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Executive Summary

Mtcro- and small enterpnses (MSEs) are unportant In urban and rural areas In terms offirm
numbers, employment, Income, and household consumptIon Mtcroenterpnse employment IS
grOWIng rapIdly An estimated 150,000 people enter the labor force of developmg countnes
dally, most WIll be employed In mIcroenterpnses as owners or employees SInce tills
employment frequently complements other employment actIVItIes ofthe household, It
contnbutes to Increased famIly Income Non-farm Income frequently accounts for 30 to 50
percent oftotal Income of farm households There appear to be numerous opporturuties for
mIcroenterpnses to become even more Important economIcally, espeCIally In rural areas The
opporturutIes are large In rural areas because agnculture accounts for a very hIgh share of output,
employment, and Income In developmg countnes As much as sIXty percent ofall MSEs are
located In rural areas These opporturutles for mIcroenterpnses In rural areas have been
overlooked to a large extent by development assIstance agenCIes because most effort has
concentrated on MSEs In urban areas

The objectIve ofUSAID support for rural econOmIC growth IS to Increase the Incomes of rural
poor people In a manner that IS sustamable economIcally, enVIronmentally, and InstItutIOnally
A sigruficant part of the challenge IS how to deSIgn polICIes and programs that maxImIZe the
contnbutIOn ofMSEs to employment and poverty alleVIatIon In rural areas The purpose ofthe
present paper IS to summanze the current research and expert thInking on Issues of the lInkages
between MSEs and agnculture for the G/EGIMD Office

What IS the role ofmIcroenterpnses In agncultural growth and development? Do opporturutIes
eXIst through forward and backward lInkages? The role ofMSEs In agncultural development
can be defined by the lInkages between the firms and farmers Agncultural growth leads the
lInkage process causmg the MSE lmkages to anse from agnculture The lInkages Involve the
sale and purchase ofgoods and sernces to and from the agncultural sector Some common types
of lInkages between mIcroenterpnses and agnculture are (1) manufactunng (food processmg,
textIles, chemIcals, metals), (2) commerce (product markets, farm Input and consumer goods
markets), and (3) servIces (constructIOn, transport, storage, finance, and repaIr)

Many countnes employ two strategIes to promote agncultural growth and to strengthen the
lInkages between mIcroenterpnses and agncultural growth The strategIes are (1) Green
RevolutIon technology-led agncultural growth, and (2) demand-led agncultural growth
Research results offarm and non-farm lInkages show that a fast-growIng agnculture may
generate powerful forward and backward lInkages

ComprehensIOn of the scope ofthe MSE sector begInS WIth an understandmg ofcharactenstIcs
common to MSE firms servICIng agnculture In developmg countnes These charactenstics are
(1) firms are predOmInately famIly-owned and operated, (2) the maJonty offirms are one-person
actIVItIes, (3) famIly labor supplIes most, Ifnot all, oftheIr labor demand, (4) as much as sIxty
percent, or more, ofall MSEs are located In rural areas, (5) mnety-five percent ofall MSEs are



engaged m trade (50%) and ltght manufactunng (45%) actIvItIes, (6) rugh bIrth rate and death
rate for MSE firms, (7) famdy welfare IS dIrectly lmked to nucroenterpnse success, (8) the scale
ofMSE operatlOns IS very small, (9) the level ofmcome oflocal populatlOns and consequently
of the nucroentrepreneurs IS extremely low, and (10) a rugh percentage ofwomen entrepreneurs
and employees

If agnculture leads econonuc growth, MSEs can be mtegrated successfully through many
forward and backward lmkages At the same time there are many constramts to successful
agnculture and MSE development The key constramts are grouped mto the followmg SIX
categones (1) macroecononuc polICIes, (2) legal and adnurustrative polICIes, (3) financIal
resources, (4) market charactenstics, (5) human resources, and (6) agncultural productIVIty

Current research Identifies the followmg specIfic strategIes to promote growth ofMSEs and
agnculture (1) developmg countnes must acrueve the correct macroecononuc poltcy
enVIronment to promote growth ofagnculture and MSEs, (2) budd adequate mfrastructure to
speed the growth of agnculture and MSEs, (3) appropnate technology must be developed for
agnculture to lead econonuc growth and strengthen lmkages WIth MSEs, (4) efforts to promote
MSE development should focus heaVIly on busmesses m rural areas, (5) programs must promote
growth and survIVal ofeXIstmg MSEs rather than the start-up of new tnlcroenterpnses, (6)
programs must be fleXible enough to work WIth several levels of tnlcroenterpnses, WIthout
Imposmg unrealtstlc restnctlOns on any mdlVIduallevel, (7) greater mvolvement ofwomen m
MSE productIon, (8) reform oflocallabor-market regulatlOns, espeCially m certam Afncan
countnes, IS necessary to reflect the realIties of natlOnal market forces, (9) promotion ofgreater
lmkages between formal/senu-formal finanCial mstitutlOns and MSEs, espeCially m rural areas,
(10) promote the productlOn and marketmg of non-tradItional export crops, (11) greater
dissenunatlOn oftechrucal/practical mformatlOn and market mformatlOn dIscovered through
research efforts, (12) promotion ofpartnenng and contractmg arrangements among
agnbusmesses, MSEs and farm firms, and (13) tram MSEs m marketmg, management, and
finance pnnclples usmg small busmess assoclatlOns

Several mstitutlOnal forms can facilItate ImplementatlOn of these strategIes promotmg growth of
MSEs related to agnculture Some alternatIves are busmess partnenng and contractmg, mput
and output marketmg firms, non-government orgaruzatlOns (foreIgn and host country), small
busmess aSSOCIatlOns, development banks and/or commercIal banks, credIt uruons and
cooperatives, and host country government agenCIes The lIterature reVIewed mdlcates that no
one mstitutlOnal form IS clearly supenor to another m terms ofachIeVIng success With MSEs
Examples ofprogram success and fal1ure WIth MSEs can be found for each of the above
mstltutlOnal forms The most Important elements ofsuccess mclude mstitutlOns that reach a
large number ofclIents, that have a VIable technology, that use appropnate pncmg ofthe
serVIces rendered, that have motIvated and competent entrepreneurs, and that acrueve
profitabIlIty or finanCIal sustamabIltty
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Issues of M1croenterpnse and Agncultural Growth
Do Opportumt:J.es Extst Through Forward and Backward LInkages?

By

Donald W Larson and Thomas K Shawl 2

I IntroductIOn

Background and DefimtlOn ofMicroenterprise

Mlcro- and small enterpnses (MSEs) are mcreasmgly recogrnzed as bemg very Important m
many developmg countnes New entrants to the labor force resultmg from rapId populatIOn
growth have surpassed the abilIty ofthe formal sector to create new Jobs Employment m
mlcroenterpnses has emerged as an alternatIve to mdustnal and government sector employment
At a tIme when government pohcy IS changmg to promote mcreased pnvate sector actiVIty and
reduced government mterventIOn and ownership m the economy, ffilcroenterpnses can be a
valuable part ofthe pnvate sector InitIatives

In the present paper the follOWIng defirutIOns offirm SIze wIll be used (Lledholm, 1990)

a) Mlcroenterprlses firms which employ 9 or fewer workers but often Indicates the
majonty offirms at the lower end ofthe size spectrum, Ie 1-2 workers,

b) Small Enterprises firms which employ 10 to 49 workers,

c) MedIUm to Large Enterprises firms which employ 50 or more workers

I Professor and Graduate Research AsSOCIate, respectIvely, Department ofAgncultural EconOmICs, The OhIo
State UruverSity

2 The authors acknowledge the valuable comments receIved from reVIewers and workshop partiCIpants on an
earher draft ofthe present paper
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Mlcroenterpnse activities are commonly defined to exclude direct farm-firm productIOn
actlVltles of small farmers, however, the farm household value added and non-farm activities
could be mIcroenterpnses In fact, the farm household value added and non-farm activity m
rural areas ofdevelopmg countnes are generally performed by MSEs Even farm-firm
productIOn activItIes could be mcluded m a broader defirutlOn ofmIcroenterpnses There does
not appear to be any substantive reason for excludmg small farm-firm productIOn activities

Mlcroenterpnses are Important m urban and rural areas m terms offirm numbers, employment,
mcome, and household consumptIOn Mlcroenterpnse employment IS growmg rapidly An
estimated 150,000 people enter the labor force of developmg countnes dally, most WIll be
employed m mIcroenterpnses as owners or employees (Brugger and RaJapatlrana, 1995) Smce
tms employment frequently complements other employment actlVltIes of the household, It
contnbutes to Increased famIly Income Non-farm Income frequently accounts for 30 to 50
percent oftotal Income offarm households (RIOrdan and Buckner, 1993) There appear to be
numerous opporturuties for mIcroenterpnses to become even more Important economIcally,
espeCIally In rural areas The opporturutIes are large m rural areas because agnculture accounts
for a very mgh share of output, employment, and Income m developmg countnes As much as
sixty percent ofall MSEs are located In rural areas (Lledholm, 1990) These opporturutles for
mIcroenterpnses In rural areas have been overlooked to a large extent by development assistance
agencies because most effort has concentrated on MSEs m urban areas

The econOmIC difficulties ofmany countnes In the 1980s and 1990s have forced a fundamental
change In the strategIes, pohcles and programs adopted by most governments In the past,
emphaSIS has been on poltcles and programs to support the larger farms, Industnes, parastatal
orgaruzatIOns, and state mterventIOn Today, poltcy and program emphaSIS has changed to
support competItive markets, pnvate sector lrutIatlves, pnvatizatIOn of parastatals, mcreased self
rehance and reduced government partiCipatIOn m the economy

The objective ofUSAID support for rural econOmIC growth IS to Increase the mcomes of rural
poor people In a manner that IS sustamable economIcally, enVlronmentally, and mstltutIOnally
(USAID, 1994b) A slgruficant part ofthe challenge IS how to deSIgn pohcles and programs that
maxImIZe the contnbutIOn ofmIcroenterpnses to employment and poverty alleVlatlOn In rural
areas What IS the role ofmIcroenterpnses In agncultural growth and development? Do
opporturutles eXIst through fOlWard and backward hnkages?

The purpose of the present paper IS to summanze the current research and expert tmnkmg on
Issues of the lmkages between mIcroenterpnse and agnculture for the G/EGIMD Office The
objectives are threefold (1) to prOVide an overVIew ofthe charactenstics and magrutude of the
backward and fOlWard hnkages between mIcroenterpnses and agnculture In developmg
countnes, (2) to faclhtate dIScussIon on what USAID mIght do to promote growth of
mIcroenterpnses related to agro-enterpnses, and (3) to trace out the operatIOnal ramIfications of
the emphases agreed upon, that IS, how USAID mIght go about promotmg growth of
mIcroenterpnses related to agro-enterpnses
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II Overview of the Backward and Forward Lmkages Between MSEs and Agriculture
In Developmg Countries.

EconolUlc growth that Increases per-capIta Incomes leads to Increases In the demand for goods
and servIces As agncultural Incomes Increase, the demand for goods and services In the form of
productIOn Inputs and consumer goods grows Farmers buy IncreaSIng amounts ofmodern farm
Inputs such as seed, fertIlIzer, chelUlcals, and eqUIpment The demand for transport, storage and
financial servIces also Increases In addItIon, as rural household Incomes Increase, the demand
for food and consumer goods Increases The type and quantIty offood changes to Include more
vanety and hIgher qualIty foods ThIs usually leads to an Increase In the consumptIon of
lIvestock and meat products and fruIts and vegetables Farm households wIll also Increase
purchases ofbasIc consumer goods such as household Items, clothIng and transport The
Increased purchases ofthese goods from the non-agnculture sector leads to growth ofMSE firms
and strengthens the lInkages between the farm and non-farm sectors The effects of thIs growth
can lead to sigruficant multIplIer effects throughout the local, regIonal, and natIonal econOmIes
As wIll be shown below, research has found that resource endowments, econolUlc polIcy,
technology, Infrastructure, and InstitutIons affect the strength and magrutude ofthese lInkages

The role of IUlcroenterpnses In agncultural development can be defined by the lInkages between
the firms and farmers Agncultural growth leads the lInkage process caUSIng the MSE lInkages
to anse from agnculture The lInkages Involve the sale and purchase ofgoods and servIces to
and from the agncultural sector Ifpurchase and sale transactIOns are conducted more effiCIently
(lower transactIon costs), IUlcroenterpnses can accelerate growth ofthe agncultural sector If
these transactIOns are conducted IneffiCIently, IUlcroenterpnses may retard growth ofthe
agncultural sector Some common types of lInkages between IUlcroenterpnses and agnculture
are

~ Manufactunng (food proceSSIng, textIles, chelUlcals, metals),

Commerce (product markets, farm Input and consumer goods markets), and

~ Sernces (constructIOn, transport, storage, finance, and repair)

Most of the backward lInkages between MSEs and agnculture deal WIth Input supply and the
servIces that affect the supply and servICIng ofthe Inputs The main areas ofbackward lInkages
are illustrated In Table 1 An Important element ofthese lInkages IS the source ongm ofthose
Inputs, 1 e whether they are manufactured or produced locally, or Imported Smce the nature of
the mput sourcmg condItIOns the effect of the MSE sector's development efforts, one must
conSIder both the long-term and short-term ImplIcatIons ofImport sourcIng
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TABLE 1- BACKWARD LINKAGES BETWEEN MSEs AND AGRICULTURE

ProductIon and unportation ofplantmglprocessmg matenals and eqUIpment,

Production and unportatIOn ofagncultural chermcals (fungicIde, pestiCIde, fertIlIZer),

Production and unportatIOn ofother mputs, and

Increased demand for servIces hnked to mput procurement (tunely dehvery, cost
effective pncmg, mamtenance, techrucal asSIstance for mput apphcatIon or utilIzatIOn,
and fmancmg)

Source USAID, 1994a

TABLE 2 - FORWARD LINKAGES BETWEEN MSEs AND AGRICULTURE

ImportatIOn and/or productIOn ofpackagmg matenals,

Development ofpackagmg servIces,

Value-added processmg,

Marketmg (ofmtermedIate and firushed products),

Export operatIOns (regIOnally and mternatIonally), and

Development ofImproved transportation services and the mfrastructures needed to
support them

Source USAID, 1994a
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versus local production of raw and mtermedlate mputs The larger the portIOn ofmputs that can
be produced locally, the greater the multIplter effect from an mcrease m exports If a sigruficant
portIOn ofthe Inputs can be produced cost effectIvely, gIven the same level or htgher qualIty than
Imports, thts WIll have a npple effect throughout the economy and lead to greater employment
and econorruc growth

A sirrular evaluatIOn offorward lInkages mdicates the mam areas of concentratIOn Illustrated m
Table 2 Most forward lmkages between agnCUlture and MSEs deal With suppltes and servIces
addmg value to farm products for end use by local consumers and for export markets

Many countnes employ two strategIes to promote agncultural growth and to strengthen the
lInkages between rrucroenterpnses and agncultural growth The strategIes are (1) Green
RevolutIOn technology-led agncultural growth, and (2) demand-led agncultural growth Green
RevolutIOn technology-led agncultural growth IS the exogenous force dnvIng transformation of
the agncultural and non-agncultural econorrues of several AsIan, Afncan, and Latm Amencan
countnes, mcludmg Bangladesh, India, IndonesIa, The PhtlIppmes, Thadand, ZImbabwe, Brazd,
and MeXICO The development and adoption ofhtghly productive new seed vanetIes, plus
modern mputs on Imgated land, mamly nce and wheat, has been the Green Revolution
technology engme dnvmg agncultural growth m the farm and non-farm sectors

Research results offarm and non-farm lInkages show that a fast-grOWIng agnculture may
generate powerful forward and backward ltnkages (Haggblade and Hazell, 1989) Cross
country data from AfrIca, AsIa, and Latm Amenca mdicate a htgh correlatIOn between
agncultural mcome and SIze of the non-farm economy A groWIng agnculture leads to strong
multiplIer effects m the non-farm economy that creates many opporturuties for rrucroenterpnses 3

TIme senes results for Japan and Taiwan, but not for Korea, also show strong lInkages Most
analysts explain that the weak ltnkages In Korea are caused by a neglect of agnculture and
consequently slower growth rates, less rural mfrastructure Investment, and a more concentrated
urban Industnal polIcy

3 Bangladesh's USAID agnbusmess program focused heavIly on mcreasmg fann produchvity by pnvahzmg
ferhhzer dlstnbutlOn A fertIllZer marketmg parastatal was pnvahzed and pnce and margm controls were
elunmated The program key components were ferhllZer Imports, a credIt fund to pnvate dealers through
commerCIal banks, construction ofhandlmg facdities and techrucal asSIstance and trammg "Dealers and retaders
have emerged m vIrtually everyone of the 65 000 Villages m Bangladesh There are 1,271 pnvate dlstnbutors
10 000 dealers and 100,000 sub-dealers (mdlVldual retailers) In additIon, each dIstnbutor owned two warehouses
and rented two more, and more than halfpurchased therr own transport facdltIes" (Kumar, 1995, p 18) Cameroon's
USAID FertlllZer Subsector Refonn Program objectIve was the tImely proVISIon offertlllZer for food and export
crops at IIllI1ll11al cost to farmers and the government The program replaced a subsldlZed parastatal dIstnbutlOn
system WIth a fully pnvatIzed, unsubsldlZed system The components consisted of tecbmcal asSIstance and a
re\olvmg credit fund Cameroon now has a fully pnvatlZed fertdlZer dlstnbutlOn system that has slgmficantly
reduced the user cost offertIllZer WIthout cost to the government (Kumar, 1995)
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To estImate the lmkages, Haggblade and Hazell develop an mput/output model for AsIa, Afnca,
and Latm Amenca WIth dIfferent farm SIzes and dIfferent farm technologIes TechnologIcal
advance generates substantIal mcreases m rural mcome m addItIon to the mcrease m agncultural
earnIngs Each $1 00 ofvalue added In agnculture leads to non-farm Income gainS to
households of25 to 75 cents dependmg upon the technology adopted and the size offarm
adoptmg the technology

Because consumptIon lmkages account for over 80 percent of the Income gams, agncultural
technology affectmg mcome dlstnbutIOn IS most Important BIOlogIcal technology offers more
Income gams than mechamcal technology, and mIddle size farms appear to generate more non
farm Income gainS than small or large farms Afhca has smaller multIplIers than In AsIa or Latin
Amenca because It has less Infrastructure, lower populatIOn denSIties, and lower Incomes and
consumptIOn Backward linkages In Africa are smaller than AsIa because oflower Input use and
less capacIty to produce Inputs locally Afncan forward linkages tend to be bIgger than
backward linkages because food processmg represents a slgmficant portIon ofrural mdustnes

A study modelmg the Impact of Green RevolutIOn technology and population growth on the non
farm economy In a stylIzed ASIan nce-growIng regIOn found that Increasmg wage rates lead to
hIgher costs ofgoods and servIces ThIs cost Increase dampens the growth lInkage effects
(Haggblade and Lledholm, 1991) In thIs economy they assume (based on MalaySIa and others)
that (1) food grams account for 25 percent ofboth Income and employment, (2) new agncultural
technology Increases output by 80 percent among adoptmg farmers and Increases theIr food
gram Income by 50 percent, (3) farmers accountmg for 50 percent ofcropped area adopt the
Improved technology, and (4) labor-USing technology Increases labor demand In food grams by
20 percent (low) to 40 percent (hIgh), whIle labor-saVing technology reduces food-gram labor
demand by 20 percent Haggblade and Lledholm found that nSIng agncultural wage rates
dampen non-farm Income growth, because more labor IS avaIlable only at hIgher wage rates
The introductIOn ofbIOlogIcal technologIes In farmIng caused real wage rates to Increase In the
PUnjab ofIndia, ThaIland, and MalaySia SimIlar new farm technology Introduced In IndoneSIa,
PhIhppmes and MeXICO caused real wages to decrease Real wages have frequently dechned In
countnes that Introduced mechamcal innovations or In countnes With a stagnant agnculture such
as most of Sub-Saharan Afnca They found that populatIOn growth of2 8 percent per year Will
offset the wage and Income gams from a typical new food gram technology In four years

To the extent that small-farm growth strategIes are more lIkely to employ labor-IntensIve
technological change, the labor market effects suggest that a small-farmer strategy may lower
Income growth m return for greater eqUity and employment Through the labor market effects
ofnsmg wage rates, agncultural growth affects the SIze and composItion ofnon-farm growth
Non-farm growth occurs In hIgher-value servIces and trade, and actually declines In low
prodUCtiVIty non-farm actIVItIes such as labor-intensIve manufactunng, commonly female
dOmInated cottage Industnes

In the second growth strategy, demand IS the engme leading agncultural growth Exogenous
growth In demand, usually export demand, IS leading the transformatIOn ofthe agncultural and
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non-agncultural economy of some countnes In AsIa, AfrIca, and Latin Amenca In several
Instances thts Involves the development ofnon-tradItIonal agncultural exports (NTAE) Some
South and Central Amencan countnes have dIscovered U S export markets with the assIstance
ofa USAID Latin Amencan and Canbbean Technology (LAC TECH) proJect, the Market
Access and Technology Project (MTAP), and the PromotlOn ofExport Agnculture (pROEXAG)
and subsequently the Export Industry Technology Support Project (EXITOS) The NTAEs
Include melons from Honduras, snow peas from Guatemala, orgamc coffee from El Salvador,
lettuce and frUltS from Ecuador, flowers from BolIVia and cucumbers and eggplant and omons
from NIcaragua (USAID, 1994a and Brower, 1995) 4 Numerous NTAE export growers and
compames continue to expand exports after project completlOn

The story ofnon-traditIonal agncultural exports from some countnes IS an excellent example of
the common ingredients of a successful strategy Nontraditional exports or lugh-value foods
(HVF) usually Include products such as fresh and processed fruits and vegetables, meats, fish,
dairy products and vegetable OIls Changmg consumer demand In the Importmg countnes has
been the engme dnvIng the growth ofthese developing country exports Dunng the 1980s, the
value oftraditIonal exports such as cereals, sugar, and troplcal- beverage crops actually declIned
wlule the value oftrade In HVF Increased 4 percent annually for Items such as fresh vegetables
and fresh meat to over 11 percent annually for dairy products and shellfish Exports ofHVF by
mIddle and lOW-income countnes totaled $52 5 bIllIon In 1990 compared to tradltlOnal exports of
only $26 3 bIllIon for coffee, cocoa, tea, sugar, cotton, and tobacco (Jaffee, 1993)

The successes are examIned In a World Bank study of 15 commodity-system success stones
from 9 countnes (Jaffee, 1993) The 15 cases are (1) MeXican fresh tomatoes, (2) Kenyan
specialty and 'off-season' vegetables, (3) IsraelI fresh CitruS, (4 to 6) ChIlean temperate fruit,
processed tomatoes, and fish products, (7-8) BrazIlIan frozen concentrated orange JUlce and
soybean products, (9-10) Argentme beefand soybean products, (11-13) Thai poultry, tuna, and
shnmp, (14) ChInese shnmp, and (15) TaIwanese hIgh-value processed foods

These successes exhIbIt several lessons valuable for donor agncultural export marketing
techrucal assistance projects Each commodity system faced very favorable IntematlOnal market

4 A successful project IS the USAID Ecuador project that focused on nontraditional agncultural exports ofcut
flowers, fresh fruits and vegetables, specialty crops, and processed fruits and vegetables In phase one, the project
asSisted on market mformatlon, export pohcles, promotions, product selection, production technology, and
marketmg In phase two the project asSisted on horticultural research, provIsion ofplants and seeds, mformatlon
about U S phytosarutary standards, the global marketplace, and postharvest handlmg and quahty gradmg The
program was run by two pnvate sector orgarnzatlons-the Federation ofEcuadorean Exporters (FEDEXPOR) and the
National AsSOCiation ofBusmess Owners (ANDE) Non-traditional agncultural exports rose from $ 1 IDllhon ill the
1980s to over $ 60 IDllhon ill 1993 A Guatemala project asSisted small farmer marketmg by estabhshmg regIOnal
buymg centers With coolmg and gradmg faCIlIties for horticultural crops The centers were managed by a
cooperative The cooperative was also asSisted ill production, processmg technology, marketmg and general
management Small farmer membershIp (average plot of0 6 hectares) grew from about 150 faIDllIes ill one town to
2,000 faIDlhes ill eight towns (Kumar, 1995)
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condItions dunng the 'take-off' stage and for many subsequent years Most faced favorable
macroeconOffilC poltcies at the time oftheIr ImtIaI'take-off' Several common ingredIents
needed for a competitIve response to a favorable market were (a) favorable natural endowments,
(b) strong human capItal, (c) well-developed physIcal Infrastructure, and (d) the capaCIty to
effectIvely develop and/or adapt Imported productIon and processing technology

Another common factor was the pnor or parallel development of complementary mdustnes that
lowered mput or mvestment costs or created addItIOnal demand In nearly all cases, the pnvate
sector played a dOffilnant, Ifnot exclUSIve role m commercIal production, proceSSing, and trading
actiVIties In the vast maJonty ofcases, governments prOVIded facIlIties and servIces that have
eIther publIc-good propertIes, gIve nse to externalItIes, or exhibIt large econOmIes ofscale
Developmg countnes can compete m many export markets for a WIde range ofmgh-value
products Export dIversIficatIon often depends upon pnor or parallel domestIc market
development The study concluded that government mterventIOns should be generally geared
toward encouraging competItive and fleXible export marketing structures and not proVIde
favorable treatment to some (e g monopolIes) and exclude others (Jaffee, 1993, pp 57-60)

LInkages to the non-farm sector, to domestIC markets, and to mternatIOnal markets are strong
from these export products, but estImates ofthe multiplIers have not been publIshed for these
cases Results suggest that the opportunIties for mIcroenterpnse lInkages appear strongest m the
servIces to firms m the export bUSiness and m the local and regIOnal markets

A recent study ofdemand-leading growth lInkages m Sub-saharan Afnca found that 'ex ante'
antICIpated rural growth lInkages are much mgher than preVIOusly thought (Delgado et al 1994)
Agncultural growth lInkages were studIed for Burkina Faso, NIger, Senegal, ZambIa and
ZImbabwe Results from the mput/output model mdicate that addItIOns to mcome from adding a
dollar of new (exogenous) farm mcome mcrease total mcome by $275 m Burkina Faso, $248 m
Zambia, $1 97 m Senegal, and $1 96 mNIger These are much hIgher than preVIOUS estImates
because the mcrements to new spending COmIng from consumptIOn and mtermedIate mputs, on
farm and non-farm, are assumed to be non-tradables m the area studIed New demand for these
Items IS met by mcreased local production and cannot be supplIed by Imports Under-used
resources are attracted mto local production to meet the new consumer and mtermedIate
demands

Delgado et al conclude that only growth m agncultural exports (tradable goods sector) proVIdes
the Widespread and recurnng mcome source needed for a sustained pattern of development
Comparative advantage wIll determIne what those commodIties mIght be m a partIcular country
The authors speculate that tradItIOnal exports such as peanuts, cotton, lIvestock, and some non
tradItIOnal exports such as cowpeas, OnIons, poultry, and vegetables can play tms role They also
conclude that growth ofconsumer spending was most strongly lInked to growth ofservIces, non
tradable farm commodIties (e g daIry, fruItS, vegetables, and some starches) and local non-farm
goods More attentIOn needs to be gIven to mcreaSIng supply responSIveness ofmaJor non
tradable rural consumptIOn Items, mcludIng local starchy staples, lIvestock products and
processed foods WIthout supply responSIveness for the non-tradables that people want to buy as
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Incomes Increase, the Income gams from structural adjustment and Increased exports could be
choked offby nSIng wages Resource endowments, polIcIes, technologIes, InstrtutIOns and
Infrastructure dIfferences affect the results among dIfferent regIOns and/or countnes For
example, maxImIZmg Income growth In rural AfrIca reqUIres a strategIC approach that elImInates
the mam problems of these countnes, whIch are remote, poor, and weakly lmked to regIOnal and
global markets

ill Common Characteristics of Mlcro- and Small Enterprises Servmg Agriculture

ComprehensIOn ofthe scope and magrutude ofthe MSE sector begins With an understandmg of
charactenstrcs common to MSE firms ServICing agnculture m developmg countnes m AfrIca,
Asia, Latm Amenca, and the Canbbean regIOns These charactenstIcs are

~ Firms are predommately family-owned and operated Examples are famIly farms,
blacksmIth shops, gnndmg mIlls, clothing manufacturers, furruture/woodworkmg firms,
food processmg actiVIties (peanut or palm oIl productIOn), and small scale food and dnnk
busmesses (restaurants, grocery stores, etc)

The majority of firms are one-person activItIes A study ofSIX countnes In Southern
and Eastern AfrIca showed that one-person actiVitIes make up 60% or more ofthe MSEs
In those countnes (Mead, 1994) At the same time other studIes have mdicated that one
person actIVIties are the least effiCIent SIze firms because no speCialIzatIOn oflabor IS
pOSSIble (Liedholm and Mead, 1987)

Family labor supplIes most, If not all, of their labor demand Even firms on the hIgh
end of the mIcroenterpnse sector, 1 e those employmg an average of6-10 workers use
predOmInately famIly labor

As much as SIXty percent, or more, of all MSEs are located m rural areas (Liedholm,
1990, Parker, 1993) 5

Nmety-five percent of all mlcro- and small enterprises are engaged m trade (50%)
and light manufacturmg (45%) actIvItIes The remalrung five percent are engaged In

transport, construction, and other serVIces (Mead, 1994)

High birth rate and death rate for MSE firms Mlcro- and small enterpnse bIrth rates
have been estimated as hIgh as 20% per year In AfrIca (Mead, 1994) At the same tIme

S In most arhcles reViewed the U N deflrutlon ofrural 1 e locahtles WIth fewer than twenty thousand
InhabItants, was used, except for one study ill Kenya where towns WIth populahons fewer than 2,000 and all land
areas WIthOut urban centers were considered rural Liedholm (1990) states that USillg a more conservative deflrutlon
than the one used by the U N w111 not change markedly any ofms conclusIOns Study results, regardless oftherr
deflruhon ofrural, are therefore considered slffillarly ill tills paper
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Lledholm (1990) found MSE firms dIsappear at rates of 10% or more per year Busmess
fallure IS frequently due to problems ofmarkets, management and/or finance

Family welfare IS directly lmked to mlcroenterpnse success Trus IS true because of
the farruly composItIOn ofthe labor force and the subsequent need to provIde for the
farruly through net mcome generated by the busmess Non-farm actIvItIes account for
30-50% offarm household mcome (Haggblade and Lledholm, 1991)

The scale of mlcroenterprlse operatIOns IS very small Operators are restncted both
finanCIally and by the hrruted SIze of the market

Most developmg countrIes m whIch mlcroenterprlses functIOn have at best
mefficlent and at worst non-exIstent land tltlmg procedures ThIs restncts the
rrucroentrepreneurs' abIlIty to provIde collateral for borrOWIng from the formal sector and
Increases the MSE's dependence on Informal sources ofcredIt (Adams and FItchett,
1992)

The level of mcome (I e poverty) of local populatIOns and consequently of the
mlcroentrepreneurs IS extremely low The low Income lIrruts the rrucroenterpnse
firm's abIhty to accumulate assets and/or develop "credItworthIness" through borrowmg
and repayIng promptly, and thereby preventmg adequate firm capItahzatIOn

A high percentage of women entrepreneurs and employees ThIs IS espeCially
common WIth food processmg and transformatlOn actIvItIes wruch are done at home
Parker (1994) found that women made up 40% ofthe labor for MSEs In Kenya In fact,
women made up 82% ofthe labor force In women-owned enterpnses and 14% In men
owned enterpnses In Latm Amenca, women account for a hIgh percentage ofMSEs m
trade and commerce

It IS also Important to understand how the MSE firms contnbute to employment creatIon m theIr
countnes An understandmg oftheIr SIze and geographIcal dIstnbutlOn hrrutatlOns can prOVIde a
better understandmg ofwhIch InterventlOn strategIes wlll be most effectIve Although the
maJonty ofthe MSE firms are very small, the amount of employment generated by these firms,
per 1,000 of populatIOn can be qUIte htgh, from 71 In Botswana to 127 In ZImbabwe (Lredholm
and Mead, 1987) Furthermore, Lledholm (1990) found that In the SIX Afncan countnes he
studIed (SIerra Leone, Rwanda, NIgena, Ghana, ZambIa, and Kenya), all had 59 percent or more
oftheIr total Industnal employment corrung from firms WIth fewer than 10 employees As one
can see In Table 3, most rrucroenterpnse firms are from 1 to 9 workers WIth the percentage ofthe
smallest firms as hIgh as 90 percent ofall MSEs In SIerra Leone

Furthermore, small Increases In number of employees, espeCIally for one-person busmesses, are
often assOCIated WIth sigruficant Increases In econorruc effiCIency These results mdicate not
only the relatIve Importance oftrus sector m employment generatIon, but also the dynarruc
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nature ofMSE employment growth m countnes where the formal mdustnal sector has often
faded to produce any sIgmficant employment results

Tables 3, 4 and 5 mdicate the predommance offirms 10 the 1-9 workers category 10 Afnca, AsIa,
and Lat10 Amenca and Canbbean regIOns Therefore, m countnes WIth a growmg agncultural
sector, sustamed Improvement ofthese firms can have a dramatIC effect on employment creatIOn
and Its assocIated mcrease mgeneral populatIOn welfare

Table 3 DIstnbutIOn ofMSEs by SIze m SIX Countnes mAfnca a

Share of MSEs Tanzamab Kenya!: Ghanad Sierra Leonee Zambll Nlgerlag

1-9 Workers 56% 49% 84% 90% 83% 59%

10-49 Workers 7% 10% 1% 5% 1% 26%

Total MSEs < 50 Workers 63% 59% 85% 95% 84% 85%

~ 50 Workers 37% 41% 15% 5% 16% 15%

·Source The rnfonnahon contamed m Table 3, IS taken from Lledholm and Mead's 1987 publIcation "Small Scale
Industries m Developmg Countries Empmcal EVIdence and Polley ImplIcation" (p 15)
bSource 1967 data computed from Page (1979) and Chuta and Lledholm (1985)
·Source 1969 data computed from Page (1979) and Chuta and Lledholm (1985)
dSource 1970 data computed from Page (1979) and Chuta and Lledholm (1985)
·Source 1974 data computed from Page (1979) and Chuta and Lledholm (1985)
fSource 1985 data from MIlImo and Flsseha (1985)
8Source 1972 data computed from Page (1979) and Chuta and Lledholm (1985)
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Table 4 DIstnbutlOn ofMSEs by SIze In FIve Countnes In AsIa·

Share of MSEs Indl3b Indoneslac Koread Phlhppmese Thailand'

1- 9 Workers 42% 77% 40% 66% 58%

10 - 49 Workers 20% 7% 7% 5% 11%

Total MSEs < 50 62% 84% 47% 71% 69%

~ 50 Workers 38% 16% 53% 29% 31%

·Source The mformatIon contamed m Table 4, IS taken from Lledholm and Mead's 1987 publIcatIon "Small Scale
Industnes m Developmg CountrIes Empmcal EVIdence and Polley ImplIcatIon" (p 15)
bSource 1971 data from Mazumdar (1980),
·Source 1977 data computed from Snodgrass (1979),
dSource 1975 data from Ho (1980),
·Source 1974 data from Anderson and Khambata (1981),
fSource 1978 data from The World Bank (1983)

Table 5 DIstnbutIon ofMSEs by Size m JamaIca, ColombIa and Honduras·

Share of MSEs Jamalcab Colomblac Hondurasd

1- 9 Workers 35% 52% 68%

10 - 49 Workers 16% 13% 8%

Total MSEs < 50 51% 65% 76%

~ 50 Workers 49% 35% 24%

·Source The mformatIon contamed m Table 3, IS taken from Lledholm and Mead's 1987 publIcatIon "Small Scale
IndustrIes m Developmg CountrIes Empmcal EVIdence and PolIcy ImplIcatIon" (p IS)
bSource 1978 data from Flsseha (1982),
·Source 1973 data Beny and Pmell-SIles (1979),
dSource 1979 data from Stallmann (1983)

More Importantly, Table 6 shows the MSE sector's share oftotal employment In the rural areas
In many countnes ofMnca, AsIa, and LatIn Amenca Micro and small enterpnse employment
proVldes between 14% and 28% of all employment In rural settlements and between 59% and
85% In rural towns The contnbutlon ofMSEs to employment In Asia and LatIn Amenca IS
sigruficantly hIgher than that In Afnca Although part ofthIs dIfference mIght be due to the
Inc1USlOn oftowns With populatlOn between 50,000 and 250,000 as rural, town SIzes less
common In Afnca, much ofIt may be explaIned by export Increases, both regIonal and
International, ofagncultural products through eIther through green revolutlOn productIOn
Increases or the IntroductIOn ofnon-tradItIOnal agncultural commodIties
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Table 6 Share ofthe Rural Labor Force Employed pnmanly m Non-Farm Activitiesa

Percent of Total Employment AfrIca ASIa Latm AmerIca

Rural Settlementb 14% 26% 28%

Rural Townsc 59% 81% 85%

Source Haggblade, S and P Hazell, "Agncultural Technology and Fann-Nonfann Growth Lmkages" (1989), usmg
population censuses for 43 countnes (14 ill Afnca, 14 ill AsIa, and 15 ill Latm Amenca)
a Includes all non-agncultural actlVlties except rrumng (International Standard Industnal ClassIfication actlVlties 3-9)
bRural settlements m AfrIca and AsIa are those below 5,000. willIe those 111 Lat111 Amenca are 2,500 and below
•Rural towns do not exceed 250 000

IV Key Constramts to Successful IntegratIOn ofMSEs m the Cham of Economic
ActiVity Related to Agriculture

Many factors contnbute towards successful mtegratIOn ofMSEs mto agncultural growth
strategIes m developIng countnes Ifagnculture leads econOmIC growth, MSEs can be
Integrated successfully through many forward and backward lInkages At the same tIme there
are many constraInts to successful agnculture and MSE development These constraInts are
grouped mto the followmg SIX categones

MACROECONOMICPOUcms

~ InapproprIate macroeconomiC, finanCial, and agricultural sector polICies
MacroeconomIc polICIes that result m rugh mflatIOn rates, fiscal defiCIts, fixed
and frequently over-valued exchange rates, trade restnctIOns, pnce and Interest
rate controls, credIt ratIOrung, government ownersrup offirms, and large SubSIdIes
to selected groups create severe constraInts for agnculture and consequently for
MSEs and other firms that seek new opporturuties, profits, and effiCiency m a
competItIve market Trade and exchange rate polICIes that depress pnces and
mcomes m rural areas wIll adversely affect agncultural performance and the
associated MSE actiVItIes

Highly unstable currency exchange rates and complex, time consummg
procedures for acqmrmg foreign currency to Import mputs The foreIgn
currency problems for ImportIng firms are caused largely by the mappropnate
polICIes mentIOned above Ifthe exchange rate IS pegged to a foreIgn currency by
the government and subsequently becomes over-valued, foreIgn currency
shortages and mstabllIty Will be a recumng problem for Importers and exporters
An over-valued exchange rate taxes exports and SUbSIdizes Imports leadIng to
foreign exchange shortages that must be ratIOned to a large number ofusers m
some way such as controls and time-consumIng procedures
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High customs duties on supphes and eqUIpment Imports for export
agriculture High Import duties on Inputs used In the production of traditional
and non-traditional export crops Increase productiOn costs and reduce pnce
competitiveness ofactual and potential exports These pohcles penahze
entrepreneunal producers and prevent countnes from specmhzmg accordmg to
their comparative advantage

LEGAL AND ADMINISTRATIVE POLICIES

~ Complex and expensive systems of Import and export IIcensmg. Often long,
complex procedures are necessary for approval ofboth Import and export
shipments The htgh transactiOn costs associated With the hcensmg system
effectively prohtblt agncultural firms from obtaInmg Import or export hcenses,
thereby lmutmg new market development Thts mdirectly reduces the reduces the
lInkages ofMSEs and agnculture

Complex and expensive busmess registratIOn and taxatIOn systems EXIstmg
rules and red tape make complIance WIth regIstratiOn procedures and tax
regulatIons so dIfficult that contmumg m the mformal sector IS often the only
chance for most MSEs (Brugger and Rajapatirana, 1995)

FINANCIAL RESOURCES

~ Limited access to financial services ThIs mcIudes access to both the formal
(bank and non-bank) and mformal (fnends, famIly, supplIers credIt, customer
advances, ROSCAs, and local money-lenders) sources of credIt and savmgs
servIces needed to generate credIt worthIness and accumulate assets (capItal) for
future mvestment Accumulated assets are used eIther as collateral for loans or
for direct mvestment m the MSEs In Ghana, Baydas and Graham (1994) found
that the three most preferred credIt sources for mvestment m MSEs to be retamed
earrungs, customer advances and supplIer credit Only after exhaustmg mformal
finanCIal sources dId the nucro- and smaIl- entrepreneurs mentiOn formal finance
However, roughly two thtrds ofthe MSEs sampled m Ghana dId use formal
finanCial mstItutions, predommately commerCial banks, for savmgs accumulatIon
Access to formal finance IS less lIkely for home based MSEs and/or those that

eXIst m tradItiOnal markets (parker, 1993) Many studIes have found that eXIstmg
formal credIt programs reach only a small percentage ofMSEs, regardless of
whether they are urban or rural based Formal access to credit, rather than the
cost offunds, IS the cntIcal constramt (Adams et ai, 1984) Both the strengths
and weaknesses offormal and mformal finanCial channels must be exanuned
carefully before attemptmg to mtervene m these markets
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The unusually high degree of risk. The htgh nsk results from the frequency of
MSE busmess failure and the unpredIctabilIty of repayments resultmg from
market and econonuc fluctuatIons (Brugger and RajapatIrana, 1995)

MARKET CHARACTERISTICS

.. Limited market sIZe EIther the small number ofchents, lInuted finanCIal
resources, or too much competitiOn among producers (everyone produces the
same products at the same tIme) often leads to decreased pnces due to market
saturatiOn, espeCIally m geographIcally lllruted markets

Lack of baSIC marketmg mfrastructure These mclude good, acceSSIble road
systems, relIable transport, refrIgerated trucks and warehouses, and roll-on and
roll-off capacIty

IneffiCient or non-existent public market mformatlOn ThIs applIes to both
mformatiOn on mput procurement supply as well as sale and dIstnbutiOn ofthe
firushed products, resultmg m htgher mformation costs for MSEs

Inability to enforce contracts Lack ofcontract enforcement may be due to the
absence oflegIslatiOn covenng MSEs, COrruptiOn, or a lack ofhuman resources to
enforce legal deCISIons

HUMAN RESOURCES

.. High levels ofIlhteracy. ThIs accentuates the lack ofknowledge, commerCIal
slalls, informatiOn, and sophIsticatiOn to partIcIpate In complex, InternatiOnal
export related commodIties productiOn IllIteracy may be less ofa problem In
local and regiOnal markets that are not as complex or sophIstIcated

High levels of population growth WIth populatiOn growth rates as htgh as 3 2%
m some developmg countnes even producmg enough staple food resources IS
dIfficult

Women are often excluded from formal access to education and trammg,
techmcal aSSistance, and finanCial assistance Although women often donunate
In agncultural-related commerce actIvItIes, they rarely have access to formal
techrucal traIrung and finanCIal aSSIstance Formal traIrung programs are often
held In centrally located towns and reqmre tramees to leave theIr VIllages for
extended penods oftime, an optiOn rarely avaIlable to women In many
countnes a woman must have her husband's approval to receIve a loan Thts
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restncts women's access to credIt, lmuts loan amounts and results m busmesses
that grow more slowly and have rugh levels ofpoorly tramed workers

AGRICULTURAL PRODUCTIVITY

~ Stagnant or declmmg agricultural productivity of traditional food and
export crops A growmg agnculture IS the engme that leads growth ofthe non
farm sector New technology and/or new markets can be the engme that leads
agncultural growth and that strengthens hnkages to the non-farm sector If
agnculture IS stagnant or dechrung, MSEs Will very hkely encounter major
dIfficultIes sUfVlvmg as firms

Lack of speCIalIzation based on each country's comparative advantages m
productIOn Countnes often compete m the same product markets rather than
dlverslfymg mto speCIfic non-tradltlOnal agncultural products

Lack of phytosamtary standards Trus mcludes the development, venficatIon
and enforcement of standard and chenucal reSIdue control procedures to comply
wIth regulatlOns m export markets

At the mdlVIdual-firm level a number of constramts were reported by MSEs m Kenya (parker
and Torres, 1994) Wlule each fits under one of the SIX categones seen above, the ImplIcatlOns
for deahng wIth mdlVIdual-firm constramts often appear more straightforward Clearly If a
favorable macroecononuc polIcy enVIronment eXists, success becomes eaSIer to obtam The
constramts most often CIted by mdlvldual firms are

~ Market saturatIOn and low product demand,

Lack of access to raw material or mputs,

InsuffiCient workmg capital and higher capital costs;

Lack of relIable transport;

Poor locatIOn, high cost of rent and lack of storage space,

Inflation,

Government mvolvement or excessive regulatIOn, and

HIgh costs for access to know-how, mformatlOn, and technology
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At both the macro and the nucro levels, numerous constramts make It especIally dIfficult to
promote growth ofagnculture and the MSE sector wIthout havmg a faIrly broad VISIon ofwhere
the sectors should be gomg ThIs VISIOn must be shared by both external fundmg agencIes, local
governments and especIally the MSEs Programs may be reqUIred to address macroecononuc,
financIal, market, legal, human resource and agncultural productIVlty problems at the same tIme
The lIterature mdlcates clearly that the VlSIOn, constramts and solutIOns vary by country, regIOn
and productlOn-dIstnbutlOn system A rapId sector assessment may be the best way to IdentIfy
the VlSlon and the pnonty constramts for a specIfic program InformatIOn on 1Oter-Imkages and
probable effects of1OterventIons IS rarely known before polIcy and program strategIes are
IrutIated

V Strategies to Promote Growth of MSEs and Agriculture

Current research IdentIfies the followmg speCIfic strategIes to promote growth ofMSEs and
agnculture

~ Developmg countries must achieve the correct macroeconomIC policy environment
to promote growth of agriculture and MSEs

The lIterature revIewed 10dicates clearly that promotmg growth ofMSEs lInked to
agnculture has a much hIgher success rate 10 countnes or regIons that have the correct
pollcy, Infrastructure and technology enVlronment for agncultural growth Development
of a pollcy enVlronment that supports, but does not seek artIfiCIally to promote, dIspersed
manufactunng, commercIal and sernce actIVItIes (example ofTaIwan and Japan In the
1940s as compared to Korea dunng the same penod) 6

PolICIes that dIrectly or IndIrectly affect agnculture must be reasonably conducIve to
agncultural productIOn and related busmess actIVlty Pnces, exchange rates, trade
pollcIes, and monetary and fiscal pollcies must create reasonable opporturutIes for profit
Iffarmers are to adopt new technology, 10crease productIOn, and make new Investments
WIthout the appropnate IncentIves, producers may not take the nsks ofnew Investments
to move beyond subSIstence levels (Meyer and Larson, 1993)

6 Haggblade and Hazell m, "Agncultural Technology and Farm-Nonfarm Growth Lmkages" (1989) pomt out
that more rapidly growmg agncultural mcomes allowed cOWltnes such as Japan and Taiwan to mvest more heaVily
m rural mfrastructure and supportive pohcles, thus promotmg a rapid and lffiportant growth m the non-farm sector
actiVities m rural areas rather than concentratmg these types ofactivIties m urban areas EVidence m Latm Amenca
and South and Southeast Asia suggests that agncultural growth can stlffiulate not only greater rural non-farm
employment, but also mcreases non-farm mcomes due to dlverswcatlon mto rugh-return non-farm actlVltles
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BuIld adequate mfrastructure to speed the growth of agrIculture and MSEs

Infrastructure In the form of roads, bndges, transport, and storage must be avaIlable to
open up productIon areas to trade and commerce As noted by Ahmed and Donovan
(1992, p 31), liThe degree ofmfrastructural development IS In reahty the cntIcal factor
determmIng the success ofmarket onented sectoral and macroeconOmIC poltcles In the
developing world" WIthout trus Infrastructure, sales ofmodem mputs and consumer
goods to farmers and purchases ofIncreased farm productIOn cannot be conducted at low
cost and In a tImely and relIable manner

Appropriate technology must be developed for agriculture to lead economiC growth
and strengthen lInkages with MSEs

Appropnate technology must be avaIlable for farm use There must be some supply-sIde
Green RevolutIOn technology or demand-SIde market opporturuty to Increase productIon
and prodUCtIVity of the farm sector If sometrung happens to change a stagnant
agnculture Into a dynamIC, grOWing agnculture, the hnkages are very strong to the local,
regIOnal and natIonal economy Research results IndIcate that the MSE success rate WIll
be much rugher In a groWIng agnculture than In a stagnant or dechrung agnculture
(Haggblade and Lledholm, 1991)

Efforts to promote MSE development should focus heavIly on busmesses m rural
areas

ThIs IS espeCIally Important gIven that more than 60 percent ofall MSEs are located In
rural areas Although more emphaSIS on developIng the rural sector IS Important, trus
does not Imply that USAID should abandon effort to develop MSEs In urban centers
New efforts must take mto account the rural predomInance ofMSEs and proVIde a more
even, 1 e more general, growth In employment opporturutIes throughout a gIven country
Broad-based econOmIC growth WlIIImprove both supply and demand sImultaneously,
rather than favonng only one or two geograpruc areas

Furthermore, more focus should be placed on MSEs In local and regIOnal markets and
relatIvely less focus on export markets The forward and backward lInkages between
agnculture and MSEs appear to be stronger m local and regIonal markets than In export
markets MSEs seem to have a comparatIve advantage In local and regIOnal markets and
larger agnbusmesses tend to have a comparatIve advantage In the more demandIng and
complex export markets

Programs must promote growth and survival of eXistIng MSEs rather than the
start-up of new mlcroenterpflses

FIrms that have been In eXIstence at least four years prOmIse the greatest success rate and
eventual graduatIon to the next level of firm employment Extremely Vibrant new
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busmesses should not be excluded automatIcally, but should be evaluated on a case by
case basIs Development efforts that focus on firms ltkely to still be functIorung m 3-5
years WIthout external aid, though on a lesser scale, wIll have more Impact on
employment generatlOn than asslstmg firms that can only succeed (margmally) wIth
external support EhmmatlOn of SubsIdies suntlar to those frequently granted to large
firms can be used to level the playmg field to stimulate mvestment m MSEs

Efforts that concentrate on growth and expansion ofalready eXIstmg Inlcroenterpnses, to
help these firms successfully graduate to the next employment/busmess category, WIll
generate more new employment than eIther the one-person firms or those wIth more than
ten employees ActiVities Improvmg busmess management practIces of the entrepreneurs
and skill tratrung for employees are two types oftralrung programs that could assist these
Inlcroenterpnses Improvmg the entrepreneurs' managenal capacity Will help them adapt
more rapidly to changmg econOInlC condltlOns, therefore becoInlng proactIve rather than
reactIve managers On the other hand, Improvmg the skill levels of employees WIll
proVIde a better speclaltzatlOn oflabor and Improved productiVIty

Programs must be flexible enough to work With several levels of mlcroenterprlses,
WIthout Imposmg unrealIstic restrIctIOns on any mdlvlduallevel

Younger busmesses (3-4 years) must first msure their survIval before attemptmg to
expand their productIon Therefore, strategies addressed to tlus market segment should
work on productlOn (mcludmg mput procurement) and qualtty control m order to develop
larger market share for their productlOn Strategies for helpmg older firms (4-5 years)
should be geared to developmg new products and/or mtegratmg new processes or
serVIces, along WIth growth of product production A particular emphaSIS should be put
on long-term semt-skIlled Job creatlOn

Clearly estabhshed firms (over 4 years) should focus on marketmg their products, both
on a larger scale and over a WIder geograpluc reglOn, to take advantage of potential
economtes of scale and scope, and natural productlOn advantages Potential export
markets should be explored With assistance to firms to msure compltance WIth the
Importmg countnes' legal, environmental, and health reqUIrements (I e food qualtty,
pestICide levels, etc) ThIs may mvolve dealmg With reglOnal/internatlOnal poltcy Issues
along WIth the already numerous local and natlOnal Issues

Programs must not only be fleXible With respect to mtcroenterpnse Sizes, but also across
mdustnes InterventlOns Will hkely be drfferent across types ofmdustnes (1 e food
processmg versus woodworking/metalworking firms) Programs must take these
different factors mto account m order to realtze the long-term success of
mtcroenterpnses In fact, long-term sustamable employment growth depends heavIly on
growth taking place across a large number ofmdustnes at the same time Often past
efforts concentrated on smgle mdustnes, leadmg to overproductlOn, severe pnce
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reductIons (to pnce levels mfenor to productIon costs), and eventual collapse ofthe
entire sector

Greater mvolvement of women m MSE production

Tlus Includes all phases ofMSE production but must take Into consideratIon the current
work load ofwomen In both rural and urban areas, ImproVing their Income and therefore
therr relatIve Importance In their famIlies and commumtIes, without increaSing women's
total labor time

Reform of local labor-market regulatIOns, especially m certam AfrIcan countrIes, IS
necessary to reflect the realItIes of natIOnal market forces

Tlus ImplIes that natIonal labor servIces should not eXIst simply to fulfil some
bureaucrat's Idea of employment generatIon Labor laws should encourage workers to
ImproveJob-skIll qualIficatIOns, both through self-Improvement opporturuties and
employer based IrutIatIves Workers should be able to move around the Job market
Laws should reflect the real value ofIabor and not some artIfiCial Job category/wage rate
Growth and productIVIty Increases must be rewarded thereby encouragmg the lunng of
better qualIfied workers Furthermore, MSEs must be able to solve problems ofunder
performance among workers through effectIve lunng and finng practIces

PromotIOn of greater Imkages between formaVseml-formal finanCial mstItutions and
MSEs, espeCially m rural areas

Tlus can be accomphshed through the promotIon offormal lInkages among credIt uruons,
NGO-based lendmg instItutIons, commerCial banks, development banks and other
finanCial instItutIons Expenments usmg IntermedIanes to serve as matchmakers
between the finanCial institutIOns and the MSEs should be promoted (Kula, 1995) Smce
the development ofcreditwortluness IS key to accessing the formal finanCIal sector,
polICIes could be developed to promote emergence ofpnvate credIt InformatIon
collection agencies and thus bndge the gap between semI-formal and formal finanCial
mstItutlons (Shaw, 1995) Estabhslung sound credIt lustones would then gIve MSEs
greater access to financmg by lowenng the nsk associated WIth current MSE financmg

Promote the productIOn and marketmg of non-traditional export crops

The productIon ofnon-tradItIonal crops proVIdes alternatIve uses for seasonal labor and
contnbutes to more dIverSified famIly Income flows Increased production ofnon
tradItIOnal crops wIll Increase the demand for Inputs, Import servIces,
assembly/transformatIon servIces, transportatIon and packagmg servIces, and export
servIces It IS not suffiCIent to promote productIon WIthout sustamed market
development for the non-tradItIOnal export crops At the same tIme, efforts are needed to
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develop local and regiOnal markets for surplus or second quahty produce Tills m turn
can mcrease local transformatIon and sales/dIstnbutIOn

Greater dlssemmatlOn of techmcaIlpractIcal mformatIon and market mformatIon
discovered through research efforts

Results from the Export Industry Technology Support Project (EXITOS) mdicate that a
pnnclpal cause ofbusmess failure IS lack ofknow-how mearung acqUiSItIon ofdata,
mformatiOn, Intelhgence, technology and skIlful applIcatIOn m pursUit ofbusmess
opporturutIes (Brower, 1995) ProductIOn of sImple radIO and teleVIsIon programmIng
and sImple brochures m the natIOnal languages, pomtmg out new productIon and
processIng procedures, WIll help dissemmate research findIngs to all mterested partIes In
the host countnes, 1 e InstitutIOns, extenSIOn servIces, and end-users (MSEs) Research
should be onented towards the end-users, 1 e the MSE chents, and the InstItutIOns that
serve them, and not what the donors deSIre Increased publIc market mformatIOn
programs may also reduce the htgh costs ofaccess to mformatIOn for MSEs

Promotion of partnermg and contractmg arrangements among agrlbusmesses,
MSEs and farm firms

Partnenng and contractmg arrangements can match the strengths ofMSEs and farm firms
WIth agnbusmess to the advantage of each party m the contract Contracts can be used to
guarantee markets, share marketmg costs, provIde capItal, provIde know-how, guarantee
supplIes, and qualIty control An excellent example of contractmg arrangements IS the
Thailand sIlk sub-sector (Haggblade and RItchte, 1992)

Tram MSEs m marketmg, management, and finance prmclples usmg small busmess
associatIOns

TraIn MSEs In marketmg, management, and finance pnncipies and techrucal areas to
Improve theIr knowhow Tills would mclude short courses, workshops, serrunars and
VISItS to other countnes The tralrung could be through small busmess aSSOCIatIons MSE
growth depends upon theIr abIlIty to Improve all dimenSIOns of operatIng a successful
busmess
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Table 7 Examples of Strategies to Promote Growth of Agriculture and MSEs

• Developmg countnes must acrueve the correct macroecononuc polIcy envIronment to
promote the growth of agnculture and MSEs,

• Budd adequate Infrastructure to speed the growth ofagnculture and MSEs,

• Appropnate technology must be developed for agnculture to lead econonuc growth
and strengthen lmkages WIth MSEs,

• Efforts to promote MSE development should focus heavdy on busmesses m rural
areas,

• Programs must promote growth and survIval of eXIstmg MSEs rather than the start-up
ofnew nucroenterpnses,

• Programs must be fleXible enough to work With several levels ofnucroenterpnses,
Without Imposmg unreahstic restnctIOns on an mdividual level,

• Greater Involvement ofwomen m MSE productIOn,

• Reform oflocal labor-market regulatIOns, espeCIally m certam afncan countnes, IS
necessary to reflect the reahtles of natIOnal market forces,

• PromotIOn ofgreater lmkages between formal/senu-formal finanCIal mstItutIons and
MSEs, expecially m rural areas,

• Promote the productIon and marketmg ofnon-tradItIonal export crops,

• Greater dissenunatIon oftechrucal/practlcal and market InformatIOn dIscovered
through research efforts,

• PromotIOn of partnenng and contractmg arrangements among agnbusmesses, MSEs
and farm-firms,

• Tram MSEs m marketmg, management, and finance pnnciples usmg small busmess
aSSOCiatIOns
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VI OperatIOnal RamIfications of Implementmg StrategIes Promotmg Growth ofMSEs
Related to AgrIculture.

USAID has several operatIonal mechamsms at Its disposal to put successful programmatic
strategtes mto action These mclude financial assistance (loans and grants), commodities,
technical aSSistance, education, and tralmng However, m the past these mechamsms were
largely government to government aSSIstance Today's world ofopen econoffiles,
competitiveness, pnvate-sector mltIatlves and profit-onented firms reqUIres mnovatlve new
approaches to promote MSEs With the new polIcIes It wdl be Important to promote mdlvldual
responsibilIty for MSEs rather than the paternalIsm and relIance on government m the past The
goal IS reduced subsidies and mcreased relIance on markets to establIsh an effective, sustamable
development Less aid and more bUSiness style partnershtps will be needed In tlus new
enVlfonment (Brugger, 1995, Chapter 10) Tlus may reqUIre new mechamsms or adaptations m
current mechamsms

Several institutIOnal forms can faclhtate Implementation ofthese strategies promoting growth of
MSEs related to agnculture

~ BUSiness partnenng and contracting,
~ Input and output marketing firms,
~ Non-government orgaruzatlOns (foreign and host country),
~ Small bUSiness aSSOCiatIOns,
~ Development banks and/or commerCial banks,
~ Credit umons and cooperatives, and
~ Host country government agencies

The lIterature reViewed indicates that no one institutIOnal form IS clearly supenor to another In
terms of achtevIng success With MSEs Examples ofprogram success and failure With MSEs
can be found for each ofthe above institutional forms The most Important elements of success
mclude mstltutlOns that reach a large number of chents, that have a Viable technology, that use
appropnate pnCIng of the servIces rendered, that have motivated and competent entrepreneurs,
and that achteve profitablhty or finanCial sustaInabllIty

Partnenng and contractmg arrangements may offer much potential for growth and development
ofMSEs These arrangements have the advantage offleXlblhty to satisfy the needs ofboth
parties to the contract Contracts can be speCified m many ways to guarantee markets for
productIOn, to share m the production, to provide capital for bUlldmgs and eqUIpment, to supply
productIOn mputs, to proVide techrncal support to producers and to specify performance
standards and qualIty control Some examples are (1) Lmdemann Farms m CalIforrua which
markets melons for producers from throughout Central Amenca, (2) Georgia Vegetable
Company which buys sweet omons from Nicaragua for sale m the U S and plans to start
Importmg a number of other speCialty products, (3) a MeXican tobacco firm (La Modema) whtch
contracts With small farmers to moderruze tobacco productIOn The parties m the La Modema
contract share the productIOn (50 percent each), farmers supply the land and labor, and the firm
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supphes the farmers wIth macmnery, eqmpment, mputs and techmcal know-how (Torres, 1995),
(4) Smger Company eqUipment leasmg to MSEs mBangladesh (Larson, 1992), and (5) contract
brOiler production and dIstnbutiOn m many countnes

Perhaps the most effective way to reach larger numbers ofMSEs, and hnkages to farmers, IS to
work WIth mput and output marketmg firms The hterature shows that commerce employs large
numbers ofMSEs These firms hve and work m rural areas and have VItal commerc1allmkages
to farm-firms and rural households The traders buy farm productiOn, sell productiOn mputs and
household goods, and proVIde techrucal mformatlOn, credIt and other sefVlces to rural areas
(Meyer and Larson, 1993 and Larson, 1992) They can become an unportant mecharusm to
Improve Incomes and welfare In rural areas Tralrung and credIt programs for these MSEs may
be very eflfecttve ways to unprove the hnkages WIth farm-firms

Perhaps the most success has been acmeved by a few banks and several non-government
orgaruzatlOns (NGOs) In workIng WIth the MSEs They have Incorporated the elements of
success mentIoned above mto theIr actIvItIes Successful and profitable NGO and bank mIcro
enterpnse lending programs (Actuar m ColombIa, Banco Sohdano In BolIVIa, Bank Rakyat
IndoneSIa urut desa system (BRI) and Badan Kredit Desa (BKD) In IndoneSIa, and Lembaga
Perkreditan Desa (LPD) In Ball) have been IdentIfied (ChrIsten et aI, 1994) Many other NGO
and bank programs, however, contmue to have major financial problems and must rely upon
SubSIdIes to operate (ChrIsten et ai, 1994 and Burt et aI, 1990) In some NGOs the pmlosophy
IS largely grant-onented, whIch does not meet the cntena for Increased self-rehance and
finanCial sustaInabIhty mentiOned above

Small bUSiness aSSOCIatIons and farmer aSSOCIatiOns may have potential for Increased aSSIstance
to MSEs They could prOVIde mformatiOn servIces on domestIC and export markets, short
courses, techmcal aSSIstance and semmars ofmterest and value to members

Development banks may have some potential for lendmg to MSEs, but It IS clear that a number
offinanCIal and management Issues need to be resolved before development banks wIll be able
playa major role In aSSIstIng MSEs (Adams et ai, 1984 and Gonzalez and Graham, 1995)
CommerCIal banks also have great dIfficulty lendmg to MSEs because of the small loan SIze,
hIgh transactiOn costs, hIgher nsk, and perceIved poor credItworthIness ofMSEs As MSEs
grow and prosper, some may graduate to the mtrumum SIze deSIred by most commerCial banks

Credit uruons and cooperatIves already work successfully WIth many MSEs but credIt uruons
frequently have their own problems of retalrung membershIp, profitablhty, loan portfoho quahty,
and management difficultIes (Shaw, 1995) CredIt uruons and cooperatives do appear to be an
attractive alternatIve for MSEs that grow beyond the very small borrower and saver stage but
who may not be the larger credItworthy borrower or saver deSIred by commerCIal banks

Major changes In many host country government agenCIes wIll lIkely be necessary to work
successfully WIth MSEs Wlule these agencies may be mvolved In work With MSEs, the
hterature IS clear m emphaslzmg that the government should focus Its efforts on the larger Issues
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ofmacroecononuc and polItical stabIlIty, proVId1Og adequate 10frastructure for MSEs such as
phYSICal facIhties, publIc market 1OformatlOn, commurucatlOns, laws and regulatlOns, and
educatlOn

VII Suggestions for Research on MSEs and Agriculture

.. Sub-sector research should be conducted to Identify where MSEs may have comparatIve
advantage 10 productlon-distnbutIon systems for farm products The research should
Identify where the MSEs can maxmuze theIr contnbutlOn to broad based, sustamable
development What are the actIVItles that MSEs can perform best? Some possibl1Itles for
strong MSE and agnculture lInkages Identtfied 10 the lIterature and workshop dIscussiOns
1Oc1ude local and regiOnal markets, and servlces of all types 1Oc1udmg 10put supply,
product market1Og, consumer goods, finance, repaIrs, and household servlces

Research should be conducted to Identify pnvate sector partnenng and contract1Og
opporturutIes for the productiOn ofnon-traditiOnal agncultural crops 10 Afhca, Asia,
Lat10 Amenca and the Canbbean regiOns, I e speCIfic crops, local entrepreneurs and
market opporturutles for regiOnal and 1OternatiOnal export AddItIonally, 1O-depth
country-by-country evaluatlOns would be conducted to define export and Import
regulatiOns that affect the orgaruzatiOn ofthe market, 1OcIud1Og strategIes for complIance
With phytosarutary restnctiOns 10 the Import1Og countnes (U S A and Europe) In-depth
studies would only be conducted 10 countnes that showed the greatest potentIal for
develop1Og the partnenng relationships In addition, techrucal aSSIstance reqUirements
and potential contractual speCificatiOns must be Identified to 10sure successful partnership
arrangements In those countnes IdentIfied as haVing the greatest potential

The strength ofthe forward and backward lInkages between the farm and non-farm
sectors IS an Issue that needs better documentation of success cases Past research has
reported large differences In the Size ofthe multiplIers Some ofthe success cases In

Asia, Lat10 Amenca, and the Canbbean should be studied to descnbe and estunate 'ex
post' the nature and SIze ofthe multiplIers between the two sectors Cases of demand-led
agncultural growth and supply-led agncultural growth should be studIed

The world IS entenng a new frontier ofmformatIon technology through the INTERNET
1OformatiOn superhighway that WIll open many new opporturutIes globally for trade 10
speCialty products that MSEs can supply very effiCIently The costs of1OformatiOn
through this system wl1l be much lower than current 1OformatiOn costs about markets,
products and opporturutIes The costs Will be affordable for some MSEs Research
should be conducted to deternune the opporturutIes of this 1OformatlOn superhighway for
MSEs, how they Will be able to use this technology for theIr firm, and how USAID
aSSIstance nught faCIlItate adoptIon ofthe technology
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