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I Enterprises: 
A Profile 

1 By Carl Liedholm and Donald Mead 

Small-scale enrerprises, wllerher form al 
and visib!e or informal and inv*ibIe, 
have gro w?z in importance in developing 
co~inrries as ourleis for rhe 
enrreprencurial energies of people 
oirtsila'e the mninsrreom economy, as 
providers of jobs for rhe ulzemgloyeci 
and underemployed, and polenrial!y 
as conrribtttors 10 national economic 
growlh at:d economic equaliry. The 
following five arricles explore rhese nrld 
orlzer aspects of rhc rnicroenrerprise 
phenomenon. 

It; rhis first article, [he authors, 
on ilre basis of bt vesrigations in sevemi 
deve!oping counrcie~, idenrify nine 
charncrerisrics thot lypify small-scnle 
industry- In rhzir view, srcch indtisfry 
ccn be he;, :. 2 y policy reform ond 
carefir!!y ~ l a ~ ~ ~ : t ~ ' f o r r n  of nssisrarrce. 

Carl Liedholm is professor 0 f 
economics ar Michigotr Srare University, 
where he previousiy chaired rlze 
Deparrr--fit:: of  economic^. He hc . 
bet.? 3 t . it:;fetlolv ar rhe Economic 
Growrh 11 ~ur of Yuie L',livr:rsi:;.' nrrd 
at the Instirrcfe cf Developmmr Studies, 
Univetsiry of S w r x .  Donald ~Meori, n 
visr'ring 3. ofesror of a,oriculrurnI 
econor- -s- ilr Micilligurl Stare L'niversiry, 
has also Lee-z a visixing lecrrirer nr 
Makerere L1r?:iverriry College in Ugarzdn 
and an i~dwtr ia l  policy adviser ru the 
Minis rry of P!onnif:g onc' Deveiopmenr 
irz Erhiopia. Bo~h men have rvritren 
.o *~nrit!e/;; on smnl/-scnk enterprim, 
4 - i l r d ! ' ~ ~  mosf recett:!~ "Smnll Scale 
In u i..:rries in De~:e!oping C~rrnrries: 
Empirical i5viden.r~ and Policy 
/rzzplica;iu~rs," f rox Aid?  his nnicle 
is dra;r.n. 

The role of smaII-scale industries in 
providing productive employment and 
earnins opporruniries has emerged as 
a matter of special importance to 
policymakers concerned wich econon~ic 
development, as weII as to interna- 
rional donor agencies and researchers. 
During the 1970~~ heizhtened interest 
in rhese private secror activities paral- 
Ieled the development community's 
increased concern foi equity and em- 
ployment objectives. There was also 
a growing realization ihat the large- 
scale, "modem" industrializarion srrate- 
gies of the previous decade generally 
had failed ro solve the problems of 
global undersrnplo~~rnent and poverty. 
More recently, enhancing small-scale 
industries (sometimes referred to as 
"microentcrprises") bas been viewed 
as an effective nray of fosterins the 
private sector's contributicn to both 
the zrowth and equity objectives of 
deb Aoping countries. 

Until recen~ly, hou-ever. iirrle has 
been known abour smsl! firms in most 
?eveloping countries .parricularly those 
ai she lower end ,,f rhe enrerprise size 
spectrum. Most s t ~ c h  firrns ehde 15e 
standard statistical nets and freyuentiy 
.xist unobserved in an underground 
econom:., where they may become 
ps;~  of what is cal!ed the "informal 
sector." lnformal sector enterprises 
G ; ~ Z T ~  OCCUPY a pray area between 
what is Iegal and what is illegal, but 
in rmny areas of wo~ld  they have 
prolifcrared to the esicnt t h z i  they 
rival in size and inportance the con- 
ventional formal secror. The "invisibil- 
ity" of much of the informa! sector 
has meanr xhat governmen: poli- 
cymzkers and donors charged w i ~ h  
formukiting policies and projects to 
foster smaI!-scale enrerpn'ses have often 
been farced to make decisions "unen- 
cumbered by information." 

Xn rhis rrrticle. w c  2rrcmpt to fi l l  
in some of the missing pieces of ihe 
small-indus!r): mosaic. The article is 
drawn primarily on the findings of a 
set of srudicr conducred jointly by 
Michigan Stntc Univcrsiry and host 
couniry scho!xs to uncover. describe. 

and znaIyze small-scale industrial en- 
terprises in a dozen countries. In six 
of these cot*ntries-Sierra Leone, Ja- 
maica, Thailand, Honduras, Egypt, 
and Bangladesh<omprehensive, in- 
depth sumeys and analyses of small 
industries were undertaken; in the 
remaining six-Haiti, Burkina Faso, 
Zambia, Botswana, Indonesia, and 
Kenya-less extensive studies were 
conducted. 

The findings of rhese studies make 
clear that small enterprises are wide- 
spread and diverse in developing econo- 
mies and-perhaps surprisingly-that 
rhey a r e  efficient in their use of 
resources. In view of their contribu- 
tions to income and productive em- 
ployment, it is appropriate that they 
shouId be the targe: of po!icy and 
project-focused attention from govern- 
ments as well as international donors, 

-- 
Characrerisrics of srnalf en rerprises 

What can be said about small- 
scale enterprises? Clearly, there is no 
such thing as the "typical" small 
enterprise. even within a single coun-' 
try. Yet our research 2nd that of other 
analysts indicates thz? they do share 
many characteristics. 

-First, small-scale industries- 
defined here as establishments with 
fewer than 50 workers engaged in 
mar,ufxturing zctivities or related re- 
pair work-form a significant compo- 
nznt of the ind~strial  sector of mbst 
developing countries. Although these 
establishments are small-most have 
fewer than f 0 employees-collec?ively 
they typically account $or more than 
53 percent of total industrial employ- 
rnenr. They are generally engaged in 
the production of light consumer goods, 
primarily related to clothing, furni- 
ture, and food and beverages. Other 
small-enterprise activities i~clude auto- 
motive, electricsi, and hic~cie repair, 
blacksmithing. snd l igh~ engineering. 

-Second, in rnosc develophg 
countries, most industrial firms are 
located in rural areas (that is, aress 



• able 1: DiSTRIBUT!;ON OF SMALL-SCALE MANLIFACTUR~NG ESTABL~HIMEZS BY SIZE 
l m t n t l  

- -- 

India Sierra Honduras 
Bangladesh 

Egypt 
Size Punfab Haryana ~eone 3 mral 2 rural Jamaica 

(number of 11 thanas IUra! rural all Zambia provinces governorates all ' 

pepsons) 1980 1971 1971 1976 1985 1980 1982 1979 - - 
1 ; s 65 57 42 Fa 60 63 62 

2 - 5 69 32 38 53 33 35 34 32 
6 - 9  12 2 2 4 1 4 2 4 
30 - 50 4 1 3 1 1 1 1 2 

Source: Data folr all couctrles except lndla from Mlchlgan State University country studies. Dab !or lndla ("households" plus "es!ablishrnents") compulsl horn 
D.B. GupW. "Ruial Industrialization in the Punjab Region o! Northern !ndia." Rural Small-Scale Induslries acd Employment in Africa and Ask. Geneva: Internatlo~I 
tabw Organlzdon, 1984. 

having fewer than 20,000 inhabitznts). 
These are the producers that are most 
frequentiy in-*risit;!e since much enter- 
prise activity takes pIace within the  
fairn compound. Emp1o:iment in these 
rural wits frequently exceeds that 
generated by a!! urban industrial firms. 

-Third, the overwhelming ma- 
jority of the industrial firms are not 
just srna!I, but are very small. Indeed, 
there is a plethora of one-person firms, 
and most employ fewer than five 
persons (table I). In terms of their 
!arse numbers and relatively low in- 
comes, they constitute a potentially 
important target group for policyrnak- 
ers concerned wirh the !OW end of the 
iccorne distribution spectrum. 

-Fourth, virtually all of rhese 
sma!i firms are privately owned and 
are orgznized mainly as sole proprie- 
torships. In many caun!ries, sig~ificanr 
r.um5ers of the small-enterprise entre- 
preneurs are female. 

-Fifth, proprietors and family 
worken generally form the largest cam- 
poncnt of the smali-industry labor force, 
accounting, on average, for over 50 
percent of small-enterprise employ- 
ment. Apprenticeship labor, however, 
is zlso important in some areas, par- 
1iculzrIy ?Vest Africz. In these coun- 
iries, :he "Informa1 apprenticeship sys- 
tem," in which a youne person serves 
2 proprietor or  master for a given pe- 
riod to learn a craft e r  rrade, plays a 
key role in skiil formation. Hired work- 
ers rypiczIIy form the smaiIest segment 
ofsmall-tnierprise employment in most 
developins countries. These worktrs 

are irequeri~ly found in the more mod- 
e rn  types of enterprises that operate 
on  a somewhat larger scale, such as 
bricks and tiles, baking, repairs. and 
meta!workiilg. 

-Sixrh, in most coufitries. the 
average person engaged in small-scale 
industry does not work full time (3,400 
hours per year) in that activiq over 
the entire year. Among :he countries 
that we studied, :he annual msan 
person-hours of employment ranoed J 
from 1,164 in Sierra Leone to 2.314 
in Egypt. In many cases, rhese icdividu- 
als also work part time i n  orher 
activities, frequently farming. I n  fact. 
the very close relarionship bcrween 
agriculture and smr?li-scale mmufac- 
taring activity is a noteworthy fearure 
of the rural areas of many developing 
countries. Farm and nonfarm empioy- 
ment oben move in opposite direc~ions 
over the year and are thus quire 
complementary in terms of providins 
empioyment  oppor tuni t ies .  Scv-  
ertheIess, there is evidence that many 
small-scaIe workers spend sipnificnnr 
periods of time simp!y '-waiting for 
cEstome:s." 

-Seventh. the amount of capital 
used by most small-scale indus:rial 
f i rms is modest, as i s  the i r  initial 
capital siock (table 2). Fixed assets 
-buildings and equipmen:-form rhe 
Iargest ccmponenrs of smalI firms' 
capital stock. ;r.ith equiprnenr (rools. 
machines. and furni:ure) r p i c ~ l l y  ac- 
counting for the greatest share. .Al- 
though lo%.. holvevt:. the capit21 tntr? 
barriers ro small-sc~le industry ;rc fig? 

insignificznt, especialIy when com- 
pared with the capital required for 
pc tt); trading or ufiskitied service activi- 
riss o r  with per capira income levels 
in rhose countries. 

-Eighth, most of thz h n d s  for 
estabiisking or expanding the small 
firm comes from personal savings, 
relatives, or retained earnings. The 
pa~cli! of funds obtained from the 
commercial banks, governments, or 
even informal finsnciai sources such 
as moneylenders is striking. These 
r2suIts highfight the nascen1 state of 
the financial markets in many devetop- 
ing countries and indicstt the limited 
extent to which small firms are directly 
reached by formal credit ins~irutions. 

-Ninth, smail-scale iadusrrisi ac- 
tivity appears to be increasing in 
absolute terms in mosr developing 
rountecs. Although systematic informa- 
'.!on on  growth is limited, the available 
evidence indicates  hat it hzs been 
growins a: a fssrer rate even than 
large-scale industries in a few coun- 
tries, Since small-scale industries ac- 
count for such 3 Iarge portion of total 
industrial employment, the absolute 
increase in employment absorbed by 
the small-scale privare sector is sub- 
stantial in  virtually aII developing 
coun!ries. Among srntill producers, 
there is ev,dencc rhat the  sIowesr 
~ r o ~ v i n g  segment is rhc one-person 
firm. By snrerprise typt. many of :he 
srr.nl!-scaIc light constrrner soods cn- 
;srpriscs-particularly tailorins. dress- 
makins .  and furniture muiii~g-have 
grown rapidly. even after large-scale 



dornesris factory production in these 
subsectors has begun. Moreover, with 

- the structural changes in manufactur- 
ii;g associated with increases in a 
country's per capita income, several 
newer types of small-enterprise activi- 
ties--other metal products and ma- 
chinerv, along with bicycle, auto, and 
eiectrical repair--have also experi- 
enced rapid increases. 

'CYhar drives small m n s ?  

What are the main determinants 
of the  exisring and future patterns of 
smaI!-sca!e industrial activity? Some 
il!urninating insights can be obtained 
by focusing on the set of facrors 
influencing the demand for and supply 
of small-industry goods and services. 

Most of the items produced by 
small industries are light consumer 
goods sold directIy to urban and rural 
households. Consequently, a key issue 
is whether or not rhe demand for these 
goods and services increases as house- 
hold income increases, Airhough some 
h w e  argued that these are "inferior 
gcods" G h ~ i  is, the quantity de- 
manded declines as income increases), 
recent srudies have revealed without 
exception a strong positive relation- 
ship between changes in household 
income and changes in the demand 
for a rznge of srnzll-scale industry 
eoods and services. - 

A seccnd source of demand for 
sna!i-industry products stems from 
their backward and forward produc- 
tion linkages with o ~ h e r  sectors of the 
domestic economy, particu!ar!y with 
agSculrure and Iarge-sczle industry. 
Aithough empirica! evidence on the . - irnkapes with agriculture is sparse, it 
appears that these linkages are often 
imponan!. Their magnitude is related 
:o :he size bIstribu:ion of farms and  
the type of agricuIruraI strategy 
adopred. The capacity among srnali 
producers for "idi~syncratic desigc 
adaptation" io nicer [he equipmen: 
2nd i001 needs of smalI farmers is 
particularly noteworthy. The evidecce 

Table 2: CAPITAL INPUTS IN SMALL-SCALE ENTERPRISES 
Sierra 

Jamaica Honduras Egypt Leone 
I979 1980 1982 1975 

Fixed assets indicators 
Percent of enterprises 

producirg in home n.a. n.a. a% 84% 
Percent of enterprises with 

machines 32% n.a. 14% Wh 
"Excess capaciw- 3Se/0 24% 18V0 35% 
Initial capital stock 51.140 s354 n.a. 9 9  

Stock of caphMirrn 
Buildings St ,022 $283 n.2. S359 
Machinery and equipment ! ,985 445 583 245 
Working capital 7.21 7 8t 28 SO 

Total 54.224 SO9 n.a. 5654 

Annual flow cost of capitaltfirm 
Buildings s26-3 $ 57 n-a. s 63 
Machinery and equipment 408 120 Sf 7 47 
Working capital 243 14 3 10 

Total 591 4 S191 n.a $120 

Conversion factors 
Discount rate (percent) 20% 20% 1 OX 20% 
Exchange rate (US. $7.00 .= ) 1.78 2 1.19 -9 1 - 

'Ertlmated based on responses o! proprietors to question of how many addilfonal hours they would oper- 
ate t lPIr firms it there were no demand or raw material canstralnts. 

Sources: Data lor Jamaica end Honduras from Michigan State University country studies. Dak for Egypt 
horn Slephen Davles et al., "Small Enterprises In Egypl: A Study of Two Governorates," Wchigan State 
Unh-eversify kt tWn8t lo~i  Development Papers No. 16, 1984. Data for Sierra Leone from Enyinna ChuTa and 
Car! Lledholrn, Em,cioyment and Gnwih in Small-Scale Industfy, New York St hWmiIS Press, f 985. 

of linkages with iarge-scale industry The labor-capital (labor intensity) 
is also Iimi red and is usually discussed and the output-capital (capita! productiv- 
in terms of subcontracting arrange- ity) ratios are the economic efficiency 
meats between large and small firms. measures most frequently used in 
Subcontracting is parricuiarly preva- empirical studies concerned with de- 
lent in .4sia, where it tends to be velopment. These partial efficiency 
concentrated in a Limited range of measures are based on the assumption 
product types. that labor Is abundant and capital is 

Government and foreign custom- the only scarce resource. Virtually all 
ers provide ;he final source of demand the  aggregate and most industry stud- 
for small-industry goods and services. ies reveal that small-scale industries 
A I ~ h o u ~ h  sometimes important for eerierate mare employment per unit 
particular product groups or for indi- of scarce capital than their larger-scale 
vidual firms, overall these sources of counterparts. The available evidence 
demand are relatively minor. on relative capita! productivities is 

With respect to supply, the key somewhat limited and more mixed. 
issue is wherher cr not smaI1-scale Yet in the majority of countries where 
indcstriaI firms in developing coun- such comparisons have been made, 
tries are efficient C X ~ S  of economic the output per unit of capital anong 
resourccs. p~irticularIy when cornpsred small producers is hand  to exceed 
with rhcir frtrger-scale counterparts. that gencra~ed by ;large indusrry. 
Both parrial and comprehensive meas- OnIy a few studies have used one 
urer of economic efficiency have been of ? h e  anaIytically more correct 
used in ,?::ernpting to answer this comprehensive economic efficiency 
question. measures, in which a11 scarce resources 

3 



are  i n c l d z d  in the anaIysis and are 
evalazted a t  "shadow" or social prices 
?ha? reflect rheir scarcity va!ues i n  :he 
ccooom;;. The findings of such studits 
are mixed. To assist in filling this void, 
;ve cssd a sociz! benefil-cost anaiysis 
ro campars the re!arive efficiency of 
sma!! and Iar,oe indusrries in three of 
:he in-dcpth survey countrizs (Sierra 
k o n ? .  Hcrnd~.;ras, and Jamaica). A 
key findin2 from rhis analysis is [hat 
ir! !O io 1'2 specific indcstriaI groups 
exnmimd, the social bcnefit-cost ra- 
tios of the srnal! firms noi oniy ex- 
ceedzd 1.0 bur also -.\*ere grearer than 
rhe comparsb!t ratios for the Iarge- 
s a ! c  firms in rhosz pmicular indus- 
?r;es and counrszs. Conscqurn?iy. [here 
is nor,. accumularing st'idcncc that. ar 
!e?.sr for a significant r311g~ of prod- 
,.--- u i ~ s .  sm2il-scnk indusrry is iildccd 
econornic3!1y efficitn;, 

J-~'",. ,,,.I . ,I. .,-, ,es of small indus:rics nre 

mos: efficfzn: and ~ 1 1 2 :  ;lie their 
characrzristics'? A review 3 the iind- 
ings from five coun:ries where in- 
depth surveys conducted yislds 
some useful insighrs. Although the 
smr?I!-scsle industries in the asSrega:e 
Zre shown to be econornicatly efficient 
in slI fivc countries. there are wide 
v ~ r i ~ t i c n s  i n  this efficiency by major 
indus~ss; siou?s. 25 well as Dy more 
na:rowly defined product types. Effi- 
ciency is a!ro shom'n lo by the 
firm's ~ i ~ d ~ ~ t i ~ n  C ~ ~ T ~ C ~ Z T ~ S ~ ~ C S ,  parti- 
cularly firm sizc, input composition, 
and ioca?ion. S o x ?  irnporrnnt pa!tcrns 
emcrge in chis resard. Smail firms 
nos1 likciy ro be econornicalfy cfr'icicnr. 
i e r . j  ro p x j e s j  ;! n~!mber of c h 3 r ~ i ~ t e r -  . . - . .  ;sr!cs. rnzn;. cr t.vn:ch can he discerned 
on bzji j  of t,Ijc:?i 2vidc.r.c~. 
+. rir;'ls gcne:3!!;' us? hired ~ o r k s r s ,  
oFr;:rc: in 11-or:is:lops z7.cav from horns, 
op<:s:.= in loc>ii~ies ;vi!h rr.c>;s th2r! 

3,000 inhabitants, and are involved in 
selected product !ines with better eco- 
nomic prospects, such as tiles, furni- 
cure. baking. and repair activities, A 
parricularly srriking finding is that the 
one-person firms are frequently on the 
margin of economic viabiiity. Judi- 
ciously and cautiously applied. such 
ind ic~to i s  can provide the analyst with 
uszfu1 insizhts into those types of 
srna!l-scsie industries rnosr Iikzly to 
5s economicaI1y viablz. 

The poIicy cnvironnrent 

I n  light of the many favorable 
chz ra i~c r i s t i c s  of small-scale industries 
and  the poxenria1 contriburions they 
can m3ke to rh? $ro\vth i r r  income and 
sr r ; .? lob~cnt  in developing countries, 
.,\hat can govcrnmcnts and donor 
ascncics d o  rn f u r t h e r  enhance the 



role of srnaI! producers? Two major 
avenues are available. The first is 
through seekin$ changes in rbc gen- 
eral policy cnvironmenr rhat broadly 
affects small priva:e enterprises, while 
zhe second is t h r o q h  rhc imp1emcnt:l- 
tion of specific projects designed TO 
pro\.ido direcr .a.sristznce to Individu:rl 
f i r m .  

P a ~ i  g o v e r i ~ ~ e n i a l  cfior~s to en- 
ceursgz the g-owth of small erltcr- 
?rises hsve gcncrxliy concen:ratcd r.3 
project inier#~:~tions aimed 21 provid- 
ing specific assistance to pa:tici~iz!. 
:ar,ocI _ E T G ~ S .  Yer such efforrs h3ve 
ofren bcer2 frus~rated by a poiicy 
er,\.ironxen? that  Is det r imc~fa!  to rhc 
devcIopri?cnr of small producers. A 
recent pubticati~n of the Worjd Bank 
has sra~ed this ~ Iea i ly :  "Un:iI realisiic 
exchange regirnes tsere -sr;lbIishtd 
anci l ~ n t i i  changes took pIacr= In t:;!cis. 
invcsrmcni and finsncial po!icIcs ... i! 
was difficull to effec: a substnntiai 
devc!opment of SSEs (smai!-scnlc. e!?- 
tsrprisesl along heaithy economic 1ini.s. 
Ir is hardly fezsiblc io prcss fc?r : i ~ c  
use of approp:i::te :ech~:oiocicl; nr!d 
maximum snpIo?.mcn: crc.?;icrn in ;I 

s i tuzi~ion where suhsidizcc! finawc f<;r 
eqtiipmcnr p:r:ch:is:: is  ofrcrcd ;!:~c! 

where i t  is possible to operate in a 
protected market where profits are 
high eno~g11 ro justify equipment used 
for only a small par! oi the rime.'' 

Thrre nre ?w1o major ways that 
ihc general policy cn>:iron~nent can 
be mndz more suppor!ivc. of small 
prodl;ct.rs in dcvcloping countries. 
The firs: IS ihrougil ins~i tut lng a policy 
environment that is at Ieast -'neutralw 
wi th  respect ro enterprise size. In  
mosr developing co~ntries. s tne ra l  
policies r~rc bi:iscd ug:ii~~st snall firms. 
Frcqucnriy. these biases rssulr from 
r h e  t ln inr~ndcd  ride effects of invest- 
nea t .  :rads. credit. and crthcr policies 
implemfnred wirh r!le go31 of promot- 
i ~ g  an expansion of !argc-scale indus- ..- &,its. -. Invsstrnenr inccnrive la\vs fre- 
quent ly  forrnaliy restric: :he special 
tax concessio~~s ro large-scale firms; 
\vhere such over! rcsrrictions do nor 
occur. sn~al l  firms are often ignorant 
of the concessions atp:iiIabl? or are 
un:ible io r;ndcr:ake the protrncted 
bureaucr:!tic proccdr:rcs required to 
obinin rhen.  

Thc crcdit poiicit.5 p i  !i?o<: dcve1- 
opi!l_c cuun t r i t s  h;!\-c :i!~;l rendtc?' ro . . .  
d!l;cnrn:n:?tc :ic;~i:~s: ~ : 1 7 : ! l l  t ' i rn?~ .  Gr3vt:n- . . r:lcn!5 h~i1.c  of^^,:: i n ~ ; x ~ c ~ :  ~ n [ c r c s ~  

r : ceilings or  ether types of credit 
concrols that have teildzd to keep 
interest rates artificially !ow.  face^ 
with excess demand for funds, she 
banks have responded by rationing 
the  scarce funds to their rradicionai 
large-scale clients. Consequently, small 
enterprises have been forced to ob- 
tain funds either from family mem- 
bers or frorn the informal market, 
where interest rates frequently csceec 
100 percent per year. The removal of 
interest rate ceilinss can constitute 2 
step toward ensuring that interest 
rates for borrowers of all sites ap- 
prosima~e the opportunity cost of 
capital. 

The second major way that gen- 
eral policies can effec-tive!y be used 
to support smaii-scale enterprise 
growth is through enhancing the de- 
mand for their products. Studies have 
made clear rhat one of the key con- 
straints facing small entc-rprises, par- 
ticularly those located in rural areas, 
is the limited demand for their prod- 
ucts. A significant share of the low- 
cost consumer goods sold in rural 
markets is produced by small firms in 
that same area. Furthermore, the 
demand for these products, as well as 
for agricultural inputs, is particularly 
high among the  small-scale farming 
households. As a result, policies that 
promote rapid increases in agricul- 
turz! income car, provide a powerfuI 
stimil!us for small-scale enterprises. 
Azricuitilral policies such as pricing 
and other measures aimed at increas- 
ing the income of small farmers are 
imporiaxt not only in their own right 
but. also because they can contribute 
in a major way t o  the growth of 
small-scale nonagricuItural activities. 
This fact aIso demonstrates that ix 
revie\ving the general policy environ- 
ment  f ~ r  smaH firms, i t  is importan? 
to transcend the traditional sphere. of 
industrial policy and include agricul- 
turzI. trsde. foreign exchange. and 
other policies as well. 

As norccl earlier, projects rzther 
1i-r:ln policy rcforrns have been the 
primary vehicIcs 3st.d hy governmcnrs 



and international donor agencies for 
- fostering smaII-enterprise growth. 

Srna'l! enterprises are difficule targets 
to reach through direct project assis- 
tance, however. The firms are numer- 
ous, widely dispersed, and no t  easy 
to assist irk a cost-effective manner. 
Indeed, virtually all small enterprise 
sgrveys reveal that oi-ily a tiny frac- 
tion of the entrepreneurs have heard 
of the programs inteaded to help 
them, and even fewer have been 
aided by them. These same studies 
indicate that the constraints facing 
these small firms, and thus the types 
of direc: assistance needed, vary from 
industry to industry and from country 
to country. 

Finance projects have been the 
most cornmonfy gsed category of direct 
assistance to smaii industries. Ai- 
though special credit programs have 
Seen dcsig~ed specifically ro reach 
small and medium-sized firms in  sev- 
errtl developing countries, the smallest 
firms generally end up receiving very 
little of the funds. Moreover, the 
administrative costs in such projects 
have often turned out to be quite high. 

Innovative credit schemer 

Several innovative credit schemes, 
however, appear to have been quite 
succcsrftl~ in providins financial re- 
sources to even the smaI1est private 
enterprises. Thzre are several com- 
mon characteristics of such schemes. 
First, loans are provided primzrily for 
working capital rather than for fixed 
cspirai. Szcond, Ioails are screened in 
locaI!y based institutions on the basis 
of the borrower's character. Third, 
loans are initial!y made for smail 
amounts and for short periods to 
encourage and facilitate high repay- 
ment rates. Since these lending prsc- 
!ices are closeIy akin to those of the 
informal credit ins~itutions, it would 
appear that :he nearer  banks 2nd other  
formal instirutions can corns to the 
operari~g procedures of informal lend- 
ers, the more likely they wiiI be 

successfu1 in making loans to srnafl 
producers. 

Nonfinsncial direct assistance to 
small entcrpriszs invoives the delivery 
of such things as technical, rnanaoe- ? 
rial, marketing, and infrastructure in- 
puts. It is frequently argued that the 
small firm's demand for such service 
is gener:rlIy quit? srn311 and that a large 
volume or' resources end up  being 
concentrated on a relative!y limited 
clientele. 

A review of the limited number 
of nonfinanciai assistance projects indi- 
cates that mos: were not particularly 
successful in rcrrns of benefit-cost 
analysis. Nevertheless, some were SUC- 

cessfuI, and t hesc possessed several 
common cbaracre:iscics. Firs:, the proj- 
ect addressed sirucirions in which a 
single "missing ingredient," rather 
than an integrated set of multiple 
ingredients. needed to be scpplied to 
the brm. Ar! irnplicarion of this finding 
is that projects assisring existing firms 
arc more likely to be successful than 
those attempting to establish new 
firms. Second, the si:ccessfi~l projects 
were industry and t ~ s k  specific. Third, 
before these projects cir schemes were 
launched, surveys were undertaken 
to uncover the demand for the activity 
and the number and type of missing 
ingredienrs. Finally, successful proj- 
ects tend to be built on proven institu- 
tions, even inform21 ones. 

Empirical evidence indicates that 
srn3!1-~~31c industry can be a n  irnpor- 
tan: vehicle for  meeting the growth 
and equity objectives of deveioping 
countries. Improved policies and care- 
fully crafted projects can play an 
important role in ensuring that the 
potential contribution of small enter- 
prises to the deveIopment process is 
fuIly realized. I 
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