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| NTRODUCTI ON
1. The second session of the Comm ssion on Enterprise, Business Facilitation
and Devel opnent was held at the Palais des Nations, Geneva, from1l to
5 Decenber 1997. In the course of the session, the Commi ssion held 3 plenary

meetings (7th to 9th neetings) and 10 informal meetings.

Openi ng st at enent

2. The Secretary-General of UNCTAD, referring to the role of UNCTAD s

Commi ssions in general, said that expert neetings were intended to provide
expert inputs to the Conmi ssions, which would in turn assist the Trade and

Devel opnent Board in its role as a decision-nmaking body. The Comm ssions shoul d
have a permanent role to play and should have nechanisns to allow themto follow
up deci sions between sessions. They should becone partners with the secretariat
in the inplementation of the work progranme.

3. Wth regard to agenda item 3, he drew the attention of the Conmi ssion to

t he recomendati ons of the Expert Meeting on Covernnent and Private Sector Roles
and Interactions in SME Devel opnent, which had taken place in Geneva from23 to
25 July 1997. Sone 110 national experts from 65 countries, as well as
representatives fromseveral United Nations agencies, other international bodies
and NGCs, had participated in the Expert Meeting, which had focused on four
maj or issues: (i) channels for Governnent-private sector dialogue; (ii) policy
coherence for SME development; (iii) SME support mechani sms and agencies; and
(iv) the role of professional organizations in Government-private sector

di al ogue and SME support.

4, The Expert Meeting had made a number of recomendati ons for attaining
effective dialogue, mainly that dialogue had to be an interactive process and
had to invol ve a bal anced representation of all sectors of the business
community. Effective dialogue could pronote a coherent policy framework. The
chal | enge before the Conmission was to translate these recomendati ons into
practical suggestions for inplementation at the country |evel

5. Concerning item 4 of the agenda, he noted that seven sub-itenms would have
to be addressed, but he hoped that there would be enough tine for practica

di scussions on the expert neetings’ conclusions. The transit issue was of great
i nportance all over the world in terms of revenue. During his last visit to the
Eur opean Commi ssion, he had been informed that |ost income resulting from
transit problens was estinmated at US$ 5 billion each year for the European
countries alone. The recommendati ons that had enmerged fromthe Expert Meeting
on the Use of Information Technol ogies to Make Transit Arrangements More

Ef fective should therefore be | ooked at carefully and practical ways to

i mpl enent them at the country |evel should be exam ned. Four of the seven sub-
items were related to trade efficiency and to the activities |aunched at

Col umbus (Chio) in 1994. The tine had conme to seek a conprehensive approach to
the issues involved and, in the case of Trade Points, to take stock of the
experience acquired. He concluded by inviting delegations to reflect on the
role of the Commission and its relationship with the secretariat and to ensure
that the Conmi ssion’s conclusions ainmed at concrete actions.



Chapter |

ENTERPRI SE: | SSUES RELATI NG TO AN ENTERPRI SE DEVELOPMENT STRATEGY

(Agenda item 3)

6. For its consideration of this item the Comm ssion had before it the
fol |l owi ng docunent ati on:

“Progress towards strategies for enterprise devel opnent: Note by the
UNCTAD secretariat” (TD B/ COM 3/9);

“Report of the Expert Meeting on Government and Private Sector Roles and
Interaction in SME Devel opnment” (TD/ B/ COM 3/ 6-TD/ B/ COM 3/ EM 2/ 3) .

7. The Director of the Division on Investnent, Technol ogy and Enterprise
Devel opnent (DI TE), introducing item 3, said that globalization reflected a
nunber of fundanental changes in the process of production and in the way firns
conpeted in the global econony. One was the grow ng know edge-intensity of
production, which was breaking down the distinction between "traditional"” and
"high tech" industries. Know edge and know edge-based skills and capabilities
wer e what distingui shed dynam ¢ and conpetitive firms of all sizes.

8. Wthin this context of nore know edge-intensive production, firns had
begun to conpete not only in terns of price but also on the basis of their
ability to sustain a process of innovation. Wth liberalization, this

i nnovati on-based node of conpetition had diffused worldwi de and broken down

anot her traditional distinction between firnms which were focused on the donestic
mar ket and those that exported.

9. Smal | and nmedi um si zed enterprises had fewer resources of their own to
meet these new chall enges, and their ability to articulate their needs was
weaker than that of larger firnms. Enterprise devel opment strategies,
particularly those concerned with SMES, nust thus be conceptualized as a set of
i ntegrated el ements whose interactive effects were critical to the success of
the overall effort. The role of public-private sector dialogue, considered by
an Expert Meeting in July 1997, was one such el enment, but there were severa
others, including the need for a well devel oped regul atory system and a strong
accounting capability in the SME sector. DI TE s accounting programe was
working with the entrepreneurship and innovation training progranme - EMPRETEC -
to build this capability.

10. SMEs depended upon a host of other support programres to sustain their
ability to undertake the many small changes that ensured their conpetitiveness.
The provision of services to SMEs had been strengthened through clustering,
notably in the devel opment of incubators and technol ogy parks. The role that
net wor ki ng, partnering and clustering mght play to strengthen the SME sector in
devel opi ng countries and econonies in transition was a subject for further
policy analysis and required the preparation of case studies which highlighted
best practice.

11. Wth respect to the Commi ssion's request to report on the possibility of
creating a network of research bodies and other support agencies working in the
area of enterprise devel opnent, research had shown that such networks already



exi sted and that a new one woul d not be needed. The Expert Meeting on public-
private sector dialogue had requested that UNCTAD provide a place on its web
site where those who had participated in the Meeting mght continue their
exchange of views, and the web site was being devel oped to this end.

12. Concerning the request to report to the Comm ssion on DI TE s cooperation
with other United Nations agencies and international organizations in the area
of enterprise devel opnment, she noted that nmuch work on strengthening the
EMPRETEC programme and the pilot network of centres for innovation and
enterprise developnent in Africa built upon the close |links established with

I TC, UNDP's Enterprise Africa programe, |ILO UN DO and Canada's I DRC. DI TE had
begun to expl ore ways and neans of spreading enterprise devel opment concepts and
progranmmes to economies in transition through its cooperation with Directors of
EMPRETEC programes in Latin America and Africa and with OCECD through its
training centre in Istanbul. The UNCTAD- ECE Task Force on enterprise-

devel opnent-rel ated i ssues in economes in transition had a role to play there
as wel |

13. The spokesperson for the Asian Group and China (Sri Lanka) said that the
devel opnent of SMEs had been accorded an inportant place in the econom ¢ and
soci al strategy of devel oping countries, and Governnents were now attenpting to
address their problens through specific policies. He did not favour uniform
policies or strategies to develop or assist SMEs, as there were w de differences
among devel oping countries in terns of stages of devel opnment and industria
tradition.

14. His Group recogni zed the need for an effective dial ogue between governnment
and the private sector at all levels, and it drew attention to the inportance of
the quality of the working relationship between them He highlighted the

i mportance of finance, training, innovation, technol ogy, market information and
busi ness support for SME devel opnent and stressed the overall inpact of positive
government policies. Policy coherence for SME devel opnent inplied a favourable
overall policy framework which depended not only upon government policy but al so
on a variety of macro-econonic factors and international factors, such as the
provi sions of international agreements.

15. The Asian Group and China supported the need for a framework of proactive
policies for a broad range of support nmechani sns and busi ness devel opnent

servi ces based on integrated progranmes. The secretariat docunent raised a
nunber of relevant issues in this respect.

16. Owi ng to changes in demand associated with new systens of gl obalized
production, inter-firmcooperation had assunmed great significance. Mny firns
found that such cooperation was necessary in order to | ower costs and to becone
nore innovative. International institutions could play a leading role in this
area, especially to encourage networking of firns of devel oped countries with
those of devel oping countries. He underlined the inportance of effective

di ssemi nation of information relating to opportunities for cooperation anong
firms.

17. Future work by UNCTAD shoul d include case studies of effective nechanisns
to pronote dialogue at all levels and to exami ne the inplenmentation of the
subsidiarity principle, the inpact of l|iberalization on the devel opnent of

SMEs, the role of Governments in pronoting inter-firm cooperation, including
clustering, networking and technol ogy partnerships, between and anbng SMES, as
well as with larger enterprises, and a review of the coherence between trade and
mcro policies and its inpact on SMEs.



18. The spokesperson for the African G oup (South Africa) said that the

Conmi ssion’s di scussions should take into account firstly the internationa

di mensi on of the issues raised and secondly African reality, in which sone
countries were dealing with issues of clustering, strategic partnership and
technol ogy transfers, while others were still grappling with issues of training,
i nformati on, finance and access to nodern technology. There was still need for
donor assi stance.

19. The Expert Meeting on Governnment and Private Sector Roles and Interactions
in SME Devel opment had set solid foundations for addressing the roles of
Governnments and the private sector, the need for coherent policy framewrks and
effective support neasures. |In general, his Goup supported its
recommendati ons, though nmuch work remained to be done by UNCTAD to assi st

devel oping countries in this field.

20. Further work was al so needed on the issues of subsidiarity, coherence
between trade and micro policies and the effects of |iberalization on SME
devel opnent .

21. The report entitled "An overview of activities in the area of inter-firm
cooperation” (UNCTAD/ | TE/ EDS/ 2) was an extremely useful docunment. Two key

el ements for the African G oup energed: firstly, there was a |ack of analytica
and policy-oriented work on inter-firm cooperation involving firms from
devel opi ng countries; secondly, Africa had been left behind in matters of
strategic alliances, inter-firmtechnol ogy cooperation and especially

i nformati on technology. This illustrated the fact that devel oping countries
were still struggling with strategies to pronote sustainable enterprise

devel opnent. Technol ogi cal capacity-building woul d not take place w thout the
necessary international support neasures, and further work on clustering was
al so necessary.

22. He stressed the crucial role of the international conmunity in providing a
conduci ve policy environnment as a corollary to stable and consistent nationa
policies. The information nmade avail able on research bodi es was useful, and
UNCTAD shoul d begin setting up a directory of such databases. He encouraged the
devel opnent of UNCTAD s presence on the Wrl dwi de Web, and requested that those
who had no access to the Web be provided with information in printed format.

23. He cal |l ed upon the devel opnent partners to provide resources to ease
budgetary constraints so as to allow UNCTAD to participate in inportant events
related to enterprise developnment. His G oup wel conmed the extension of EMPRETEC
programmes to an additional 10 African countries and pointed to the need for
techni cal cooperation in many other areas, hoping that UNCTAD would be in a
position to conply with requests received.

24. The spokesperson for the Latin Anerican and Caribbean G oup (Peru) said
that the secretariat’s docunentation highlighted inportant el enents for SME
devel opnent strategies. There were fundanental social and economic reasons for
focusing on SME devel opnent, since SMEs contributed to sustainable growth and
assured a better distribution of wealth, thereby providing social equity. Both
the redefinition of the role of the state and the process of industria
conversion had led to an increase in the nunber of SMEsS. These SMES were aware
of the need to increase their conpetitiveness and drew upon their characteristic
asset, nanely flexibility. SMEes devel oped through their own efforts but faced
i nportant problens in their expansion, particularly in opening up new markets.
Management skills and know edge to respond to | egal and regulatory requirenments
and gain access to finance and technol ogy were anpong the areas where they faced
probl emns.




25. Latin American and Caribbean countries had included SME devel opnent in
their national agendas, and they encouraged UNCTAD to work in the follow ng
areas: the provision of SME services, especially in rural areas; an assessnent
of the efficiency of business support services; and the inmpact of obligations
arising frominternational agreenents, including the Uruguay Round agreenents,
on national policies for SVME support.

26. The representative of Luxenbourg, speaking on behalf of the European

Union, said that, in a world characterized by globalization and |iberalization
and stinulated by technol ogi cal progress, the market economy had becone the
norm and enterprises played an increasingly inportant role in the devel opnment
process. This situation posed new challenges to enterprises, and particularly
in devel oping countries and in countries in transition, the role of the
different actors in the process needed to be reconsidered. Policy coherence was
needed to strengthen the enterprise sector and increase conpetitiveness, and the
public/private-sector dial ogue should be given particular attention in this
respect.

27. For SMEs to participate nore effectively in the international econony,

they had to focus on key factors such as inproving their capacity to adapt to
structural changes, technol ogical innovation, and inter-firm cooperation and

col l aboration. In that connection, the European Union's devel opment cooperation
wi th devel opi ng countries and countries in transition was designed to assist the
private sector, a major devel opment actor today, in establishing inter-firm
cooperation.

28. The representative of the Russian Federation said that the analytical and
practical work done by the secretariat was hel pful, especially the work on
changing trends and their inpact on enterprise devel opment. The need to

reformstate enterprises was providing opportunities for SME devel opnment, and
the key tasks in that process were to provide an enabling |egislative framework,
i nprove managenent structures and restore |inks between enterprises. He
proposed that an expert neeting on inter-firm cooperation should be convened in
1998.

29. The representative of Cuba said that inmportant transformati ons were taking
place in his country’ s econony. The di sappearance of the Eastern European
markets had nmade it necessary to take a series of neasures to inprove efficiency
and integrate into the world econony. The reformof the constitution had made
possi bl e the existence of private property, the restructuring and reduction of
mnistries and the transfer of responsibility for the nanagenent of material and
financial resources to the entrepreneurial sector. The re-establishnent of
nonetary and fiscal equilibriumhad been achi eved by reducing subsidies to
enterprises. The new tax |law and financial systemallowed enterprises to retain
profits, while the new investnment |law permtted investnment. Wth respect to
SMEs, they included m xed enterprises, agricultural cooperatives and small | and-
owners, as well as artisanal organizations. |In the case of small |andowners,
both the Governnent and the private sector was providing assistance in respect

of credit and marketing. Cuba had al so organi zed a chanber of conmerce, whose
function was to provide inforrmation to the entrepreneurial sector concerning
busi ness opportunities, markets and information technology. Finally, for trade
facilitation and enterprise devel opnent, it was necessary to pronote a
favourabl e international environnent, w thout any interference in the sovereign
affairs of States, without application of restrictive business practices,

wi thout the use of business practices inconsistent with the principles of
international law, and without unilateral or extra-territorial |egislation



I nformal neetings

30. The Commi ssion pursued its consideration of agenda item 3 in infornma
nmeeti ngs.

Action by the Conmm ssion

31. At its closing plenary neeting, on 5 Decenber 1997, the Conmi ssion adopted
its agreed conclusions on agenda item 3. (For the text of the agreed

concl usions, see annex | below.) It also agreed to annex to its report the
Chairman’s summary of the informal discussions under agenda item 3. (For the
text of the summary, see annex |I1 bel ow).
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Chapter |1

SERVI CES | NFRASTRUCTURE FOR DEVELCPMENT AND TRADE EFFI Cl ENCY ASSESSMENT

(Agenda item 4)

32. For its consideration of this item the Comm ssion had before it the
fol |l owi ng docunent ati on:

“Services infrastructure for devel opment and trade efficiency”
(TD/ B/ COM 3/ 10)

“Proposal for a Trade Efficiency Assessnent Met hodol ogy (TEAM”
(TD/ B/ COM 3/ 10/ Add. 1)

“Report of the Expert Meeting on the Use of Information Technologies to
Make Transit Arrangenents More Effective” (TD B/ COM 3/5-TD/ B/ COM 3/ EM 1/ 3)

“Report of the Expert Meeting on Tel ecommunications, Business Facilitation
and Trade Efficiency” (TD/ B/ COM 3/7-TD/ B/ COM 3/ EM 3/ 3).

33. The spokesperson for the Asian Group and China (Sri Lanka) said that
governnment initiatives to assist in the setting-up of businesses revol ved around
finance, the aimbeing not only to increase the availability of finance but also
to reduce its cost. Traditional financial institutions tended to favour |arge
enterprises at the expense of SMEs, and in that connection he stressed the

i nportance of micro finance, particularly for his region where 70 per cent of
the world' s poorest lived. He recalled the innovative and pioneering mcro
finance initiative |aunched by the G anmeen Bank in Bangl adesh and now w dely
replicated throughout the region. The Asian group and Chi na supported UNCTAD s
initiative designed to help make mcro finance a sustainable activity.

34. UNCTAD s initiative to pronote private sector participation in mcro
credit was a very practical one, though it was inportant that the programre
should not rely solely on one source of funding. The support of the Bank and
Gover nment of Luxenbourg was appreciated, but it should be conpl enented by
private sector support.

35. The two Expert Meetings on the Use of Information Technol ogies to Make
Transit Arrangenents Mdre Effective and on Tel econmuni cati ons, Busi ness
Facilitation and Trade Efficiency had been successful and had resulted in
practical recommendati ons which should be endorsed by the Comm ssion. He
expressed his appreciation for the fact that nmore than 250 experts fromthe

t el ecomruni cations neeting had participated in ITU s Tel ecomInter@tive
meeting, and this type of inter-institutional cooperation should be seen as a
nodel for future endeavours.

36. The Asian Group and China attached particular inportance to the

devel opnent di nension of the work under way on el ectronic conmerce, and that
wor k shoul d receive greater visibility. He noted that the discussions
undertaken on el ectronic comerce in the context of the Hi gh-level Segment of
the forty-fourth session of the Trade and Devel opnent Board had been of high
qual ity and had benefited significantly fromthe work of the Expert Meeting on
t el econmuni cati ons. UNCTAD had taken a pioneering stance in electronic
comerce, though the strategy followed
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by UNCTAD in the area of trade efficiency should now be updated taking into
account the nost recent developnents in this area, including the |ega

dimension. Finally, the trade efficiency assessnment nethodol ogy represented an
excel l ent basis for neasuring the inplenentation of the Col unmbus
recommendati ons, setting up Trade Points and taking advantage of new
opportunities. He therefore expected that adequate extrabudgetary fundi ng woul d
be made avail able for these activities.

37. The spokesperson for the African G oup (South Africa) said that the
secretariat report (TD/ B/ COM 3/10) rightly pointed out that the services
infrastructure for nmicro enterprises in devel oping countries, and in particular
LDCs, was weak and required considerabl e support and devel opment. UNCTAD was
hel ping to provide support for and devel opnent of the appropriate services in
areas where it had a conparative advantage through practical initiatives such as
the organi zation of an international micro finance market. Although this type
of work had not yet been field-tested in Africa, his Goup was keenly interested
in the financing issue and in the need to explore all possible avenues to
strengthen countries’ own capacities.

38. Wth regard to the lack of recognition or coordination between the form
banki ng sector and the delivery agents of finance, further research should be
done on the various aspects of this issue, including the inmpact that conflicting
policy advice or denmands fromthe international conmunity could have in this
regard. The results of UNCTAD s work in this field should be nmade w dely

avail abl e as soon as possible.

39. Wth regard to MFIs, it was hoped that all MIs in devel oping countries
and especially in LDCs woul d have the possibility of accessing new funds through
UNCTAD s work, and that they would all be provided with the information and
questionnaires referred to in the secretariat’s report. H's Goup supported the
suggesti ons nentioned in paragraphs 32 and 33 of the report.

40. Concerning the expert neetings, the transit issue and the issues of access
to information, technology and connectivity remai ned of greatest inportance to
Africa. Africa did not want to be sidelined as far as el ectronic comerce was
concer ned.

41. Trade efficiency was anot her key concern for African countries, but
UNCTAD s capacity to inplenent practical programmes was linmted due to funding
constraints. UNCTAD s intergovernnental machinery nust be used to advance
under st andi ng of the policy adjustnments necessary to support trade efficiency in
a country.

42. He wel comed the trade efficiency assessnment nethodol ogy, which would all ow
countries to receive an overall picture of their efforts and enable UNCTAD to
provi de not only specific technical cooperation projects or intergovernnenta
policy fora but also a clear |ink between international policy dialogue and
overall national inplenentation. The nethodol ogy was a dermand-driven tool that
needed support as soon as possible.

43. Finally, he suggested that an African regional Trade Point forum be held
on the basis of the subregional ones, and pointed out that sone ASYCUDA projects
wer e not sustainabl e because of the lack of training and human resources.

44, The spokesperson for the Latin American and Caribbean G oup (Peru) enphasized
the fact that micro enterprises and SMES were an instrument to fight poverty, and
the informal sector should have access to the sanme opportunities as |arger
enterprises in order to becone a conpetitive source of goods and services. Mcro
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enterprises and SMEs needed to have their own credit nechanisns, as their initia
capital canme fromfam |y savings and was not sufficient to ensure continued grow h.
The rol e of UNCTAD should be to investigate the possibilities of establishing Iinks
bet ween private sector investors and micro financing institutions and providing
access to micro credit and mcro insurance.

45. Wth regard to trade efficiency, the nobst inportant areas of activity had
been identified, nanely custons, transport, banking and insurance,

t el ecomruni cati ons and business information. The trenmendous advance of information
technol ogy and its inpact on services in these areas had created a need for

i nternational cooperation, especially in the field of regional integration and its
| egal aspects (intellectual property rights, international regul ations, and paynent
security). He therefore expressed support for the recommendati ons made by the
Expert Meeting on Tel econmuni cati ons, Business Facilitation and Trade Efficiency,
especi ally paragraph 7 of docunent TD/ B/ COM 3/7.

46. He took note of the proposed trade efficiency assessnent nethodol ogy and
recogni zed the need to assess the quality of a country’s services infrastructure.
He al so recogni zed t he advantage of having SMEs participate in the evaluation, and
he noted the voluntary character of the exercise. The need to publish trade
efficiency indices did not seem evident, but a mechani sm should be created to link
the eval uati on exercise with technical assistance proposals designed to inprove
nati onal trade efficiency.

47. His Group supported the technical assistance provided by UNCTAD through
EMPRETEC, ASYCUDA and the Trade Point progranme. |In particular, it supported the
proposal to create an international federation of Trade Points to pronote
cooperati on and coordi nati on anong Trade Points and enhance the participation of
devel oping countries in wrld trade of goods and services.

48. Final ly, expert neetings should be convened on three topics, nanely specific
financing nodalities for nmicro enterprises and SMEs; electronic comerce and its

i npact on the process of regional integration; and the legal inplications of

el ectronic comerce, including intellectual property, authentification, effects on
contractual law, regulation and security of paynents.

49. The representative of Luxenbourg, speaking on behalf of the European Union
expressed continued support for the trade efficiency progranme as it had devel oped
since UNI STE at Col unbus (Ohio) in Cctober 1994. At the same tine, the

Commi ssion’ s session represented the right time to think about the new rol e of
UNCTAD in nobilizing international institutions in the field of trade efficiency,
and it would be inportant in that connection not to try to do too many things at
once.

50. Wth regard to micro finance, in Novenber the Council of Mnisters of the
Eur opean Uni on had adopted a resolution on that issue. Mcro finance was a fairly
new i nstrument in the battle against poverty and the devel opment of the private
sector in developing countries, offering mcro services to the poorest groups of

t he popul ati on which had been isolated fromtraditional service providers. The
Granmeen Bank considered the poor as responsible partners, and micro credit
institutions were the proof that sustainable enploynment and real devel opnent could
be based on individual energy, responsibility and autononmy. These institutions
succeeded where traditional public programres failed, and she supported UNCTAD s
initiative ained at creating an essential direct |ink between private investors and
mcro finance institutions in devel oping countries.
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51. Concerning trade efficiency, UNCTAD had had a nunmber of successes with
ASYCUDA, ACIS and TRAI NMAR.  However, the Trade Point progranme was nore anbitious
than those technical programes, as it hel ped countries to integrate into the world
econony. In that connection she suggested that Trade Points should quickly becone
financially autononobus to ensure that they continued catering to private sector
needs. The services offered by the Trade Point could be sold and thus allow the
Trade Point to finance itself. The Trade Point programe shoul d undergo an
external evaluation within a reasonable tinme frame to see what shoul d be inproved.
Finally, the creation of a legally autonomous Trade Point federation would pronote
financi al independence and clarify the status of the individual Trade Points.
Viability should be one of the nbst inportant conditions for menbership of the
federation.

52. The representative of Guatemal a stressed the inportance of the poverty

probl em which affected one third of the world' s popul ati on, above all wonen in
devel oping countries. For them mcro credit represented the hope of being able to
alleviate their poverty by expanding their mcro businesses, and she therefore
expressed support for the UNCTAD initiative aimed at pronoting the organi zation of
an international mcro finance market.

53. In her region, NGOs had successfully transformed thenselves into mcro
finance institutions and micro banks which had succeeded in becom ng financially
aut ononous t hrough donati ons and could therefore expand their services for mcro
enterprises. |Inproved access of micro finance institutions to the internationa
mar ket would | ead to sustainability and interacti on between private sectors in
devel opi ng and devel oped countri es.

54. The representative of Pol and descri bed the dynam ¢ growth of SMEs and their
key role in her country’s national econonmy. The devel opment of small and nedi um
sized enterprises was to a | arge degree dependent on the availability of

devel opnent capital, usually based on self-financing, and on access to externa
sources. In Poland, the ability of businessnmen to finance thenselves was stil
limted, especially in the industrial sector, and the credit ternms offered by banks
were one of the main barriers to the devel opment of SMEs.

55. The probl ens of governnent policy towards SMEs for the years 1998-2000 were
currently being discussed in the context of the ongoing globalization of the world
econony and the liberalization of Poland s trade, especially with the European

Uni on countries. The goals of the new policy were likely to include increasing the
conpetitiveness of the SME sector, achieving a real increase in investnments in
SMEs, and expandi ng SME exports. The SME sector was one of the pillars of the
Pol i sh economnmy, and its role would increase in the future.

56. The representative of Japan said that micro credit was an inportant and
effective instrunent for the alleviation of poverty in devel oping countries. He
agreed with the UNCTAD secretariat that the lack of information flows between mcro
banks and potential investors constituted an obstacle for the devel opment of mcro
credit. Inits activities in the mcro credit field, UNCTAD should work in close
cooperation with international organizations such as | FAD and UNDP

57. I nformati on technol ogy was devel oping rapidly, but lack of infrastructure and
human capacity hanpered its devel opment in many devel oping countries. He

recogni zed the rel evance of UNCTAD work in establishing Trade Points, but noted
that lately Trade Points had come to be regarded as instruments for electronic
conmerce rather than as a tool for information exchange. UNCTAD work shoul d
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concentrate nore on the role of information, including in the context of electronic
conmer ce for devel opnent, and on capacity-building, especially in devel oping
countries.

58. The representative of Switzerland expressed her country’s interest in
UNCTAD s anal ysis and proposals concerning mcro finance. Her country had in fact
financed a World Bank study on sustai nable banking for the poor. O 900 MFls, only
12 had succeeded in becoming relatively viable, while the others were weak and
needed techni cal assistance, which was generally provided in the context of donors
coordination fora. Mcro savings deposits anbunted to US$ 19 billion, which
greatly exceeded the existing loan portfolio of US$ 7 billion, and donors gave
priority to inproving client access to existing resources. UNCTAD s role in this
area, where market forces were traditionally strong, should be repositioned.

I nformal neetings

59. The Commi ssion pursued its consideration of agenda item4 in informa
nmeeti ngs.

Action by the Conm ssion

60. At its closing plenary neeting, on 5 Decenber 1997, the Conmi ssion adopted
its agreed conclusions on agenda item4. (For the text of the agreed concl usions,
see annex Il below). It also agreed to annex to its report the Chairman’s sumary
of the informal discussions under agenda item4. (For the text of the summary, see
annex |11 bel ow).
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Chapter 111

ORGANI ZATI ONAL MATTERS

A. Opening of the session

61. The second session of the Conmm ssion on Enterprise, Business Facilitation and
Devel opnent was opened on 1 Decenber 1997 by Ms. Janina Del Vecchio (Costa Rica) on
behal f of M. Manuel Dengo (Costa Rica), Chairperson at the first session of the
Conmi ssi on.

B. Election of officers

(Agenda item 1)

62. At its 7th plenary neeting, on 1 Decenber 1997, the Commi ssion elected its
Bureau as foll ows:

Chai r person: M. A Said Mchuno (United Republic of Tanzania)
Vi ce-Chairnen: M. Petko Baev (Bul gari a)
Ms. Heat her Booth di G ovanni (Uni ted Kingdom of Great Britain
and Northern Irel and)
M. Jean-Marie Noirfalisse (Bel gi um
M. Dilip Sinha (I'ndi a)
M. Trevor Spencer (Trinidad and Tobago)
Rapport eur: M. Sek Wannanet hee ( Thai | and)
C. Adoption of the agenda and organi zation of work
(Agenda item 2)
63. At the sanme neeting, the Conm ssion adopted the provisional agenda circul ated

in docunent TD/B/COM 3/8. Accordingly, the agenda for the second session was as
fol | ows:

1. El ection of officers

2. Adoption of the agenda and organi zati on of work

3. Enterprise: issues relating to an enterprise devel opnent strategy

4, Services infrastructure for devel opnent and trade efficiency assessnent
5. Provi si onal agenda for the third session of the Conm ssion

6. O her busi ness

7. Adoption of the report of the Commi ssion to the Trade and Devel opnent

Boar d.
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D. Provi sional agenda for the third session of the Conni ssion

(Agenda item 5)
64. At its closing plenary neeting, on 5 Decenmber 1997, the Conm ssion approved

t he provisional agenda for its third session (see annex |V bel ow).

E. Adoption of the report of the Commi ssion
to the Trade and Devel opnent Board

(Agenda item 7)

65. Also at its closing plenary neeting, the Conm ssion adopted its draft report
(TD/B/COM 3/L.4 and Add. 1), subject to anendnents to the sunmmaries of statenents,
and aut horized the Rapporteur to finalize the report in the |ight of the
proceedi ngs of the closing plenary.
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ANNEXES

Annex |

AGREED CONCLUSI ONS ON | SSUES RELATI NG TO
AN ENTERPRI SE DEVELOPMENT STRATEGY

1. The Commi ssion reconfirnms the inportance of pronoting and strengthening the
enterprise sector, in particular mcro, small and medi umsized enterprises (MSMES),
so that countries benefit fromthe significant contributions that they can make to
the effective functioning of the market econony and to the generation of

enpl oynment, growth and sustai nabl e devel opment. The MSME sector is critical for
devel opi ng countries, particularly the | east devel oped countries, since it provides
the maj or share of enploynent.

2. The Commi ssion, taking into account the recommendations put forward by the
experts on government and private sector roles and interaction in small and nedium
si zed enterprise developnent in their report (TD/ B/COM 3/EM 2/3), agreed on the
foll owi ng specific recommendati ons on agenda item 3

A Addressed to the international conmmunity

3. G obalization and liberalization require enterprises to function in an

i ncreasingly conpetitive environment. The inplications of these processes on
enterprise devel opnent should be exam ned further. International cooperation
nmeasures for strengthening enterprises in devel oping countries, in particular |east
devel oped countries, and in economes in transition, including financing,
technol ogi cal capacity-building and human resource devel opnent, should be
strengthened. It would also be inportant to ensure policy coherence at the
international level. The international community shoul d encourage cooperation
between firns in devel oped countries and those in devel oping countries and
econom es in transition in order to pronote trade and technol ogy transfer

4, International financial institutions, including regional banks, and other
sources of international financing should devel op and support specific programres
and initiatives to build and nmaintain private sector |ending capacity to MSMES.

5. The international conmunity should work to support national regul atory
environnents that foster and encourage MSME growth. A key activity could be
supporting, upon request, the evaluation of the inpact of current policies and
| egi sl ation, both positive and negative, upon MSMES.

6. The international comunity is urged to strengthen its support for training
and capacity building in the MSME sector, for exanple for small business
representative organi zati ons, non-governnental organizations and governnent support
institutions, in particular in | east devel oped countries.



B. Addressed to Governnents

7. CGovernnments shoul d consi der appropriate neasures to strengthen the
participation of MSMES in the public-private sector dialogue with a view to making
it representative at all |evels of government. These may include designing

ef fective nmechani sns for dial ogue which are all-inclusive, collecting informtion

regardi ng MSMEs and buil ding capacity anmong MSME representative associations by
inter alia supporting research and trai ning.

8. Governnment s shoul d consi der the ways of inproving policy coherence between
macro, mcro and trade policies by strengthening dialogue at all |evels of
government fromthe national to the | ocal |evel and between governnment departnents
and mnistries.

9. Where appropriate, Governnents should take into consideration the principle
of subsidiarity, i.e. identifying who does what best and at what level, in

desi gning and provi ding MSME support services. Governments should cooperate
closely with the private sector, including representative bodies, and utilize the
latter's potential for providing MSME services on a viable basis. It should also
pronote, where appropriate, partnership and networki ng anong service providers,
whet her government or private sector, to contribute to the efficiency and

ef fectiveness of the support nmechanisnms at all |evels of governnent.

10. Governments m ght consider providing support for inter-firm cooperation which
can be a useful tool in facing the pressures of increasing global conpetition and

i n enhanci ng technol ogi cal capability and innovativeness, which are essentia

i nputs for the devel opnment and growth of enterprises, particularly MSMES.

C. Addr essed to UNCTAD

11. The Commi ssion reaffirns UNCTAD s contribution to policy analysis on
enterprise devel opnent and in hel ping enterprises cope with the new trade
environnent. It recognizes the role of UNCTAD as an intergovernnmental forumfor

t he exchange of best practices related to enterprise devel opnent. The Comm ssion
recogni zes the inportance of close cooperation between UNCTAD and ot her

United Nations bodies and international organizations in the inplenmentation of its
work on enterprise devel opnent. Such activities need to be properly supported and
the Comm ssion requests the secretariat to:

(a) (i) Undert ake case studies and prepare a report on cross-country
experiences of the nost effective nechani snms to pronote dial ogue, with
particul ar reference to nmechani sms for achieving bal ance, transparency,
integrity of representation, and effective inpact on policy formulation
and i npl enentati on;

(ii) Assess and prepare a report on the inpact of the interaction between
trade and mcro policies on MSMES, including export support services
relating to non-traditional exports;

(iii) Study and report on ways and neans by which Governments can inpl enent
the principle of subsidiarity by analysing the roles of enterprise
support agencies and services as well as delivery nmechani sns at al
| evel s of governnment, as well as the private sector and NGOs. This
shoul d i nclude an assessnment of the best practices relating to how



(iv)

(b)y (i)

(i)

Giii)
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| ocal authorities in different countries stinulate and support MSMES.
Recomendati ons on the role of |ocal authorities in this regard should
be made;

Report to the Commi ssion on suggestions, including for possible
techni cal cooperation pilot projects, for MSME support services,
particularly geared to the needs of rural enterprises, in cooperation
with rel evant organi zations and interested nenber States;

Conti nue exam ning the inpact and inplications of the challenges and
opportunities of globalization and liberalization in the post-Uruguay
Round tradi ng environnent on enterprise devel opnment;

Pronote the continued expansi on of the EMPRETEC programe networKk,
endeavouring to promote a regional bal ance; national EMPRETEC
programes could al so provide the technical assistance necessary to
prepare MSMEs for inter-firm cooperation, clustering and networKking
initiatives;

Support, where possible, the graduation of economically viable
enterprises with growh potential fromthe informal to the form
sector, with particular reference to the relevant regul atory
envi ronnent .

12. The Comnmi ssion decides to convene the follow ng expert meetings:

(i)

(i)

The inmpact of governnent policy and government/private action in
stimulating inter-firm partnerships regardi ng technol ogy, production
and marketing, with particular enphasis on North-South and Sout h- Sout h
I i nkages in pronoting technol ogy transfers (know how, managenent
expertise) and trade for SME devel opnent;

The rol e of support structure - public (mnistries, regiona

governments and agenci es) and private (e.g. business associations) - in
pronmoti ng and sustaining, clustering and networking for SME

devel opnent, including policy responses to problens for SMES in access
to finance
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AGREED CONCLUSI ONS ON SERVI CES | NFRASTRUCTURE FOR DEVELOPMENT
AND TRADE EFFI Cl ENCY ASSESSMENT

1. The Commi ssion reconfirnms the inportance of continued work on trade
efficiency issues and new financial services, in particular mcro finance, and
reaches the follow ng concl usions:

A New financial services for devel opnent

Addressed to the international conmmunity and to Governnents

2. The Commi ssi on acknow edges the inportant inpact of mcro finance in poverty
alleviation. It recognizes the inportance of expanding financial services in the
area of mcro enterprise devel opnent, as they contribute to providing the basic
means for enpowering individuals, especially wonen, to launch mcro enterprise
activities. The Conmm ssion concludes that CGovernnents and ot her organizations
shoul d work together with UNCTAD to create an enabling environment for mcro
finance institutions (MFls) and that to work with MFIs in mobilizing funds from
sources such as the international financial market is tinely and inportant.

3. The Conmi ssion notes the inportant facilitating role UNCTAD can play in
bringi ng together international asset nmanagers, banks, micro finance institutions
and Governnments. This work could significantly contribute to the creation of an

i nternational market to pronote devel opnment and shoul d continue to be pursued. In
this regard, the Commission calls on the international conmunity to strengthen
these efforts by providing financial support thereto.

Addressed to UNCTAD

4, The Commi ssion considers that the work undertaken by the UNCTAD secretari at
in denpnstrating to international private investors that mcro finance represents
an inportant potential market for investnent, and UNCTAD s efforts in creating and
enhanci ng awar eness anmong nenber States of the enabling environnment for mcro
finance institutions, should be pursued in close cooperation with the conpetent
bodi es of the United Nations and other international organizations in this field,

i ncluding existing national initiatives.

5. The Commi ssi on encourages UNCTAD to continue to pronpte private sector

i nvol venent and facilitate exchanges of experience between practitioners as well as
bet ween Governments, including anong devel opi ng countries. The Commi ssion al so
noted that the secretariat was not involved in mcro finance operations, which are
best left to field practitioners. Taking into account the work already undertaken
by other institutions and organi zati ons, the secretariat should continue to pursue
its work in building up a database of viable MFlIs. As part of its analytical work,
UNCTAD shoul d study the opportunities and chall enges posed for MFIs in accessing
such private sector funds and prepare a report for the next session of the
Conmi ssi on.



B. Trade efficiency

B. 1. Expert neetings

B.1.1. Use of information technol ogies to make transit arrangements nore effective

6. The Commi ssion, taking into account the recommendations put forward by the
Expert Meeting on the Use of Information Technol ogies to Make Transit Arrangenents
More Effective in its report TD/ B/ COM 3/5, agreed on the follow ng specific
recommendat i ons:

Addressed to the international conmmunity

7. Effective transit arrangenents are essential in the devel opment efforts of

| and-1 ocked and transit devel oping countries, especially LDCs. 1In this regard, the
role that new i nformation technol ogies could play in finding viable solutions was
recogni zed. Efforts by the international comunity and Governnments shoul d take

t hese new devel opnents into account. The Comm ssion encourages the internationa
comunity to provide financial support for this activity, in particular the
techni cal cooperation aspects.

8. The Conmi ssion notes the concerns of devel oping countries regarding the |ack
of participation of experts fromtheir capitals in expert neetings. The
Conmi ssion further notes the specific concerns expressed by LDCs in this regard.

Addressed to UNCTAD

9. UNCTAD shoul d take into account in its future work the inportance of using

i nformati on technol ogies in enhancing the efficiency and effectiveness of transit
arrangenents. The inportance of close cooperation with organizations involved in
the devel opment and nmi ntenance of transit systens, in particular the Economc
Commi ssion for Europe, the European Conmunity and regi onal groupings, was stressed
by the Conm ssion

B. 1. 2. Tel ecommuni cati ons, business facilitation and trade efficiency
10. The Commi ssion, taking into account the recommendations put forward by the
Expert Meeting on Tel ecommuni cati ons, Business Facilitation and Trade Efficiency in

its report TD/B/COM 3/7, agreed on the follow ng specific recommendations:

Addressed to the international community

11. The Commi ssion recogni zes the value of the reconmendati ons made by the
experts, and stresses the specific needs of devel oping countries, especially LDCs,
regardi ng access to international networks in general and to el ectronic comerce in
particul ar; the devel opnment of physical infrastructure and human resources, as wel
as the use of existing or foreseen | owcost solutions (e.g. Internet, low earth
orbit satellites), should be enhanced.

12. Recogni zi ng the inportance which electronic commerce will have for
i nternational trade and devel opment, the international comrunity should take into
account and support UNCTAD s work in this area.
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13. Wi | e basi c business concepts such as the customer, goods and paynent
validation will not change, business and government practices are likely to change
rapidly in such a fast-noving situation. Sone of these changes will require

i ntergovernmental action to ensure that there is a common understandi ng and, where
appropriate, that clear guidelines are available to all traders and consumers.

14. The inpact of electronic commerce will be different at the different stages
of the trade process, for exanple business informati on on one hand and transaction
docunents on the other; in both areas, however, the inportance of using open
systens shoul d be recogni zed.

Addressed to UNCTAD

15. The Commi ssion requests UNCTAD to undertake analytical work on trade
efficiency and prepare reports on the follow ng topics, which can inform debate
under item 4 of the provisional agenda for the next session of the Conm ssion

(i) The trade and devel opnent inplications of proposals made to set up a
“gl obal framework for electronic conmerce”

(ii) Policy issues relating to access to participation in electronic
commer ce

(iii) Policy issues relating to human resource devel opment for participation
in electronic commerce and trade facilitation

16. Further cooperation between the Trade Point Progranme and t he TRAI NFORTRADE
Programe woul d provide significant opportunities to train trainers, decision-
makers and trade practitioners in the new techniques of international trade. Use
shoul d be nmade of distance learning tools in this context.

B.2. Trade efficiency strateqgy

17. The Commi ssion, taking into account the strategy described in the background
docunent produced by the secretariat (TD/ B/ COM 3/10), and taking note of the

met hodol ogy proposed by the secretariat to carry out a trade efficiency assessnent
(TD/ B/ COM 3/ 10/ Add. 1), agreed on the follow ng recomendati ons:

Addressed to the international community

18. A rapid external evaluation of the Trade Point Progranme should be carried
out as soon as possible in order to allow the secretariat to adjust and refine its
work in this inportant area. Potential donors are encouraged to contribute to the
financi ng of such an exerci se.

Addressed to Governnents

19. Governments shoul d take appropriate neasures to protect the names and | ogos
used by the Trade Point Programme at the national level, with the assistance of
UNCTAD. The Conmi ssi on considers that the existing subregional and regional fora of
Trade Points could contribute efficiently to such efforts. It also considers that
the establishment of an International Federation of Trade Points could be useful in
this regard. The views of the Trade Point Directors on these issues should be

coll ected and made avail able to nenber States before these issues are considered
further.



Addressed to UNCTAD

20. The Commi ssion expressed its continued interest in the work of UNCTAD in the
area of trade efficiency, in line with the UNI STE recommendati ons and the
concl usi ons of UNCTAD | X, and requests the secretariat to:

(i)

(i)

(iii)

(iv)

(v)

(vi)

Continue to refine the devel opnent of its trade efficiency strategy and
report on it to the next session of the Conmi ssion. |In the case of the
Trade Poi nts, UNCTAD should continue its efforts to enable these to
achi eve financial self-sustainability as early as possible;

Continue to strengthen the inter-institutional cooperation based on
conpl ementarity in the area of trade efficiency, particularly with the
International Trade Centre, the United Nati ons Econonic Conmm ssion for
Europe and the International Tel ecommunication Union. The Comm ssion
encourages the secretariat to develop simlar cooperation wth other
institutions involved in electronic conmerce, such as UNCI TRAL and

W PG,

Pursue its cooperation with non-governnmental actors, especially in the

area of electronic commerce, which will be a central itemof the first

nmeeting of Partners for Devel opnment, to be held in Lyon, France, from?9
to 13 Novenber 1998

Carry out further consultations with nenber States to finalise the

met hodol ogy for a trade efficiency assessment and to devel op “trade
efficiency self-evaluation kits” which could allow Governnents to

eval uate obstacles to trade efficiency at Iow cost. The secretariat is
requested to report to the next session of the Commi ssion on progress
to this regard,;

The Commi ssion supports the continued expansion of the Trade Poi nt
Programe, endeavouring to pronote a regional balance. 1In this
respect, the Conm ssion welcones the efforts by the secretariat to
pronote the establishnent and functioning of Trade Points in Africa.
It calls on the international comunity to support such efforts by
UNCTAD;

UNCTAD shoul d integrate new i nfornmation technologies into its work to
avoi d bei ng outpaced by devel opnents in this field.

21. The Comnmi ssi on decides to convene the foll ow ng expert neeting:

Capacity-building in the area of electronic conmerce: human resource
devel opnent .
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CHAI RMAN' S SUMVARY CF | NFORVAL DI SCUSSI ONS
UNDER AGENDA | TEMS 3 AND 4

A. Enterprise: issues relating to an enterprise devel opnent strategy

(Agenda item 3)

1. The informal discussions raised a nunber of inportant issues. These included
public-private sector dialogue; the informal sector and the definition of mcro
smal | and nedi um si zed enterprises (MSMEs); the provision of support services to
MSMEs and the inplenentation of the principle of subsidiarity; the role of UNCTAD
in MSME devel opnent; policy coherence between trade and micro policies; interfirm
cooperation; and Enpretec.

Public-private sector dialogue

2. Many speakers enphasi sed the inportance of public-private sector dial ogue and
its contribution to policy coherence. It is inportant to maintain bal anced
participation in public-private sector dialogue to ensure that all interests are

represented in the dialogue. Dialogue should contribute both to the formulation of
policies and the assessnent of their inpact. Public-private sector dial ogue needs
to be transparent and structured so as to result in meaningful policy debate
centred on an agenda and docunentation which is publicised in advance and all ows
for adequate preparation by all parties to the debate and thus avoids the use of
such fora to address individual concerns and interests. On the other hand, the
need for fora in which such individual concerns could be aired was noted, as

i ndi vi dual concerns may require governnent intervention to inprove the genera
business climate for MSMES. The timng of the public-private sector dial ogue could
be crucial, for exanple prior to the devel opnent of a policy framework for
structural adjustnment progranmes.

Informal sector and the definition of MSMEs

3. For many devel opi ng countries, the infornmal sector remains an inportant, if
not the most inportant, sector in the econonmy. A nunber of representatives
expressed the view that reconmendations directed towards the SME sector may not
apply to the informal sector. It was stated that consideration of the inform
sector and rural enterprises is essential if the realities surrounding enterprise
devel opnent are to be understood. The smaller the enterprise, the nore imnportant
it is to have an organization to represent it effectively in the dialogue with
gover nment .

4, There was appreciation of the fact that there is no single definition of what
constitutes a mcro, small or nediumsized enterprise. Most definitions | ook at
enpl oynment figures rather than dollar values of sales, and the definitions depend
on the sector in question, the technol ogy used and conditions specific to the
country. Mcro and small enterprises are not synonymous with the informal sector
Mcro enterprises are confronted with the sane kind of conpetitive behaviour as

| arger enterprises. At the other end of the spectrum the dividing |ine between
sel f-enpl oynent and the informal sector is also vague.
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5. Sone del egations felt that the issue of nmeasures to foster the graduation of

i nformal sector enterprises to the formal sector, which had been flagged by experts
in their discussions, deserves nore attention from UNCTAD, in collaboration with

ot her agenci es such as the |ILO which have substantial experience in this area. It
is ILOs objective to organize individuals and m cro and small conpanies that are
active in the infornmal sector so that their voice can be heard in the dialogue with
government on the one hand and to facilitate their integration into the form
sector on the other.

Support services and the principle of subsidiarity

6. It was pointed out that MSMEs depend on services provided by others since,
unlike large enterprises, they do not have the internal capability to undertake
many activities vital to their success, such as research and devel opnent or
marketing. It is not a question of their being weak, but a question of size.

Busi ness associ ati ons and sector-based associ ations are often inportant vehicles
for the delivery of business services. Local-level organizations m ght also be
nmore effective in delivering services since they are closer to their clients’
needs. It was suggested that UNCTAD | ook at prototype institutions which provide
the necessary support and harness other initiatives to create this capacity for
delivery. One representative nentioned the inportant role of |ocal governnent in
supporting MSMEs. His country has formulated a national policy framework, and
support agenci es have been set up. Hi s Governnent wel cones research on federal and
| ocal support agencies which could reach rural enterprises.

7. The nerits of the principle of subsidiarity (identifying who does what best
and at what level) in the provision of services to MSMES were recogni zed by a
nunber of countries. But the application of the principle and its subsequent
decentralization have often led to fragnmentation of services in some countries. The
size of the country therefore has to be taken into consideration. Countries would
benefit from advice on how to inplenment the subsidiarity principle and
clarification on what activities are best provided at the federal or |ocal I|evel.

Rol e of UNCTAD in NMSME devel opnent

8. A nunber of menber States raised the issue of UNCTAD s niche in enterprise
devel opnent. The mandate for UNCTAD s area of expertise is to help enterprises
cope with the new trade environnent. The secretariat explained that, in its work
DI TE focuses on the interrelationship of enterprise devel opment with such issues as
gl obalization and liberalization, the new trade environnent, innovation and
conpetitiveness, entrepreneurship devel opnent, technol ogy transfer and
technol ogi cal capability-building, investnent, inter-firmlinkages and accounting
UNCTAD i s not undertaking nmajor activities in areas where other organi zati ons have
a conparative advantage. At the sane tinme, whenever UNCTAD s work in the area of
enterprise devel opnent involves nandates and expertise available in other

organi zations, the latter are invited to cooperate with UNCTAD. 1In this respect,
del egates urged UNCTAD to | ook for synergies with other United Nations agencies in
its technical assistance work and to diffuse best practices it has devel oped in

ot her countries.

9. The need for UNCTAD to conmuni cate nore effectively the nature and findings
of work in the area of MSME devel opnent was nentioned in |ight of a recent report
of the Secretary-General of the United Nations (prepared by the Departnent of
Econom ¢ and Social Affairs) on entrepreneurship and privatization for economc
growt h and sustai nabl e devel opnent, which does not fully reflect the debate and
concl usi ons reached in UNCTAD on the role of government in MSME devel opment.
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Policy coherence between trade and nmicro policies

10. Pol i cy coherence between trade and micro policies was a concern for many
devel opi ng countries, particularly in view of WO requirenents which could
potentially conflict with their MSME programmes. Most representatives stated that
it is necessary to strengthen MSMEs so that they can cope with the intense
conpetition of the new trading environnent. Some MSMES are able to penetrate

sophi sticated markets by formng interfirmlinks. Such interfirm cooperation was
seen as a neans of strengthening MSMEs via technol ogy transfer and technol ogy
capacity-building, as well as export pronption. Mre work could be done by UNCTAD
in exam ning the |inkages between trade and mcro policies.

Inter-firm cooperation

11. Wth reference to UNCTAD s findings on this subject, it was confirned in the
di scussion that inter-firmcooperation is nore wi despread in devel oped countries
and | ess so in devel oping countries and economies in transition. At the sane tine,
it was stressed that the two latter groups of countries could also benefit from
such cooperation, both in the North-South and in the South-South context.

Successful experiences with inter-firm cooperation, in particular through
clustering, in such countries as South Africa, e.g. in the industrial goods and

aut onobi | e building sectors, the wheat and bakery sector, clothing and textiles and
the nohair wool industry, were also discussed. In India, about 300 clusters have
been fornmed by MSMES thenselves. It was stressed that the Government has a role to
play in providing the necessary support services for technol ogi cal upgradi ng and

i mprovi ng environnental performance.

12. Ref erence was al so nade to the existence of different programmes in devel oped
countries, particularly progranmes in the European Union (EU), that stinulate
inter-firmlinkages anong firns of the EU and those from devel opi ng countries and
countries in transition. At the sanme tinme, one country indicated that when MSMEs
do not have a mature industrial base, it is nore difficult to enter into inter-
firmlinkages, particularly with foreign partners, and to derive full advantage
from such cooperation. An exanple was cited by another country where technol ogi ca
partnership with a TNC produced negative results in terms of devel oping the |oca
partner's technol ogi cal capability.

13. In referring to practical experiences, a nunber of del egates enphasi zed that
successful devel opnent of inter-firm cooperation depends to a great extent on the
exi stence of stable macroecononic policies in cooperating countries and on support
from Governments. This cooperation could also be facilitated through the

devel opnent of an appropriate infrastructure, the creation and strengthening of a
strong legal and institutional base, and nore active participation of business
associ ations in the devel opnment of such cooperation

14. There was a consensus that UNCTAD should continue its work in this area. The
secretariat should further exam ne the phenomenon of inter-firm cooperation in al
its forms, including technol ogy partnerships, clustering and networking, as well as
its inpact, particularly on devel oping countries and economies in transition. O
speci al concern in this respect would be the analysis of ways and neans for the
participation of MSMES, on an equitable basis, ininter-firmlinkages. Specific
proposal s were nade on the further work of the secretariat. In this context, the
opi nion was expressed that analysis of the devel opment of clusters in the
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manuf acturing i ndustry should not be limted to the study of cooperati on anong
enterprises in the same sector, but that it should also pay attention to the effect
on manufacturing industry per se. Additional work would also be required in order
to identify favourable conditions for inter-firm cooperation, including |egal and

i nstitutional franmeworks.

Support services for MSMEs at UNCTAD: Enpr et ec

15. The Commi ssion was briefed by the Director of DITE on the activities of the
Enpretec programme. It was reported that all Enpretec programre activities
formerly executed by the Department of Econonic and Social Affairs in New York had
been transferred to CGeneva. The Programme is now fully executed by UNCTAD.

16. Taking into consideration 10 years of experience in designing, installing and
managi ng national Enpretec Programmes in Latin America and Africa, the secretari at
is engaged in a continuous process of updating and strengthening programre el ements
to respond to the challenges of a globalizing and liberalizing business environnment
and the needs of member States. One del egation was particularly interested in
knowi ng whether the programme is externally evaluated. To highlight only a few
such external evaluations, the European Union awarded Enpretec Brazil and |ater

ot her Enpretec projects in Latin Anerica the |1SO 9003 quality standard for

organi zations; UNDP's Regi onal Bureau for Africa funded an independent and

conpr ehensi ve eval uati on of the Enpretec and ot her MSME programes in African
countries, and based on the result of such evaluation the Enpretec nodel was chosen
to be inmplemented in 10 new African countries.

17. In a recent synposium organi zed by UNCTAD, national Enpretec directors,

| eadi ng entrepreneurs and representatives of other MSME support programes

di scussed el ements of a best-practice programme to support MSMES with high-growth
potential. The findings will be incorporated into the Enpretec programme, which
was requested anong ot hers by Bangl adesh, six Central American countries, Cuba,
Egypt, Indonesia, Mrocco, Pakistan, the Philippines and the CARI COM secretari at.
UNCTAD wi || al so be involved in the execution of several new African projects under
UNDP's Enterprise Africa progranmme, including in Nambia

18. Some del egations noted that a nore bal anced geographical distribution in the
devel opnent of new Enpretec programmes activities is needed. In this context the
secretariat pointed out that UNCTAD could not initiate activities in a country

unl ess a formal request was received fromthe host Government. Enpretec progranme
activities at the national level are funded by a national public-private sector
partnership with support from UNDP or other nultilateral donors.

B. Services infrastructure for devel opnent and
trade efficiency assessnent

19. The informal discussions covered seven inportant topics, including
presentations of the recommendati ons of two expert neetings. The topics were the
foll owi ng: recomendati ons on the use of information technol ogies to nmake transit
arrangenents nore effective; recommendati ons on tel ecommuni cati ons, business
facilitation and trade efficiency; new services for devel opnent; trade efficiency
strategy; the | egal dinension of the Trade Point programme; inter-institutiona
cooperation in trade efficiency; and trade efficiency assessnment nethodol ogy.
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1. Use of infornmation technologies to nake transit arrangenents nore effective

20. Many speakers enphasi sed the inportance of this issue and the need to have
efficient transit systens for all countries but in particular for the | and-|ocked
countries. The good inter-institutional cooperation on this subject was noted, in
particular with UV ECE and WCO. It was suggested that the ACIS and ASYCUDA
programes should be introduced in priority in the land-Iocked countries. Severa

| east devel oped countries conpl ained about the |lack of participation of experts
fromtheir countries due to the unavailability of funds for themto travel from
their capitals to the neeting place, even although the issue is of prine inportance
for them They therefore insisted that a nechanismto finance their travel should
be found.

2. Tel ecommuni cations, business facilitation and trade efficiency

21. The useful ness of the Expert Meeting was broadly recogni zed, as was the key
rol e of UNCTAD regardi ng the devel opnent di mension of electronic comrerce. Three

i ssues of particular inportance for devel oping countries were discussed in relation
to electronic commerce: firstly, the lack of access to infrastructure and ways to
make it more accessible for devel oping countries; secondly, the need to have
programmes that will inprove the |evel of human resources and devel op capacity-
building in the field of electronic commerce in devel oping countries; and thirdly,
the need to assist devel oping countries in el aborating legal rules on electronic
commerce that will be in tune at the international level. The need for further
research on the issue of safety and security of electronic comrerce transactions
was referred to by several countries.

3. New services for devel opnent

3.1 M cro-finance: issues relating to the devel opnment of micro-finance

22. The informal discussions raised a nunber of inportant issues, including the
econom ¢ and social inmpact of micro-finance; the potential of the private sector to
contribute to the devel opnment of micro-finance; the role of donors in mcro-
finance; the role of Governnents in mcro-finance; and the role of UNCTAD in the
devel opnent of mcro-finance.

3.2 Econom ¢ and soci al inpact of mcro-finance

23. Partici pants enphasi zed the inportant role mcro-finance plays in inproving

the econom c and social lives of the poor. Lack of access to credit is one of the
nmost inmportant contributors to continued poverty. A new way of thinking about the
poor is crucial to alleviating poverty, and this new way of thinking should reject
seei ng the poor as passive actors at whom subsi di zed resources nmust be thrown.

I nstead, the poor nmust be seen as active econom c actors who can operate under

mar ket principles to establish self-sustaining enterprises that assure themincome
and dignity.

24. M cro-finance shows that the demand for credit anpong the poor is nassive

Al t hough the interest rates charged are higher than in the conventional banking
system the poor have shown remarkable ability to repay the small |oans that they
receive frommcro-finance institutions (MISs). Sorre del egations felt that the
high interest rates charged may be exploitative of the poor. It was explained that
this is not actually so because of the exceptionally high costs per dollar lent in
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the case of mcro | oans, which involve close nonitoring and local visits. It was

al so noted that mcro-credit greatly increases the productivity of entrepreneurs by
allowing them for exanple, to procure equipnment, training, vaccinations for their
livestock, etc. One alternative to mcro-finance is |oan sharks, who charge such a
high interest rate (up to 20 per cent per day in Bolivia) that the ensuing benefits
of increased productivity go to themrather than to the mcro-entrepreneur who has
earned the increase. A second alternative is subsidized funding, which often does
not reach the poor because those with power and information are able to mani pul ate
the purse strings. A third alternative is perhaps the worst and nmost costly to
society - conplete |ack of access to credit. Gven these alternatives, increased
efforts to popularize mcro-finance anong the poor is required.

25. Because the poor are willing to pay for micro-credit, mcro-finance can be a
vi abl e and financially self-sustaining endeavour. Several mcro-banks around the
worl d are already self-sustaining. The nove towards self-sustainability nust be
supported and intensified, as the nost reliable way to alleviate poverty is to
encour age sel f-sustaining systens of devel opment. Several speakers enphasi zed that
UNCTAD has pl ayed and can continue to play an inportant role in facilitating this
nmove towards sel f-sufficiency by acting as a bridge between MFIs and externa
sources of capital. Wth such an approach, micro-finance will eventually becone
just one nore part of the regular financial systemin each country.

26. The issue of the link between credit and savings was raised. It was

enphasi zed that in the longer termthe main source of funds for mcro-credit wll
be people’s own savings. However, in order to reach that stage, it is first
necessary to reinforce the capacity of micro-finance institutions and to enable the
poor to afford the luxury of saving.

27. Most inportantly it was enphasized that micro-finance is itself a sustainable
solution to poverty alleviation and social developrment. In this context, key
characteristics of mcro-finance are its massive scale and outreach, as well as its
ability to make a profit, thus guaranteeing its own survival

3.3 The potential of the private sector to contribute to the devel opnent of
m cro-finance

28. Partici pants pointed out that the international capital markets have begun to
recogni ze the trenendous opportunities for investment present in mcro-finance.
However, the big international banks and institutional investors are not equi pped
to lend directly to micro-entrepreneurs. Instead, they see thenmsel ves as a source
of capital for MFls, who would then on-lend to mcro-entrepreneurs.

29. Because many MFls do not have a clear |egal status, are not currently
regul ated by banki ng authorities and cannot issue negotiable instrunents,
i nnovative ways are required to address the economc, financial, |egal and

adm nistrative issues raised. Participants frominternational banks and asset
managenment conpani es highlighted the inportant role UNCTAD has al ready played in
begi nning to address these issues.

30. Participants fromthe private sector further stressed that the appropriate

| egal, fiscal and econonic environnents renmain the responsibility of the Governnent
and that the private sector depends on the Governnent to ensure this enabling

i nvestment environnent. Only in cases where this condition is fulfilled would
international investors feel it appropriate to enter the national market.
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31. A nunber of del egations were concerned that the suggested flow of capita
frominternational markets could distort national financial markets. It was
expl ai ned that such distortions are not peculiar to funds intended for micro-credit
and, in any case, such funds are likely to represent only a small amount of tota
incomng funds. |In addition, the flow of international investrment funds to a
particul ar econom c sector often triggers and acts as a conplement to |local private
f undi ng.

32. Several del egations al so questi oned whether international investnment funds to
support mcro-finance, funds which by definition are profit-seeking, could be
squared with the goals of alleviating poverty. Concern was further expressed that
such investnent funds could be w thdrawn at short notice, |eaving MFIs and the

m cro-entrepreneurs they serve in the lurch. It was explained that investnment
funds are different from specul ative funds, since investnent funds woul d be debt
securities with specified maturity dates. In addition, UNCTAD is al ready working

wi th banks and investors to determ ne nethods to establish secondary markets in
debt instruments issued by MFls, thereby providing investors with greater security.

33. Questions were raised as to why the private sector would be interested in
investing in this field. It was explained that investors are seeking to diversify
their sources and have determ ned that the micro-finance sector is not only a
potentially lucrative one but also represents a huge market, with enornmus
potential for growh.

34. Some del egations felt that the criteria used by international investnent
funds woul d exclude investnment in the poorest countries, especially those w thout
wel | - devel oped national financial markets. It was pointed out that the poverty

I evel of a country is not a criterion (the exanple of Bolivia was cited). Rather
the inmportant criteria are econonmic and political stability, a predictable and
transparent |egal and regulatory regine, and the strength of individual Mls. It
was further pointed out that the type of debt instrunents which mcro-finance
institutions would issue to international funds do not require a well-devel oped
nati onal financial market.

35. It was stressed that, obeying the laws of supply and demand, it is expected
that the increased interest of the private sector in the field of m cro-finance
will establish a conpetitive environnment, whereby reducing interest rates and
offering the ultimate client, the mcro entrepreneur, the best deal

3.4 The role of donors in mcro-finance

36. A nunber of speakers enphasi zed that donors have becone increasingly aware of
the inportance of financial self-sustainability for MFIs. In this regard, severa
donors realize that their efforts in devel oping mcro-finance should be organi zed
in such a way as to ensure that public funding does not conpete with private

fundi ng. A nunber of guidelines to which various donors subscri be have been

devel oped to delineate what donors should or should not do in this area.

37. The role of donors in ternms of providing support and assistance in capacity-
building to MFls was determned to be crucial. Wereas direct pouring in of “free”
nmoney m ght not be appropriate in many cases, support in the field of human
resources and devel opnent of M-lIs was considered an inportant role for donors.
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38. Consi derabl e interest was shown in the issue of where donor aid to MFls
shoul d end and where private investnent should begin. It was generally felt that
there is no clear line. Sone speakers suggested that donor noney is always wel cone
to finance i nnovations and breakt hroughs, whatever the stage of devel opment of a
m cro-finance institution. This is because it takes sone tine for innovations to
become sel f-sustaining. Oher speakers suggested that donors should focus their
efforts on capacity-building and directing MFIs towards direct access to

i nternational capital markets. There was general agreenent that donors shoul d
avoid providing funds for direct on-lending to micro-entrepreneurs. Most

partici pants agreed that further attention needs to be focused on the precise role
donors should play in the devel opnent of m cro-finance.

3.5 The role of Governnments in mcro-finance

39. Several del egations expressed their belief in the inportance of mcro-credit
as a mpjor elenment in the fight against poverty. A nunber of del egations outlined
specific policies and | egislation being inplenented by their Governments with a
view to supporting mcro-finance.

40. It was generally appreciated that the role of governnent ought to be one of
provi ding an enabling environnent, particularly with respect to | egal and

regul atory issues. Several speakers were adamant that Governnments ought not to be
directly involved in provision of mcro-finance services.

41. One del egation presented its country’s new regulatory framework in support of
the mcro-finance sector. The framework formalizes the |egal structure of MFls and
central bank supervision of their operations. International bankers and asset

management executives enphasi zed that a recogni zed | egal structure and central bank
supervi sion are fundanental requirenents for successful foreign investnent in MIs.

3.6 The rol e of UNCTAD

42. Several speakers and del egati ons commended UNCTAD for the pioneering work it
has done in pronoting the channelling of private funds to MFls in order to enhance
their self-sustainability. Private-sector practitioners enphasi zed UNCTAD s
expertise in devel opnent issues, its wide reach to devel opment actors in devel opi ng
countries and its access to government authorities as key factors in pronoting

i nternational investnment in MIs.

43. A nunber of participants fromthe private sector recognized that they would
never have becone involved in this sector had it not been for UNCTAD, as they
themsel ves had little experience in the field of non-listed institutions. A
representative of Axa defined the role of UNCTAD as being catalytic not only in
establishing the BlIL/Axa Fund but also in seeking to bring market forces together
in a broader context so that nore funds can be created and conpetition can be
established, the ultimate beneficiary being the micro-entrepreneur in the

devel opi ng wor | d.

44. The UNCTAD secretariat explained that UNCTAD s role in micro-finance is one
of facilitation and of support for existing micro-finance structures and not of
direct provision of mcro-credit services. UNCTAD s intervention in this area
shoul d be seen against its new approach of Partnership for Devel opnent, in which
the private sector, NGOs, Governnments and international organizations conbine their
efforts in the fight against poverty.
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45. Practitioners agreed that it is tinely and essential to bring together
partners - investors, Covernnents and practitioners - to determ ne a concerted
approach to mcro-finance and to deal with certain specific concerns that could
arise in connection with mcro-finance. UNCTAD was seen as the ideal forumfor
thi s purpose.

4, Trade efficiency strategy

46. After a brief presentation of the programe’s history and rationale, the
trade efficiency strategy was illustrated through the exanpl es of ASYCUDA and the
Trade Point programme. Several characteristics of this strategy were underlined
and di scussed, including its businesslike and market-oriented approach; it was
stressed in particular that Trade Points are demand-driven and designed to becone
financially self-sufficient as rapidly as possible. 1In this context, severa

del egations nentioned that further support and assistance would be needed to reach
that objective. The idea of an external evaluation was positively received by

del egations; this exercise would require specific extra-budgetary funding.

5. Legal di nension of the Trade Point programe

47. A brief description was provided of the efforts carried out in this area over
the last four years. The Trade Point programe’s nanmes and | ogo cannot be
protected on a worldw de basis, but only at the national |evel. UNCTAD can assi st

menber States and their respective Trade Points in organizing and obtaining such
protection. Cuidelines regarding the status and operations of Trade Points could
be i ssued by the UNCTAD secretariat but would need to remain flexible enough to be
of relevance to all Trade Points. The value of the information contained in the

| atest Trade Point Review in this respect was noted with appreciation. 1In spite of
the secretariat’s efforts and the interest expressed by a mpjority of Trade Points,
an International Federation of Trade Points has not yet been established; however,
several regional fora have been created, which can partly fulfil the
responsibilities of such a Federation in bringing consistency to the operations and
nmodus operandi of Trade Points.

6. Inter-institutional cooperation in trade efficiency

48. The excel |l ent cooperation between UNCTAD and | TU on the occasion of the
Expert Meeting on Tel ecomuni cati ons, Business Facilitation and Trade Efficiency
was quoted as an exanple to follow Inter-institutional cooperation with UN ECE

ITC, 1TU WO WPO WO, UNCITRAL, WIC and OECD was encouraged, especially in
connection with the issue of electronic commerce and trade efficiency in general
but further cooperation with the private sector was al so highly recomended.

7. Trade efficiency assessnent net hodol ogy

49. The net hodol ogy proposed was well received, and many statenents were made in
support of the programe. Practical proposals were made on how to inprove the

net hodol ogy, and it was enphasi zed that consultations should be held to in order to
refine it.
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Annex |V

PROVI SI ONAL AGENDA FOR THE THI RD SESSI ON OF THE COWM SSI ON
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Adoption of the agenda and organi zati on of work

The inmplications of the post-Uruguay Round econom ¢ environment for
enterprise devel opnent, including policy issues relevant to inter-firm

cooperation and clustering

The inpact and rel evance of electronic conmerce on trade growth and
devel opnent

Provi si onal agenda for the fourth session of the Comr ssion
O her busi ness

Adoption of the report of the Conmi ssion to the Trade and Devel opnent Board.
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2. The Departnent of Devel opnent Support and Managenent Services of the
United Nations, the United Nations Commi ssion on International Trade Law were
represented at the session. The International Trade Centre UNCTAD/ WO was al so
represented at the session

3. The foll owi ng specialized agencies and rel ated organi zati on were represented
at the session:
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I nternational Mnetary Fund
I nternational Tel ecommuni cati on Union

The Worl d Trade Organization was al so represented at the session

4, The foll owi ng intergovernnental organizations were represented at the
sessi on:
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Organi sation for Econom c Co-operation and Devel opnent
Organi zation of African Unity
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Economic and social inpact of micro-finance

M chael Chu, President, ACCI ON Network, United States of Anerica
Joaqui n Henson, Ceneral Manager, KAUNLARAN (M cro Bank), Philippines
Ki mant hi Mutua, General Manager of K-REP, Kenya

Franci sco Gtero, Founder and ex-General Manager of BANCOSOL, Bolivia
Robert Pouliot, President, RCP & Partners, Switzerland

. Bernard Herman, Director, Banque International au Luxenmbourg (BIL),
Luxembourg

M. Yves Lahaye, Deputy Director, BIL, Luxemnmbourg

s35353

The role of the private sector in mcro-finance

M. Christophe Jung, Assistant Director, Legal Departnment, Axa

M. Antoi ne Jozan, Senior Vice-President, Institutional Investors
Department, Axa Asset Munagenent, France

M. Philippe de Nouel, Vice-President, Axa Asset Managenent

M. Vincent Cornet, Director, Asset Managenent in Europe, Axa Asset
Managemnent

M. Jean-Francoi s Ruggieri, Mnager, Axa Rendenent, France



The role of donors in micro-finance

Ms. Ma Adans, Managing Director, ADA, Belgium

Ms. Kathrin Inboden, OFAE, Switzerl and

M. Fernando Lucano, M croenterprise Departnment, |Interanerican Devel opment
Bank, Ecuador

The role of Governnents in nmicro-finance

M. Jorge Crespo, Mnister of Trade and Investnent, Bolivia



