Merely 

as an illustration, 
our banks and First World lending institu­
tions require collateral in the forn of property ownership or 

two years trading figures for a loan. Our disadvantaged people 

are not able to own property, and, more often than not, they

have not 
been able to trade and, hence, be in a position to 

produce two years oft rading figures. 


However, change is occurring. In the transport sec-
tor, for instance, we have observed a considerable blossoming 
of the informal operators. Many may be licensed, but recog­
nition is now being given to a great percentage which are not
licensed and are purely informal operators. For the first time, 
they are able to obtain credit merely to carry on business. 

Further, a well-known building society which lends 
money to home builders has changed its policy towards the 

informal sector. Our black people are bound by law to live in 
townships like Soweto. These townships are very crowded: 
ten people or more living in a small four-room house, the 
matchbox house. To meet the housing demand, people are 
building garages foroccupancyatarentat$50permonth. The 
building society has recognized this trend and grants loans for 
these buildings. 

What saddens us inourcountry is that we hearofother 
countries speaking of 60 percent of the work force being
employed in the informal sector or thal the underground 
economy accounts for 60 percent to 80 percent of the GDP. 
Tragically, this is not yet the case in our cou,:ry. One )f our 
financial journals said that our informal sector accounts for 
only 5 percent of the GDP. What a lovely challenge for the 
future to Get Ahead! Can you imagine us trying to catch up
with the rest of you seen in this hall today? 

However, from the black political point of view, you
should also be aware that our leaders are starting to say that the 
flip side to political power is economic power. Our own 
chairman, Dr. Motlana, is encouraging people to become 
involved in earning money. He urges them to get into the 
informal sector. He is saying that in a post-apartheid society, 
our people must want to earn money, instead of begging for it. 
lie is, thus, suggesting a system based on free enterprise - we 
do not use the word "capitalism" because this is equated with 
apartheid in South Africa. Rather, we use the expression "free 
enterprise" because it carries with it the connotation that the 
economy will be freed and our disadvantaged people put in a 
position of being able to participate freely and enjoy the 
benefits of their labors. 

Jesus Eduardo Rodriguez 

Jesus Eduardo Rodriguez is a member of the hoard of
 
directors of the Caracas Chamber 01'Conmerce in Venezuela. Mr.
 
Rohiguez is also founder and vi'e president of('Cedice,finder and 
director of'the Institutefor Liberty and Democracy, Venezuela, and 
dire'tr ojseveral businessorg anizations.He receivedhis university 
dlegrees from the University. of Michigqan and Stanford. His most 
recent publications include a tneasureiment oj'the Venezuelan infor­
real sector. 

I would like to begin by mapping ucit some of the 
thoughts or concepts that have been mention.-d during these 
last two days. What Iam going to say today is the result of five 
years of work done in Venezuela with the help of more than 100 
entrepreneurs, people from all levels of the private sector in 
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Venezuela. 

In Venezuela, more than 47 percent of the work force 
is employed by the informal sector. We have found that more 
than 32 percent of the non-oil GNP is produced by these 
informal entrepreneurs. 

Informality has been seen as a revolution. I would say 
that the informal revolution is simply the answer to the control 
of oursocieties by people who base theiractions on an ideology 
or culture of the left. This collectivist ideology has eliminated 
legal, political and economic institutions which promote de-
velopment and guarantee the basic human rights of life, liberty 
and property. The absence of social structures which promote 
the human being as the center of the society is tile basic cause 
of the underdevelopment of Latin American countries and 
most countries in the world, 

The political sector has gradually created a public 
administration of tremendous magnitude. In Venezuela, by 
1984, there existed more than 500 state-owned corporations in 
all economic sectors. In the early 1960s, the state-owned cor-
porations absorbed 25 percent of the consolidated public 
budget; by the beginning of the 1980s this proportion had 
grown to more than 75 percent. 

These corporations have become huge populist and 
clientist mechanisms for the political parties and other organ-
ized sectors who obtain enormous resources from tile state. 
They have served, instead, to incima.e the antagonim between 
capital and labor and have not promoted the complementarity 
that should exist between the private and public sectors. The 
intervention of the state has gradually reduced the size of the 
civil society and increased the participation of the political 
sector in all aspects of social life. This progressive statization 
has diminished formal private initiative and has generated 
more bureaucracy, inefficiency and corruption. 

In the legislative area, the influence of this leftist 
ideology is even more pervasive. Laws are generated by the 
executive branch and not from the legislative, contravening the 
constitutional order and destroying the economy. In Vene­
zuela, these decrees and laws have increased bureaucracy from 
300,000 public servants in 1972 to more than 1.5 million in 
1984. The economy is managed by these employees of the 
executive branch who determine, for example, who can invest, 
who is granted a license to import goods, who benefits from 
subsidies or exonerations. Under this climate of legal insecu- 
rity, there exists a lack of faith for new investments and, hence. 
for creation of new jobs. 

The human being, who is basically ingenious, has 

found a way to survive. Based on fundamental ethical values 
and following the common law, he has developed what we call 

today the informal sector, which is a sort of primitive capital­
ism and, at the same time, the genesis of individual initiative. 

There are many solutions. In the case of Venezuela, 
we think that there are three main points. First, in the political 
system we have to increase the amount and level of political in­
formation available to the common citizen. 

We have to promote personal initiative, as opposed to 
state paternalism, and we have to foster motivation forachieve­
ment. The same political order will have to balance thejudicial 
sector with the executive one, taking the political parties out of 
the judicial sector to make the administration of justice more 
efficient. We have to rescue the judicial system so that the civil 
society may demand its rights from the public sector. 

In the economic order, we think that it is very impor­
tant to promote private initiative as a natural and efficient job 
generator. We have to educate the average citizen on his rights 
and duties so that his products improve in quality and so that 
lie will be able to defend his rights. We have to search for 
means to increase the productivity of microenterprises. We 
have to fight for the removal of limitations imposed on produc­
tive entrepreneurial activities that remove privileges. We have 
to fight for real and fair competition between producers so that 
anyone may enter and remain within a specific market. 

Within the social order, we think that it is important 
to promote active participation of all members of society: 
consumers and producers. Something else that we have found 
important in Venezuela is tile fight against conformism. 

As a final word, let the informals work in their"sane 
environment. Do not contaminate them with ouroverregulated 
world and try to approach them to develop a better society. 

Thank you. 

Helen Soos 

The discussant for the panel was Ms. Helen Soos. She 
graduated froin Radford College with honors in international rela­
tions and obtained a Master ofl Arts in international econontie" 
developinentfroi the FletcherS'hool o.f'Law and DiplonacyN. Ms. 
Soos has heen with AID.for 12 Years. Slit, has most r'e'entlY servedas 
director ofA.friian Affairs with the National Security Council in the 
White IHouse. Sht has spent over ten Years in Bolivia. Central 
Anterica and East and West Africa and has worked in more than 30 

developing countries. 
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The turnout at this conference reflects the extraordi-
nary response that people are feeling to these ideas. In my 
Peace Corps days in West Africa, l often heard the term "je suis 
petit capitaliste," "1am a petty capitalist;" people were very 
proud of their entrepreneurial spirit. In fact, trading has been 
part of the history of Africa for thousands of years reflecting 
the human entrepreneurial spirit. It isimportant to promote this 
petty capitalism, this informal sector, because itis one of the 
few sources of growth in these economies. This growth occurs 
at the grassroots level where it is most needed to meet agreat 
variety of basic goods and services, 

Another reason for the response to this conference is 
the inherent distress and antipathy for bureaucratic society 
which seems to be sweeping the world. Max Weber was correct 
in his analysis that bureaucracies have an inherent tendency to 
perpetuate themselves. They perpetuate power by creating 
new rules. They have the capacity to mushroom into structures 
and processes that no rational human being would ever create 
or condone. For a bureaucracy, rules and red tape become an 
avenue to power and an opportunity for corruption. 

Now, I would like to propose three steps to build 
constituencies for broad-based economic participation that 
will help resolve the issues of poverty in the Third World. First 
is consciousness-building: understanding and creating an 
awareness of theskc issues. The research that has been done in 
Peru is not only an iispiration to all of us, but represents a very
significant step in erncouraging the kind of dialogue that we 
have had here. 

A second step in buildinga constituency is to promote 
and expand policy dialogue into these areas. While some areas 
of policy issues which Lffect grassroots development have 
largely been ignored by the donors and by many governments,
there are some which, at least technically, should be palatable 
fordiscussion. Propertylaws, the ability to acquire and defend 
property, should be entered into the spectrum of policy dia-
logue, as should tort laws which help to control the private 
sector. However, as long as the private sector consists mostly 
of the political elite or has close alignments, it may be difficult 
to introduce tort laws. 

In the foreign investment sphere, we have recognized 
that bureaucracy is onerous, and in some countries, such as 
Mauritius, one-stop investment centers have been created. 
Each of the six, seven, eight or 20 government agencies whose 
approval is needed for an investment in that country have 
offices in one central location, and a businessman can go and 
simply find out what the regulations are and meet them. This 
approach could be tried in the informal sector. 

The third step is to promote economic pluralism 
without which there can be no constituency for challenging 
state power. State economic power must be challenged be­
cause it is inequitableund inefficienttoagreatdegree. Thepre­
eminent role of the state must be counterbalanced to create the 
basis for compromise and to avoid abuse. There are many
options for building economic pluralism. We have discussed 
the infornal sector, but there are other options. Agricultural 
cooperatives, if left alone by governments, can create econo­
mies of scale for marketing or input supply. Another example 
is credit unions which can compete with banking sectors that 
simply don't reach the poor. 

Finally, one last approach, which I consider to be an 
ideal in its impact on the informal sector is privatization. There 
is a desperate need to privatize state enterprises. However, it 
is always hard to find a good buyer. Private buyers are often 
foreign investors who, politically, are not acceptable, or .he 
local economic elite might invest, which issometimes equiva­
lent to crony capitalism. Neither of' these options is very 
appealing. The alternative that I propose here is called "The 
Employees Stock Ownership Plan." In terms ofefficiency, it 
has proven to be rather remarkable. 

For example, the La Perla coffee plantation in north­
ern Guatemala was besieged by communist guerrillas who 
killed the owner. The owner's son discussed with the peasants 
how they could defend the plantation. The peasants agreed to 
give up a part of their salay to purchase weapons in return for 
ashare of the stock. Pioduction has increased by 300 percent. 
Recently, the Economic Commission for Latin America adopted 
a resolution which was unanimously approved for Latin 
America, including Nicaragua and Cuba, to explore employee 
stock ownership as a road to privatization. 

I would like to close with the thought that it is 
important to continue to stress the connection that exists 
between economic and political stability. Theultimatedefense 
ofdemocracy is astable political and economic system that can 
meet the basic economic and political needs of all the people. 
Economic and social justice, reflected in broad-based owner­
ship and participation is the best and perhaps the only viable 
long-term recipe for peace and prosperity. 

Discussion 

Given the role of the Kenyan government in promot­
ing the informal sector, Dr. Onyango was asked to describe the 
factors leading the government to take this initiative. 
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Dr. Onyango indicated that tileemergence of the 
informal sector isa response to the failure of the fornal sector 
to satisf'y the needs of the population. The fonnal sector in 
Kenya is characterized by gross capacity underutilization 
because of high dependency on oil. high capital requirements 
and the need for skilled labor. Conversely, he noted that the 
infornial sector uses local resources and has an advantage over 
the formal sector because it relies heavily on unskilled labor, 
which is an abundant resource. Dr. Onyango noted that, due 
to the rapid population growth rates and the need to create jobs, 
the goverimelnt turned to the informal sector because it seems 
to respond better than the fonnal sector inthe areas listed 
above, 

Mr. Bouchrara was asked, "How does the Tunisian 
government deal with microentrepreneurs who do not operate 
in the formlal sector of the economy? What do they do to the 
illegals that are caught?'" 

Mr. Bouchrara indicated that inTunisia there is a 
political tradition of'pragmatism. Because of the closeness of 
the social ties, there is always a way of ignoring things and, 
when it becomes massive, of recognizing it very opportunisti-

in Nairobi is prohibited, according to the existing laws. One 
way the government has tried to deal with this is to create 
markets, but most often the inforrnals move out. As far as the 
intornmals are concerned, Dr. Onyango concluded, the market 
is better if they can sell in front of, say, government depart­
ments. 

In South Africa, Mr. Moropa explained, the Get 
Ahead Foundation helped vendors to torni organizations to 
approach the municipalities to try to avoid harassment and to 
convince the white municipalities to build infonnal markets. 
Instead ofleaving these vendors to sell in theopen, the informal 
markets give a sense of cominitmenit. Because they have an 
association, he noted, they will clean that intormal market and 
keep it very tidy, and the municipalities are responding very 
well to the idea. 

Based on his experience in Guatemala City, Mr. 
Bendfeldt noted that there are about 21 official municipality­
owned and sponsored markets throughout the city. But, in 
effect, none have been built in the last 25 years. As a result, as 
the city has grown, about 200 underground markets have 

cal ly. le also noted that in the last part of the year, tile appeared. Mr. Bendfeldt explained that the markets are a 
government had taken steps to recognize the infonnal sector 
simply because of the need to sustain economic growth, 

All members of the panel were asked to respond to the 
following: "Isthere a role that municipal governments, may-
ors. can play in trying to resolve this informal economy 
problem?" 

Dr. Onyango responded by noting that they have a 
role in the sense that most of the local laws in Kenya seerii to 
be inconflict with tilecurrent government policy of support for 
the infonal sector. lie note(] that the government is trying to 
resolve these through a task force that is identifying what sort 
of el'ornis should be made. Dr. Onyango, however. felt that 
the intonnal sector is a fairly difficult group of people to deal 
with. They have developed their own system, and it may take 
time before a government like Kenya's really gains enough 
expe ieue to(leal with thi, group. Forexample, street vending 

municipal monopoly leading to asituation where regulations, 
on one hand, prevent the formal sector from working but, on 
the other hand, do not provide municipal services. 

Mr. Bendfeldt also provided an example ofimarket 
liberalization on the municipal level. lie noted that ten or 
fifteen years ago, the bus c,,npanies went on strike. While 
these buses were privately-owned. they were also overregu­
lated. tax- exempt, and subsidized. The mayors' soltion was 
to go on television and radio and tell everyone to start theirown 
public transportation. All limitations were removed, and 
overnight there were trucks, school buses arid private taxis 
taking the place of the bus system. Bendfeldt went on to 
explain that, after tie bus strike failed, the mayors asked all tile 
inlonals to go back hionie but they didn't. As a result, about 
60 percent of tilepublic transportation is provided by infor­
nials. 
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PART VI 

EPILOGUE 

The first International Conference on the Informal Sector demonstrated beyond doubt that the informal sector can be a 
source of fundamental political and economic change within Latin America. To a lesser extent, the conferen,'- also demonstrated 
that the informal sector phenomena iswidespread throughout the Third World. However, the causes and implications of this phe­
nomena will need to be explored systematically on a country-by-country basis in other regions to verify this finding. 

Given the magnitude of the developing world's economic problems, there is a tremendous need to tap the entrepreneurial 
energy of the informal sector. The Third World debt crisis will continue to be a major constraint on economic growth in many
countries in Latin America, Asia and, especially, Africa. According to the World Bank, many debtor countries are now experi­
encing a net outflow of funds and significant declines in per capita GDP. Under these conditions, countries must liberalize their 
economies in order to create new sources of economic growth. As Robert Litan noted in his comments, significant productivity
gains and economic growth can be attained by removing the red tape barriers and deregulating the formal economy. 

Over the next few years, the informal sector concept must move from the research to the implementation stage. The two 
panels on Building Grassroots Constituencies for Economic Change described a variety of advocacy programs and governmental 
efforts to attain these ends. However, much more needs to be done. 

Speakers at the conference described a variety of policy and programmatic prescriptions to liberate the entrepreneurial 
energy of the informal sector. The following menu provides asummary of various proposals as aguide for development of action 
programs.3 Every country is different, of course, so the mix of policies and programs will have to be adapted to the individual 
country situations. Nevertheless, the following menu can act as aguide to decision-makers as they contemplate what steps to take. 
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Menu of Informal Sector Polici and Program Prescriptions 

I. Deregulation 

(A) Lower the barriers that discourage or prevent 
citizens from joining the formal private sector: 

* Eliminate many current licensing and titling proce 
dures, and consolidate necessary requirements into 
a single procedure that can be completed in a single 
(one-stop) office. 

(B) Reduce the unnecessary regulatory costs in the 
formal sector: 

* 	Require all new regulations to pass acost/benefit test. 

* 	Require public hearings on all proposed regulations, 
with adequate time for comment and review. 

* 	 Establish an ombudsman system to eliminate inef 
ficient and burdensome regulations. (Forexamples of 
privatc and public systems, see presentations by H.de 
Soto and Dr. 1.Onyango.) 

1I. Tax Reform 

Simplify the reporting system for small fins, and 
provide exemptions for microentrepreneurs: 

* Eliminate record-keeping requirements, and pro 
vide tax exemptions for certain categories of microen 
terprises. (Brazil sets a ceiling of U.S. $3.000 in 
annual gross income, but the level needs to be set 
depending upon conditions in each country.) 

* Collect taxes from informal sector enterprises 

throughan annual assessment similar to aproperty tax 
(the assessment could b'?challenged by the cntrepre 
neur if it is felt to be too high): this eliminates record-
keeping burdens. 

Iii. Access to Credit 

Facilitate the flow of credit toward the most produc 

tive sectors of the economy: 


* 	 Deregulate interest rates to increase savings and 

channel loans to informal firns already paying much 
higher rates. 

* 	Privatize the banking system (in many countries 
this ispartially or totally controlled by government). 

* 	Support infornal sector lending programs similar 
to those run by the Get Ahead Foundation of South 
Africa and the Paraguayan Foundation for Coopera 
tion and Development. 

IV. Economic Efficiency 

Improve economic efficiency to encourage repatria 
tion of flight capital, remove disincentives for productive 
investment and remove causes of dual economies in the Argen­
tine model . (See M. Victorica's analysis). 

Eliminate foreign exchange controls, especially the 
use of dual or multiple exchange rate systems. 

Allow market-type mechanisms to allocate access 
to foreign exchange. 

* 	Phase out and eliminate price controls. 

* 	Reform the legal system to provide access to 
justice for informal and poor microentrepre 
neurs. 

* 	 Introduce and/or strengthen laws prohibiting con 
flicts of interest. 

* 	 Enact freedom of information laws requiring full 
public disclosure of legislative and executive branch 
decisions. 

V. Education and Training 

Improved education and training programs for infor­
tral entrepreneurs can help to improve business performance 
when coupled with policy reforns removing barriers and 
disincentives facing the informal sector: 

* 	 Provide training and technical assistance through 
private and public agencies for existing infbnial en 
Irepreneurs. including assistance to associations of 
informal entrepreneurs and support for national 
development foundations. 

* 	The private sector should encourage economic and 
entrepreneurial education as part of basic education 
programs.' 
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VI. Link theFormalandInformal Sectors 

Organizations made up of informal sector entrepre-
neurs have emerged spontaneously in most countries as aresult 
of the conmon need for defense against the government and, 
often, the private formal sector. Groups such as the Peruvian 
YoungTowns Association, the numerous street vendororgani-
zations, and others need to bt assisted by and linked into the 
private sectororganizations, tofostero, eralleconomicgrowth: 

* Provide legal recognition for informal sector or 
ganizations. 

* Create foruns for the formal and informal sectors 
to work out their differences and fornulate joint 
policy proposals. (See below for adescription of a 
new initiative taken in Peru). 

* National development foundationsand other groups
assisting inicroenterprises should begin offeringassis 
tance to associations representing tileinfonnals and 
linking the formal and informal sectors. (See work 
done by the Paraguayan Foundat ion for Cooperation
and Development, described by M. Burt.). 

The above menu of policy and program prescriptions
is directed toward decision-makers in the private and public 
sectors in the developing world. However, extending tile 
concepts put forth by Robert Litan in his presentation, foreign
assistance agencies anid multilateral organizations should 
compare their efforts with tilemenu of choices to see whether 
such programs are providing the kind of assistance needed by 
tile
informal sector, 

Recently. the Institute for Liberty and Democracy 
(ILD) of Peru developed a program that has the potential to 
integrate tnany of the policy and program prescriptions in the 
above menu. On February 14. 1988, the ILD announced the 
fonnation of tile"Union Fornal-lnformal." A numb-r of 
directors of the National Confederation of Private Business 
Organizations, the leading business association in Peru,joined 
with ILD to form the union. The following passage from ILD's 
announcement in El Cornercio states the union's purposes: 

"Therefore, we who make up this union are aware that tilebold 
line bisecting Peruvian society is not tilehorizontal one divid­
ing the entrepreneurs from the workers, where those above 
make themselves rich with the excess value earned from tile 
poorly paid work of those below. No, for us the true dividing 
line in Peruvian society is. rather, avertical frontier to the right 
of which one finds those politicians, bureaucrats and business­

men who profit and live off the state's favor, and to the left of 
which we, formal and infonnal producers, are located, with all 
our desire to produce, compete and progress in a market open 
to all. For this reason, we demand the elimination of that legal 
and political wall protecting some but not others. We want to 
make the transition from aconservative system that is impov­
erishing us all to a modern and prosperous democracy." 

The union's purposes are to formalize and enhance 
the ILD's basic work as described by Hernando de Soto in his 
two presentations during tile conference. As was further 
described in the ILD's announcement in El Comercio, the 
union has the following functions: 

I. The elaboration of concrete proposals to carry out changes 
in the legal institutions of the country, to ensure that they 
function to benefit all citizens and, thus, to enlarge the present, 
narrow frontiers of formality. 

2. To promote a system of voluntary work to provide legal 
advice to producers requiring it and to process and orient their 
requests. 

3. To promote and defend economic rights through the 
reception of initiatives and complaints from formnals and infor­
nials. 

4. To design and develop projects in the social interest. 

The challenge of' tilenext decade. will be to utilize 
private sector organizations, such as tileUnion, to mobilize tile 
peoples of the developing world on behalf of change. While 
governmental efforts like those described by Dr. Piquet Car­
neiro in Brazil and Dr. Onyango in Kenya will play a vital role,
the private sectors must awaken. It is the private sector that 
must forn tileconstituency for change, and it is tie private 
sector that must create the wealth so desperately needed in tihe 
developing world. 
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