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I. Preface
1. The Comm ssion on Enterprise, Business Facilitation and Devel opnent

agreed at its first session, which took place from20 to 24 January 1997, that
further policy research within UNCTAD woul d be needed in particul ar areas

related to the pronotion of SMES. It also took note of the proposals for
rel evant issues for analytical work and intergovernnental discussion nade in
this regard, including, inter alia, “the respective roles of government and

the private sector, including N@s, and the interactions between themin
creating a coherent policy franmework and setting up effective support measures
and structures for the devel opnent of SMEs and m cro-enterprises, in
particul ar those in | east devel oped countries”. 1/

2. In light of the above considerations, the Conmi ssion decided to convene
an Expert Meeting on this topic. 2/

3. This paper attenpts to respond to the request expressed by the

Comm ssion by indicating the nain issues involved in pronoting effective
governnent-private sector interaction, including the achi evenent of policy
coherence and the establishnment of effective support structures and services
for SME devel opnent. [In each case, a brief outline of the nain issues is
given, followed by a set of related questions which nay hel p experts to
prepare their contributions in order to facilitate and enrich the exchange of
country experi ences. The expert contributions would help the Comm ssion to
draw | essons fromcountry experiences and to identify “best practices” that
can contribute to the inprovenent of the policy and institutional environnment
for enterprise devel opnent, particularly for SMEs.

4, This Expert Meeting is part of a longer-termintergovernnental process
addressing issues related to the forrmulation and inplenentati on of enterprise
devel opnent strategies. Qher issues such as networking, geographica
clustering, technol ogical capacity-building and innovation policies may be
explored in future expert neetings.

1. The setting

5. The twi n processes of globalization and |iberalization, conbined wth
rapi d advances in informati on and communi cati ons technol ogi es, are creating
new dynam cs of production, enterprise devel opnent and of internationa
conpetition. These changes, in turn, call for a holistic and integrated
approach to enterprise devel opnent that addresses the nultiplicity and
interaction of factors that underpin the growh and conpetitiveness of
enterprises. They also inply the need for countries to formul ate enterprise
devel opnent strategies, which take into account the role of the private sector
and the role of the State, as well as the interaction between them However,
all these activities, of both the private and public sectors, in order to have
maxi mum usef ul ness and inpact, will need to take place within a coherent
pol i cy framework, involving cooperation and di al ogue between the gover nnent
and the private sector, including representatives of snall and nedi umsi zed
enterprises (SMVES).
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6. SMEs have becone essential actors in the devel opnment process in both
devel opi ng countries and economes in transition. Their |arge nunber
(accounting for nore than 90 per cent of all enterprises in the vast najority
of countries) and their involvenent in a wide variety of activities, ranging
from provi di ng goods and services to the poor, to the manufacture of exports,
underline the particul ar econom c and social inportance of SMEs. SMES provide
a breeding ground for entrepreneurs. Through the "denonstrati on” effect, they
spawn new enterprises. They are also able to use resources that may otherw se
not be drawn into the devel opnent process. By encouragi ng personal savings
and the use of the retained savings of firns, they also play an inportant role
in nobilizing and generating domestic savings.

7. Cten SMEs are at the forefront of technol ogi cal change and i nnovati on.
Their relatively small size enhances their need, as well as their capacity, to
adapt to change. They are condemmed to be innovative and conpetitive in order
to develop and to survive. They also need to be entrepreneurial in order to
expl oit new opportunities or new processes. They thus play an inportant part
in generating greenfield investments and in expandi ng exi sting busi ness
activities into new areas. The devel opnent of software industries in India,

t he success of snall-scale fashion industries in Hong Kong and in the

Em |ia-Romagna region of Italy, as well as the flourishing nmachi ne tool sector
in Taiwan Province of China, are exanpl es where SMEs have broken new ground
and denonstrated their conpetitiveness in both domestic and internationa

mar ket s.

8. SMEs have a major inpact on the social situation of a country. Because
of their dynamsmand flexibility, SMEs are crucial for the creation of new
enpl oynent opportunities. In practically all countries, SMES provide the

majority of jobs. And, while large-scale enterprises tend to shed jobs, as in
many devel oped countries where the trend towards | abour shedding is a source
of concern, SMES continue to be the main, if not the only source, of new jobs,
both in devel oped and devel opi ng countri es. 3/ Neverthel ess, the many

posi tive contributions of SMES have not al ways been appreci at ed.

9. As a precondition for successful enterprise devel opnent, particularly
the pronmotion of SMEs, the government needs to establish the right

nmacr oeconom ¢ environnent, as well as a transparent, stable and predictable
legal, regulatory and tax framework. As experience in East Asia for exanple
suggests, even where it is |least interventionist, the governnent still plays a
key and fundanental role in ternms of providing a facilitating policy and
institutional environnment for enterprise developnent. Further, it can
stinulate, facilitate or support the devel opnent and internationalization of
enterprises, particularly SMES, by acting as a catalytic or internediating
agent and by adopting appropri ate measures, such as programres for SMVE
financing, for providing business support services such as quality control and
productivity inprovenent, for facilitating networking and clustering through,
for exanpl e, network brokers or subcontracting exchanges, for facilitating the
commerci al i zati on of R&D through, for exanple, technol ogy incubators, and for
assisting first-tinme exporters. Covernnments always have a choi ce regarding
policy intervention, for exanpl e as between functional intervention, such as
reduci ng the regul atory burden on all businesses, or selective intervention
such as easing particular regulations for SMEs, and need to weigh their costs
and benefits, including any related externalities. 4/
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10. By devel opi ng the necessary physical infrastructure, know edge and
skills, including in cooperation with the private sector, as well as providing
appropriate incentives, the government can pronote innovative capacity and
structural change in the econony. In cooperation with the private sector, it
can al so use the educational systemto produce job creators rather than job
seekers. 5/ In addition, together with other Governnents, it can help to
pronot e regional cooperation, for exanple by encouragi ng the networking of SME
support agencies, in order to undertake joint activities and to pool resources
such as in the area of business support services, as well as to foster
inter-firmcooperation.

11. The governnent can al so work wi th other governments in order to create
“growth triangles” |inking contiguous areas in production and trade
cooperation, as well as in the devel opnent of infrastructure. Such
cooperative arrangenents conbi ne the benefits of both clustering and

net wor ki ng.

12. Experi ence has shown that, in the absence of a coherent policy

envi ronnent, the gl obalization of production and the opening of donestic
markets as part of l|iberalization policies or of structural adjustnent
programres has had adverse effects on the enterprise structure, particularly
the SME sector, in many | east devel oped countries in Africa, as well as in
sone ot her devel opi ng countries. These consequences have led to a situation
where SMEsS have been nassively destroyed or are continually |osing ground in
terns of their conpetitiveness, giving rise to a mssing or declining mddle
in the enterprise structure in these countries, acconpani ed by a correspondi ng
expansi on of the micro-enterprise or survival sectors of the econony.

13. G ven the inportance of SMES, these trends can have serious inplications
for the econonm c and soci al devel opment of these countries in terns of its
effects on inconme and earnings distribution, the tax and consunption base and
the ability of the econony to nodernize and integrate itself into the gl oba
econony. The process may al so beconme self-reinforcing in the sense that
reduced demand (conpounded by the inpact of higher interest rates of
structural adjustnent policies) and falling tax revenue nmay inhibit the
ability of the State to hel p deserving SMEsS when such help is nost needed in
order to enable themto survive and to adjust successfully. Some externa
transitional help to nmeet the cost of such SME support programmes may thus be
needed. 6/

I11. Governnent-private sector interaction

14. An effective interaction and di al ogue between the governnent and the
private sector, including N&s, can play a key role in creating a coherent
policy framework and effective support measures and structures for the

devel opnent of SMEsS. 7/ Since the private sector operates in a dynamc
context and the government's role itself nmay evol ve in response to changi ng

ci rcunstances and requirenments, such a dial ogue provides a forumto address
the changes in a flexible and concerted manner and to fornulate jointly proper
nmeasures and policies that nmeet government objectives and at the sane time

enj oy the support of the private sector
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15. Sone form of governnent-private sector interaction exists in virtually
all countries - at various |evels of governnent, including regional and |oca
adm ni strations, and sonetines for particular sectors. However, in many
devel opi ng countries and economes in transition, contacts between the
governnent and the private sector are often informal, spontaneous, partial or
unstructured. Further they often lack transparency or clarity in terns of
defining the objectives to be achieved, the issues to be addressed, including
the particular needs of SMEs as well as the role and participation of the
private sector, including N&s, and of the bureaucracy. Moreover,
governnent-private sector contacts are often highly personalized or opaque
whi ch can lead to undesirable results.

16. Shortcom ngs in such interactions deprive the governnent of inputs for
policy making and enterprises of inputs fromthe governnent for their
strategi c planning. Consequently, because of such shortcomngs, it is not

al ways evident that the process of policy and institutional devel opnent in
support of SMES in individual countries responds effectively to the needs and
concerns of SMEs or takes sufficiently into account the difficulties or
constraints faced by them

17. This is partly a problemof the lack of effective representati on of SMES
in the process of governnent policy-nmaking. SMEs in fact often conplain that,
although they are in the majority, they have little influence on policy

devel opnent concerning SMEs. Their views and experiences are often taken into
account only selectively, if at all, in the policy-naking process, including
the preparation and inplenmentation of devel opment plans or structura

adj ustnent programmes. Further, apart from poorly designed policies due to
insufficient or wong infornation, the lack of consultations with the private
sector mlitates against the creation of trust-based relati ons between the
governnent and private sector, which are essential for fostering

devel opnent. 8/

18. Chanbers of commerce, industry associati ons and various other forns of
non- gover nment al  busi ness organi zati ons exi st in one formor another in nost
devel oping countries and in economes in transition. Oten the government
and the business community are represented jointly on the boards of these
NG&3s. They can play an inportant role in initiating and conducting
governnent-private sector interactions. |In Egypt, for exanple, the Federation
of Egyptian Industries has organized a Covernment Rel ations Conmi ttee which
represents all sectoral chanbers and reviews the Nati onal Business Agenda.
In their regular neetings with the Prinme Mnister, Commttee nmenbers
articulate policy positions and serve as the voice of the Egyptian industry.
In other countries, such as in Canada, France, Indonesia, Ml aysia and the
Uni ted Ki ngdom governnents have established Mnistries or Departnents for
Smal | Business or Enterprise Devel opnent to act as an interlocutor for the
busi ness community as well as a catalyst or a “lightning rod” for

Cabi net-1evel policy devel opment in support of SMEs.

19. However, it is seldomthat all nenbers of the private sector are
represented in this dialogue. SMEs particularly often feel neglected or
unabl e to participate due to various constraints, including |ack of

i nformati on, shortage of resources and work pressure, as well as various forns
of discrimnation against them Mreover, the activities of the institutions
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or agencies that organi ze this dialogue are sometinmes only nmarginally rel ated
to enterprise developnment. This is particularly the case where the senior
managenent i s appoi nted, or where its appoi ntnment has to be sanctioned, by the
governnent and where these institutions and agencies restrict their activities
to the provision of admnistrative services.

20. A closer coordination of activities undertaken by the partners of the
governnent - private sector dial ogue would help to produce better results and
strengthen the authority of the institutions involved. In Hungary, for
exanpl e, great efforts have been nade to advance the governnent-private sector
di al ogue on busi ness cooperati on programes, including business incubators, as
wel | as innovation and export progranmes. But the coordination of programres
and institutions involved has proved to be difficult. The National Ofice of
Smal | Busi ness Devel oprent, which was established in 1990, did not seemto
nmeet the expectations concerning its role as coordinator of the country's SME
policies. A new departnent in the Mnistry of Trade and Industry was given
this responsibility, but it has been transfornmed into a Snall Business

Devel opment Institute to nonitor small business devel opnent. Thus, the
Hungari an Smal | Busi ness Associ ation, founded as a not-for-profit organization
in 1990, has emerged as the main unbrella organi zation for representing the
interests of SMEs. Despite the intention to strengthen cooperati on between the
governnent and the social partners, including enployers' organizations, SMES
still feel to be inadequately represented in the dial ogue. 9/

A Private sector organizations, particularly of SMES, in
government - private sector interaction

21. In order to be able to participate successfully in governnent-private
sector interaction, it is inportant that the private sector partners,

i ncl uding SMEs, be well organized. Nationw de business organi zati ons exist in
nost countries. Some of themare voluntary organizations, others are
menber shi p organi zati ons grouping all registered enterprises. Severa

busi ness organi zati ons have been in existence for nany decades. In other
countries, particularly in transitional econom es, genuine busi ness

organi zations are of a nore recent origin. 10/ Many of themare still in a
process of consolidation, trying to strengthen their bargaini ng power and to

i nprove their recognition by the government. In several countries, SMES have
tried to organi ze thensel ves by setting up their own SME sections within

exi sting busi ness associ ations or, even nore radically, have tried to
establ i sh i ndependent small business organi zati ons. Such steps have often net
with stiff resistance by established business organi zati ons which are afraid
of losing influence and nmenbership fees.

22. The parall el existence of numerous business organizations that claimto
engage in dialogue with the government and/or to support SMES is common in
nost devel opi ng countries and economes in transition. A though the size of a
country, the large nunber of SMES and the wide variety of SME activities may
necessitate the existence of multiple channels or levels of interaction, a
heavy institutional superstructure, together with the proliferation and
fragnmentation of private sector representation, entails higher costs to SMES
and the risk of dimnishing the effectiveness of government-private sector
interaction. Mreover, the mandates of such organi zations are often

anbi guous, and they conpete with each other, e.g. for nenbers, funds, and
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governnent contacts. In Egypt, for exanple, there are at |east 30 governnent
or gani zati ons and 107 non-gover nnental organi zati ons which are involved in SME
pronmotion. 11/ In Haiti, eight national bodies claimto represent the

busi ness sector.

23. In Sri Lanka, four organizations - the Sri Lankan Handicrafts Board
(SLHB), the National Orafts Council (NCC), the Industrial Devel oprent Board
(1DB), the National Design Centre (NDC) - have acted as conduits between the
smal | -scal e enterprises and relevant line Mnistries. Such a multitude of
organi zations has been justified on the grounds that they can respond better
to the different needs of SMES which are engaged in the production of either

i ndustrial goods or handicrafts. However, in reality, it proves difficult for
policy-makers to differentiate between these two groups of SMEs. Moreover,
the basic problens faced by small enterprises in Sri Lanka have been fairly
typical, irrespective of whether their production falls w thin one or another
category. Alessonis that the integration of all snall handicraft and
industrial enterprises under the same organi zation or institution could help
to achi eve organi zati onal “economes of scale” and to strengthen its role in a
meani ngf ul governnent-private sector dial ogue. 12/

24, But there are al so cases where the establishment of new SME business
institutions appears to be justified. The energence of such institutions,

al ongsi de established ones, in the same sectors or industries often signals
di ssati sfacti on anong the business community with the existing forns of
representation, particularly its coverage in ternms of nenbership, sectors and
i ssues addressed.

25. I ndeed, while in several countries, nenbership in industry associations
or chanbers of commerce is obligatory for all entrepreneurs that wi sh to have
access to their services, in others some of the established private sector
organi zations di scrimnate agai nst or exclude potential menbers not only on
the basis of size of the business but also on religious, ethnic or gender
grounds. Moreover, many of the organi zations tend to focus prinmarily on
preserving the interests of established entrepreneurs. The needs and probl ens
of young and energi ng entrepreneurs, including woren entrepreneurs, who need
targeted assistance particularly during the start-up phase, are often ignored
by existing institutions. For exanple, in Z nbabwe, the Confederation of

Zi nbabwe | ndustries (CZl), including its numerous affiliated industria

associ ations, is a well-established i ndependent, self-financed organi zation
that enjoys a high level of credibility among both the CGovernnent and the

busi ness community. However, the relevance of these institutions, including
their representativeness, is restricted due to the fact that it represents

mai nly | arger conpanies with nore than 50 enployees, with little or no
representation of snaller enterprises. Mreover, its activities are
concentrated in the principal industrial centres, mainly the capital, and in a
few subsectors of the manufacturing sector. 13/

26. A recent phenomenon is the energence, sonetines with externa

assi stance, of national NGOs, other than chanbers of conmerce or nore

busi ness-oriented | ocal N33s, that strive to organize entrepreneurs and/or to
act as a broker between the government and private sector. Many of these
organi zations are still in their early stages of devel opment, which renders it
difficult to ascertain their exact place in, and inpact on, the relationship
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between the government and the private sector. Since nost of them focus
largely on informal snmall-scale sector enterprises in both urban and rural
areas, they could play a crucial role in better articulating the specific
needs of small-scale entrepreneurs who exist in |arge nunbers particularly in
African and other LDCs, often w thout adequate representation. On the other
hand, both governments and industrial enterprises seemto need sone tine to
famliarize thenselves with the framework of NGO interventions before they
could tap the potential contributions of NGO to the policy dial ogue between
the government and the private sector.

27. An efficient government service with sector-specific expertise is
necessary for credibility with the private sector. It is also necessary in
order to avoid the risk of “bureaucratic capture” by large firnms or
enterprises with strong political connections. However, against the
background of deteriorating enpl oynent conditions in the public service, many
governnents and government institutions, particularly in LDCs, face increasing
problens to retain able civil servants, particularly those who have
establ i shed wi de contacts with the private sector or who have accunul at ed

busi ness-rel ated experiences. The outflow of talented civil servants to the
private sector is undermning the capacity of the public admnistration to
deal efficiently with business issues, while unsatisfactory enpl oynment
conditions tend to undermne the norale in the civil service. A crucial issue
related to the need for an efficient governnment service is the necessity of
adequate followup to the decisions taken by governnent-private sector

consul tati ons.

B. Forms of governnent-private sector interaction

28. Al though there is no standard formor prescription for
governnent-private sector interaction, experiences of sone East Asian
countries, thenselves far fromfollow ng a uniformnodel, present severa
features and approaches that seemto be valid for the pronotion of the
governnent-private sector interaction in other countries as well. To begin
with, the initial governnent-business dialogue in various East Asian countries
was informal and focused on policies to protect infant industries and foster

t he devel oprment of technol ogical capacities. A though in sone countries, such
as the Republic of Korea, SME issues gained formal recognition, as reflected
in the Snall Business Fundanental Act, 14/ it was nmainly the |arger
enterprises which were involved in a dialogue with the Governnment. Over tine,
the nature and the scope of the governnent-private sector relationship has
changed in virtually all countries and econom es of the region. 15/
Covernnents have set up a franework for policy intervention, and the
governnent - private sector policy dial ogue has been structured and
institutionalized as part of that framework.

29. Del i beration councils and other simlar arrangenments have becone the
central element in promoting government-business interactions and in obtaining
inputs fromthe private sector for official policy-nmeking. In Japan, for

exanpl e, such deliberation councils are of two types: functional (for

exanpl e, pollution or finance) and industry-specific (for exanple, autonobiles
or chemicals). Each council provides a forumfor government officials and
representatives fromthe private sector - business, |abour, consuners,
acadenics and the press - to discuss policy and narket trends and generally to
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exchange information. Governnent officials conduct hearings with interested
parties, undertake research and prepare reports for the appropriate

del i beration councils, where policy negotiations nmay take place. The reports
are revised in the light of the deliberations and released to the public to
expl ain the objectives of new policies. Final approval by Parlianent is
usual ly routine. Industrial associations have been inportant participants in
the consultative process. In many cases, these associations are enpowered by
law to represent their constituents

30. In the Republic of Korea, governmnent-business consultations have al so
been used to solicit businesses' views on such natters as markets, regul ations
and potential plans and to include themas a critical policy conponent. As in
t he Japanese system these consultations are basically of two types:

functional and sectoral. Covernment officials also play an inportant role.

31. In Mal aysia, the pinnacle of the consultative structure is the Ml aysi an
Busi ness Council, created in 1991, which is chaired by the Prinme Mnister

hi msel f and whi ch includes nore than 60 nmenbers fromthe Governnent, industry
and | abour. The MBC resenbl es the Republic of Korea's highly successful

Export Pronotion Counci l

32. In Thailand, top governnent officials, particularly fromthe econonic
agenci es, neet with business |eaders fromthe chanbers of conmmrerce and

i ndustrial and bankers' associations in a national consultative committee,
chaired by the Prinme Mnister hinself. Provincial consultative conmttees
have al so been established to supplement the national committee

33. In Singapore, the private sector, through its participation, for
exanpl e, in the work of governnent statutory boards and ad hoc Gover nment
Advi sory Committees, helps to review policies and programmes and to nake
recommrendations for official consideration. In addition, the Governnent
regularly invites chanbers of commerce, trade associations and prof essi ona
societies to subnit their views on specific issues. A tripartite Nationa

Wages Council, including representatives fromthe Governnent, business and
| abour, has been established which fulfils several coordination functions,
whi | e simul taneously furthering busi ness-1abour cooperation. In Taiwan

Provi nce of China, consultation and coordination with SMEs is facilitated by
m ddl e- and lower-level officials of the Industrial Devel opnment Board, who
make routine, informal visits to thousands of SMEs within their jurisdictions.

34. From an econom ¢ standpoint, deliberative councils facilitate
information transm ssion. They enabl e the government to gather infornmation
about world narkets, technology trends, and the inpact of regulations
donestically and abroad, to synthesize the information into an action plan,
and to communi cate the plan back to the private sector. Politically, these
councils serve as proto-denocratic institutions, providing direct channels for
bi g busi ness, |abour and acadenmi a to the seat of power. Because the rules
that govern an industry are effectively established within the council, every
nmenber is assured that the rules cannot be altered arbitrarily. Wth clear

rul es established, nenbers can concentrate on nmarket conpetition and not worry
about others trying to curry special favours fromthe Government. It can al so
help to pronote growh with equity, a particularly inportant objective for

mul ti-ethnic societies.
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35. The inportance of deliberation councils can also be viewed fromthe
perspective of their role in strengthening the quality of governnent-private
sector cooperation. Gven the many areas where there is a nutual interest in
such cooperation, including, for exanple, skills, technol ogical and

i nfrastructure devel opnent, environnental protection and the pronotion of
inter-firmbackward and forward |inkages, the ability of the Governnent and
the private sector to build up a confident and effective working relationship
with each other assunes particular inportance. The quality of such a working
rel ati onship mght be a conpetitive advantage for a country in its own right
in a globalizing and liberalizing world econony. In fact, it has been
suggested that, in an increasingly interdependent world, conpetition anmong
enterprises is often conpetition anmong different systens of government-private
sector rel ationships. 16/

C. Pronoti on of policy coherence

36. A regul ar and effective governnent-private sector dialogue is essential
for the flow of information, views and expectati ons fromthe government to the
private sector and vice versa. It helps to build confidence and trust between
governnent and its social partners by maki ng governnment policies nore

predi ctabl e and understandable to the private sector and by allow ng the
latter to provide feedback to the government on policy neasures. Above all

it facilitates the achievenment of a coherent policy franework for enterprise
and SME devel oprrent .

37. The achi evenent of policy coherence inplies not only the design of
coherent policies but also clarity and consistency in their inplenentation, as
wel | as an adequate response by the private sector. Thus, anong other things,
pol i ci es which have a bearing on entrepreneurship and the devel oprment of
enterprises, such as policies relating to nacroecononic stabilization and
functional issues such as taxation and business-related regul ations will need
to be consistent with sectoral and firmlevel policies to devel op new capacity
or to achieve and maintain firmlevel conpetitiveness.

38. Too often initiatives towards the devel opnent and pronoti on of SMES are
overrul ed by other governnent bodies or fall prey to actual or alleged
constraints, such as fiscal pressure, nonetary considerations or shortages of
forei gn exchange. 17/ However, since nmacroeconom c policies to achieve
stability through high interest rates or to pronote conpetition through trade
l'i beralization may be danmaging for SMEs, careful tuning and timng of such
policies nmay be necessary, so that viable enterprises are given tine to

adj ust, together with nmeasures to facilitate their adjustnent, including their
access to essential inputs. Simlarly, wthout creating business and consuner
confidence by restoring fiscal control, the use of incentives to stimulate
entrepreneurship and business start-ups nay not be enough. Moreover, measures
to facilitate structural change are necessary, including the devel oprent of
infrastructure and of skills, if structural adjustrment and liberalization are
to lead to such change and thus to enhance the ability of firns and sectors to
innovate and to adapt. On the other hand, support programres for the

devel opnent of SMES need to be properly designed and contribute to productive
activities, so that they will be fiscally neutral and not underm ne

macr oeconom ¢ stability.
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39. There is al so need for ensuring coordination, coherence and

conpl enentarity in the design and inplenentation of instruments for enterprise
devel opnent. For exanpl e, adopting programmes to enhance the access of SMES
to essential inputs, including finance, conplex nmachinery or inported
conponents, will not be sufficient if there are no acconpanyi ng neasures to
hel p SMEs to obtain or use those inputs, including assistance in the
preparation of viable |oan requests or in the running of the machinery or the
provi sion of access to forei gn exchange.

40. I'n many devel opi ng countries and economes in transition, the issue of
pol i cy coherence needs to be seriously addressed. Shortfalls in creating a
coherent policy framework are often related to weak institutional capacities.
In countries where there is a multiplicity of official institutions dealing
with SMES, there is the additional problemarising fromeach of them pressing
its own clains or vested interests. There is also the problemof the
governnent trying to pursue conflicting objectives or attenpting to do too
much with too few resources, ignoring the role of private sector initiatives
inthis regard.

41. I ncoherence in the formul ati on of nacroeconom ¢ and enterprise-specific
policies is often nore costly for SMEs than for |arger enterprises. Further
uncertainty on fiscal or nmonetary policies, for exanple, may stifle
entrepreneurial initiative, while fundanental policy changes wi t hout
sufficient lead time given to SMEs to adjust nmay even threaten their survival
as experiences of nmany devel opi ng countries and econonies in transition with
structural adjustnent or trade |liberalization measures have shown. |n various
i nstances, SMEs were subjected to conpetition before they were able to devel op
their capabilities, leading to plant closures and expansi on of the infornal
sector. 18/ The higher cost of inported inputs due to deval uati on and hi gher
cost of credit due to liberalization nmeasures have been prohibitively high for
SMES. 19/ Al this has led to the growth of the informal sector in a large
nunber of African countries.

42. Wiile the primary responsibility for the design and inplenentation of
econonmi c policies and strategies rests wi th governnments, policy coherence is
best achi eved when governments exercise their |eadership role, set up an
efficient inter-Mnisterial consultative nechanisnms and consult with the
private sector. Covernnents may find it useful to seek inputs fromthe
private sector at the beginning of the policy formulation process to nake

pol i cy measures nore practical and relevant, and not as an afterthought. In
Ganbi a, for exanple, the Governnent has recently | aunched a new econom c
programe entitled “Vision 2020” 20/ which outlines its economc strategy to

expand and diversify the country's productive base, nainly through expanded
private sector activities. Several |ocal businessnen, often on an individual
basis, were able to contribute to the formulation of the strategic progranmme.
But the government-private sector dialogue in the country nay need to be
further strengthened, particularly with regard to the formul ation of policy
frameworks for enterprise devel opnent, investnent, trade and fi nance.

43. In light of the above and agai nst the background of country experiences,
the issues that may be addressed incl ude:
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(a) Based on your country experience concerning governnent-private
sector dialogue, what formor structure does it take in terns of its
objectives, its participants, the issues addressed and the frequency of
nmeeti ngs? Wi ch nmechani sms have proved to be successful, which ones have been
a failure? Wiat results have been achi eved? How would success or failure be
defined in this context? Wy have sonme forns and structures been successful ?
Wiy have others failed? In light of these experiences, what |essons may be
drawn regardi ng the effectiveness of such dial ogue and the conditions for
success?

(b) How have Presidential/Mnisterial business councils changed the
extent to which SME needs are being reflected in governnent policies and
programres? To what extent can their approach provide | essons for other
countries?

(c) Fewcountries until recently have been aware of the need for
coherence between nmacro and mcro policies. Wat specific structures have
been desi gned to ensure the coherence of macro and nicro policies wth respect
to enterprise devel opment? Wat difficulties are you encountering in
attai ning policy coherence for SME devel opnent ?

(d) SMEs often argue that their voice is not heard when they are
nmenbers of unbrella business organizations that include both |arge and snall
firns. Wiat country experience mght shed Iight on howto solve this problem
of SME representation in unbrella organi zations? Are SMES nore visible and do
they inpact nore on policy design and inplementation if they have their own
or gani zati ons?

(e) Is there a national strategy for enterprise devel opnent? Wat are
the main elenents and to what extent does it address some of the issues raised
in this paper?

I'V. Support nechani snms and services for SMEs

44, The increased enphasis placed by all countries on the devel opnent of

| ocal productive capacity also extends to the issue of appropriate support
nmechani sns and structures for the pronotion of enterprises, particularly SMEs.
If policy and institutional devel opnent in support of SMES is to be effective,
the process has itself to be inproved so that it becomes nore coherent and
nore responsive to the real needs and concerns of SMEs.

45. Targeted assistance is needed if it is to be effective, and it can only
be targeted if the government agency knows who the SMES are and what their
real needs and problens are. Thus, a profile of the SMEs and their particul ar
needs and concerns may need to be established. Governnents have also to

deci de on the type of support agencies and programres which are to provide
support services, including the question of “subsidiarity”, i.e. who can do
what best not only in terns of the public/private sector but also the
national /|l ocal configuration. Mreover, support mechani sns and programnmres
need to respond to the diversity of firns involved and the types of problens
faced by different categories of SMES, rangi ng from subsistence or

i ncorre- suppl ementing mcroenterprises operating in the informal sector to

i nternationalized, technol ogically advanced SMEs.
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A The nature of SME support agencies

46. Many governnents see advantages, particularly in ternms of policy
coherence, the allocation of resources, as well as the adaptati on and

di ssem nation of experiences and “best practices”, in the devel opnent of a
si ngl e devel opnent authority to oversee and to coordinate support programmes
for SMEs. In fact, a nunber of governnents have actively pronoted the

establ i shment of such centralized support agencies. However, admnistrative
traditions and the power entrusted to | ocal governnents have al so pl ayed a
role in deciding on the kind of support agency to be established. Thus,
particularly in countries which have a nore federalistic structure, |oca
governnents have often taken initiatives to support locally- or

regi onal | y-based enterprises by, for exanple, setting up training
institutions, organizing trade fairs and other pronotional activities,
creating regional banks, etc., while the central governnent mainly confines
its role to the inprovenent of the nacroeconom c, commrercial and | ega
frameworks. South Africa, on the other hand, created a national SME pronotion
agency and conbi ned national structures with a nati onw de network of

provi nci al bodies for consultations with the private sector and the provision
of SME support services.

47. Enterpri se support agencies can take different institutional and

organi zational forns. Sonme are parastatals, such as the Small Industry

Devel opment Organi zation in the United Republic of Tanzania. Qhers act as
NG3s or autononous organi zations, |like the Village Industry Service (MS) in
Zanbi a whi ch pronotes snall-scale industries in rural areas. The status of an
aut ononous agency allows for a greater flexibility in operations, including

the nmobilization of funds. 1In addition to incone-generating activities, VM S
for exanple, has been able to raise funds fromother NG3s, bilateral and
mul tilateral donors agencies as well as United Nations organi zations. 21/

Li kewi se, SEBRAE of Brazil, a partially publicly-funded but privately-run
institution, has al so been able to raise funds from enpl oyers and users.

48. In other countries, SME support agencies operate as part of a Mnistry,
such as the Small Industry Support Progranme in |Indonesia, the Industria
Devel opment Board in Sri Lanka, and the Indi genous Business Advisory Service
in Ganbi a. The nmain advantage of being part of the governnent structure
appears to be the availability of sonme m nimumfunds for these agencies
through the budget. However, stringent government rules on, e.g., staffing,
commercial activities, and contacts with other potential sources of funding
may hanper their operational flexibility.

49. Al t hough enterprises support agenci es have been in existence in many
countries for sone time, their inpact on new business formati on and the
survival and growth of existing firns has often been limted. They have been
criticized for their bureaucratic nature, the absence of performance criteria
for judging or stinmulating their performance and their | ack of effectiveness
in responding to the needs of SMEs. Salaries have usually been too low to
attract or keep experienced staff. Further, the rapport between staff and
client has often been weak, stemmng partly fromthe civil servant's
traditional distrust of the “free-wheeling” entrepreneur and the businessman's
fear of a governnent official prying too closely into his business affairs.
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50. Anot her particular criticismis that, given the heterogeneity of SMEs,

it is virtually inpossible for the agency to enconpass the range of expertise
needed in a single institution to nmeet diverse needs. These shortcom ngs are
partly due to the lack of well-designed policies and strategies for SME
pronotion in nost countries. Mreover, the fact that industrial policies have
very often focused heavily on the growth of |arge-scale manufacturing firns

has al so had adverse effects on the pronoti on of SMEs. 22/ lsrael, however
has overcone this problemby creating a network of Small Busi ness Devel oprent
Centres which are N@» and service different kinds of entrepreneurs: new

i mm grants, women who nust work at home, etc.

51. Most of the SME support services are “supply-driven”, mainly providing
busi ness support services in areas such as advisory services, training,
finance, advertising, marketing, export consultancies, etc. They try to cover
as wide a spectrumas possible in terns of enterprises and sectors. However
nost of the successful SMEs have grown on a demand-driven curve. They started
in a certain sector or with certain niche products, attracting custoners anong
| arger enterprises, both donestic and abroad, and then branched out fromtheir
original sectoral or product base. This devel opnment has been supported by
their custoners, typically large firns or subcontractors, which provided

mar ket access, know how and technical help and even finance. The customers

al so centred their assistance around their particul ar needs and around

probl ens that emerged in the SMEs while they were working to fulfil orders.
Many governnent support institutions have not yet incorporated demand-driven
elenments in their programres. 23/

52. However, these criticisns are not sufficient argunents on their own for
doi ng away w th a government support structure for SMES. Rather they are
argunents for inproving their organization and functioning. Such inprovenents
may include refocusing their role on essential functions |ike policy

devel opnent, streamining their organization and attracting better qualified
staff, supplenenting or supporting private sector activities in areas where
the private sector has better expertise rather than duplicating them and
coordinating with specialized institutions in the provision of specialized
services to SMEs. Moreover, the role of the governnent is not necessarily to
provi de the advisory, consultancy or technical assistance services, but rather
to stimulate the private sector to take initiatives and to provide sone
financi al support where necessary, leaving internediaries to deliver the
services. Institutions nost commonly providing such services nmght be

busi ness associ ati ons established by groups of enterprises, professiona
societies in fields such as accounting or engi neering, ad hoc organi zations
establ i shed jointly by governnent agencies and busi ness groups, and

i nternational organizations.

B. The pronotion of SME support agencies

53. In order to pronote SME support agencies and to stimulate the supply of
appropriate support services, governments have undertaken vari ous neasures.
These include direct financial support, e.g. financial assistance to overcone
a shortage of venture capital or seed noney to establish venture capital
funds; fiscal and credit incentives, e.g. exenption frominport duties on
equi pnent, tax exenptions on royalties, accel erated depreciati on schenmes or
subsi di zed | oans; and deregul ation, e.g. regulatory reformin order to renove
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t he boundari es between different services. For exanple, Egypt's Fund for
Soci al Devel oprment has provi ded consi derabl e support for the mcro-enterprise
sector particularly in hel ping these entrepreneurs do a busi ness plan and
facilitating |l oans fromthe regul ar banking systemto enterprises which cannot
provide collateral. This neasure could renove one inportant obstacle to
growing mcroenterprises into SMEs. Qher conponents of the strategy to
pronmote the supply of such services include incentives for the
“externalization” of |ocked-in service activities, and the establishnment of
training centres for the training of trainers

54. An interesting exanple of SME support structures is to be found in

Si ngapore. There are over 60 support programres for enterprises, regardl ess
of size. These provide support for various stages of enterprise growth, from
start-up to expansion to overseas activities. They range from | ow cost
financing, tax incentives, business devel opment, narketing, design, technol ogy
adopti on, standards upgradi ng, productivity inprovenent and conputerization to
expandi ng operati ons abroad. These support programes are coordinated by the
Econom ¢ Devel opnent Board through its Enterprise Devel opnent D vision,
upgraded froma Small Business Bureau as its activities expanded to keep up
with the growth of l[ocal enterprises, both in size and in nunber. These
support programmes are adninistered by the Enterprise Devel opnent Division
itself or in cooperation with one or several specialized institutions dealing
respectively with, inter alia, automation applications, science and

t echnol ogy, information technol ogy, productivity pronotion, trade and
conputerization, as well as standards and industrial research (which also
provi des incubation facilities for start-up conpanies). In the case of

the last two areas, support is provided i ndependently by the specialized
institutions or by themin association with universities.

C. Principles for the devel opment of support programes for SMEs

55. The choice of a centralized agency or a multi-agency approach and the
scope of the activities of agency authorities are a function of the diversity
of country situations, for exanple in terns of their levels of economc

devel opnent, the commercial and regul atory environment, or the existing

busi ness culture. However, some general principles may be identified in
defining an overall policy franework for the devel opnent of support programes
for SMEs.

56. The establishnent of SME support agencies and progranmes need to go in
parallel with efforts to inprove the policy, |egal and regul atory environment
in which SMEs operate. This would inply, anong other things, reducing
subsi di es and ot her policy measures which favour |arge enterprises and

di scrimnate agai nst SMEs, sinplifying regulations and adm nistrative
procedures for business start-ups and devel opnent and enacting new | egi sl ati on

to deal with gaps or inconsistencies in business laws. In the final analysis,
i nprovi ng such an environnent may be nore beneficial for SME devel opnent than
specific support programmes. In Norway, the Covernnent, recognizing the

constraining nature of the regulatory environment for business devel oprent,

has established a Business Legislation Commttee to review on an ongoi ng basis
the regul atory framework and make proposals for sinplified admnistrative

rul es and ot her changes for stinulating business activity. An addition, a new
Conpetition Act has been enacted to enhance conmpetition. |In China, the very
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act of deregul ating enpl oynment by allow ng sel f-enpl oynent has rel eased the
fl oodgates of entrepreneurial energy and led to a rapid growh of SMEs
establ i shed by peasants and urban dwellers. Qher neasures in China include
the sinplification of registration procedures for commercial and industrial
enterprises and the relaxation of State controls on mneral resources (for
exanpl e, coal). These have led to the establishrment of SMEs not only in
commerce and services, but also in industry and mning (with snmall rural and
town collieries accounting for one third of total coal output). Thus

i nprovenents in the regulatory franmework, can by thensel ves serve as policy
i nduced incentives to SME devel opnent. By opening up narkets to conpetition

they al so encourage the operation of narket-based incentives. 24/
57. As a matter of principle, support programres shoul d be market-based and
denmand-driven, i.e. they should tap and build on the expertise, capabilities

and resources available in the private sector and thus conpl erent rather than
duplicate them They should al so be the outcome of close cooperation with the
private sector, thus reflecting the actual demand by the business sector and
the potential of the governnent to supply such services. The application of
user charges, which nay be introduced progressively where necessary, helps to
gauge demand and to pronote sustainability.

58. The approach wi |l obviously depend on the | evel of devel opment of market
institutions or networks. In many economes in transition, for exanple, where
mar ket mechani snms and busi ness support services are relatively weak, the
agency nmay have to assume a nore inportant role, with outside help, if
necessary, until private sector capabilities are devel oped. Further, in those
countries, the training of trainers, for exanple of business and nanagenent
skills, may be needed in order to create the necessary multiplier effects in a
vast programme of capacity-building for business devel oprent.

59. Priority would al so need to be given to enhancing the availability and
efficient utilization of essential inputs commonly needed by SMES, including
finance, land, physical facilities and equi prent. This would inply, anong
other things, inproving SME-targeted credit facilities by the agency and by
agency-supported private internedi aries, changi ng zoning regul ations that tend
to restrict the access of SMEs to well-located sites, providing common
facilities and naki ng equi pment and spare parts nore readily available to
SMEs. FEfficient utilization of inputs through technical assistance can help
to reduce costs and may be as inportant as the financial costs.

60. Support programres shoul d be designed to help pronote inter-firm

I i nkages anong SMEs and between themand larger firns so as to inprove skills,
busi ness information and production, marketing and sal es opportunities of SMES
through inter-firmand rmarket networks. This may require, anong other things,
establ i shing a subcontracti ng exchange or a network facilitator and having the
SME devel oprment agency work closely with the investnent pronotion agency wth
regard to inter-firmlinkages with foreign firnms. Facilities, such as

i ncubators, for pronoting collective efficiency and synergi es between firns,
including firms fromother countries, nmay al so be created, as in Singapore,
for exanpl e.
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61. Support progranmmes nay al so serve as an incentive for enterprises,
particularly SMES, to better organize thenselves and to register thensel ves
with the authorities. In Z nbabwe, for exanple, the Small Business Support
Unit of the Zi nbabwe National Chanber of Commerce (ZNCC) encour ages
participants of training, advisory and consul tancy services to belong to the
ZNCC or to other business organizations, so as to facilitate networking anmong
entrepreneurs and the sharing of experiences among SMES of the sane trade.
Training programmes in other countries also tend to di scourage the
participation of entrepreneurs fromunregistered firnms or to give preference
to registered firnms in their information, credit, nmarketing and ot her advisory
services. 25/

62. SMEs have often flourished in countries where governnents have
encouraged rel atively open and competitive markets. In such an environnent,
firns in the sane line of business conpete with each other on a nore equal
footing. Just as inportant in this environment, firns in different fields can
formconpl enentary rel ati onshi ps. Were interdependence between suppliers and
custoners is allowed to develop freely, many of the supporting services will
be provided by other firnms and will no |l onger need to be provided by the
governnent. The larger firns which depend on SMES to becone efficient
suppliers of specialized conponents or services for their production processes
wi Il thensel ves have the incentives to provide technical help and training to
the SMEs in order to increase their efficiency. In Taiwan Province of China,
large firms have provided trade credit and | arge-scale |oans to their SME
partners, thus partially offsetting the discrimnatory inpact of
gover nnent -i nduced di stortions against SMEs in the financial markets. Studies
of African and other countries show that inter-firmor narket networks have
hel ped to provi de busi ness support services highly val ued by SMEs.

63. An issue for debate is whether support programmes shoul d be applied to
all enterprises, regardless of size, or whether and to what extent they should
be targeted at SMEs. There seens to be sone justification for arguing that a
“level playing field” should be created for all enterprises, regardl ess of
size, and that, if policy interventions are needed, they should be directed at
elimnating the bias in favour of large enterprises, for exanple subsidized
credit or special foreign exchange all ocations for such enterprises, rather

t han bei ng packaged specifically for SMEs.

64. However, in practice, things may not be that sinple. Many SMEs, notably
smal |l and mcroenterprises, may not be able to conpete on equal terns,
particularly with regard to access to finance or information, and sone
specific additional measures may be needed in order to help them Even where
such support programres are intended for all enterprises, as in Singapore,
they started as SME-targeted programes; the coverage has been wi dened by
raising the eligibility threshold because of the need to respond to the

requi rements of growing local enterprises. Further, if public admnistration
is poor or corrupt, if lunp-sumtaxes or licence fees are high or if the cost
of capital is high or often at the nercy of bad macroecononi c managenent, the
cost of admi nistrative conpliance or of raising working capital will be

di sproportionately higher for SMEs than for |arge enterprises. They may prove
to be prohibitive or even fatal for sone SMEs.
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65. Since the provision of devel opnent services to enterprises can be
costly, mechanisns for the long-termfinancial sustainability of such services
and related institutions are inportant. Cbviously it would be unrealistic to
expect snmaller enterprises to pay cost-covering user fees, particularly during
their start-up phase. It nay also be argued that such services shoul d be
provi ded at a noderate cost and that any subsidi zati on nay be of fset by
subsequent increased tax revenue. However, there is a need to ensure that

the delivery of such services is cost-effective. Thus, the subsidization of
busi ness services needs to be phased out as the recipient enterprises becone
nore viable. User fees need to be charged at a level that reflect the rea

mar ket val ue of the services provided. As regards business advi sory services
for SMES starting a business for the first tinme, the provision of vouchers
which entitle energing entrepreneurs to a fixed nunber of consul tancies could
be an appropriate nmeans to keep costs of the support programme |ow and to
prevent abuses. A voucher schene for training has al so been introduced in
Paraguay. Since voucher holders are able to exercise a choice, the training
institutes are obliged to becone nore responsive to their needs.

D. The rol e of private sector service providers

66. Apart from support services provided by enterprise organizations for
their menbers free of charge or at a token price, many support activities can
be offered by the private sector on a comrercial basis. This may include
support services in areas such as advi sory services, market research
financi al services and accounting, |legal issues and training. As a genera
rule, as enterprises and econom es devel op, a greater proportion of the
support services can be provided on a commercial basis, including those
services that have originally been provided by enterprise organizations

to their menbers at subsidized prices.

67. Private sector providers of SME support services have the advantage of
bei ng nmore cogni zant of market demand and specific SME needs than civi
servants. They are also often capable to deliver higher-quality services with
greater flexibility and at |ower costs. Research institutes, technol ogy
centres, and universities can also fulfil a useful role in assisting SMEs,
primarily when specialized bodi es have been created w th organi zati onal and

fi nanci al i ndependence.

68. Such institutions nmay need to be established in areas |ike autonation,
productivity inprovenent, standards and industrial research, and science and
technol ogy as in Singapore. These specialized institutions nay al so be |inked
to research programrmes of universities. Apart fromundertaking research on
particul ar industrial technologies or industries, including their human
resource devel opnent inplications, they can help to dissemnate infornmation
where inter-firmnetworks may be deficient, for exanple due to foreign firns
being unwilling to share critical information with | ocal conpanies. Thus, the
central devel opnment agency and specialized institutions may hel p to conpensate
for “market failures”. However, they need to be properly staffed and
notivated, so as to avoid “governnent failures”.

69. Based on concrete country experience, the discussion nay focus on the
fol | owi ng issues:
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(a) Wat types of support agencies and services for SMES have been
est abl i shed? Wiat | essons may be drawn fromtheir experiences regarding the
questions of outreach, efficiency, effectiveness and sustainability? Howis
the issue of “subsidiarity” addressed?

(b) Wnen and energing entrepreneurs often have needs that are
different fromthose of other entrepreneurs. Wat nechani sns have you
devel oped for taking their special needs into account? How effective have
t hese been?

(c) Sone governnents have established SME support agencies within
governnent structures. Wiat are their nmain functions? How effective have
t hese agenci es been as channels for a two-way flow of information between
governnent and SMEs? Wat are the pros and cons of a centralized agency
versus a mul ti-agency approach? Wat other structures mght effectively serve
such a purpose?

(d) Targeted support to microenterprises is often provided in terns of,
for exanple, help for preparing business plans or for inproving their access
to finance. Has this kind of assistance enabled mcroenterprises to growinto
SMEs? What are the particul ar problens that support agenci es encounter in
provi di ng assi stance to mcroenterprises?

(e) Since the provision of devel opment services to enterprises can be
costly, mechanisns for the long-termfinancial sustainability of such services
and rel ated agencies are inportant. Wat is your experience concerning, for
exanpl e, user fees, scaled fees, voucher programres and ot her cost-recovering
nmechani sns?

(f) Various support services can al so be provided on a conmerci al
basis. How do you see the role of the private sector in providing such
services? Wiat is your experience with private sector “self-hel p” support
agenci es and services for SMES? How are they integrated in the overall SME
support programmes and measur es?
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