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l. RECOVVENDATI ONS ADCPTED BY THE EXPERT MEETI NG

Pr eanbl e

1. The Expert Meeting stressed the inportant contribution SMEs can make to the
ef fective functioning of the market econony and to enpl oynent, growth and

devel opnent. In the light of their deliberati ons and exchange of experiences,
the experts made the follow ng reconmendations to the Conmi ssion on Enterprise,
Busi ness Facilitation and Devel opnent.

A. Channels of government-private sector dial ogue

2. Since dialogue is an interactive process, not an event, it nust be
structured, relevant, transparent, and representative, and it should have an
ef fective influence on both policy fornulation and inplenmentation; effective
di al ogue requires independent and responsi ble partners; and effective dial ogue
nmust occur at all appropriate levels: federal, regional, local, sectoral, etc.

3. Reconmmendations to Governnents:

(i) To advance the di al ogue between governnent and the SME sector, the
experts recomended that all |evels of government - federal or
central, state or provincial, and |ocal, municipal or regional -
participate fully;

(ii) In recognition of the different requirements and interests of |arge
and smal |l business, the experts reconmended that SMEs shoul d be
encour aged, and even assisted by Governnents, to organize their own
representation in the dialogue, having regard for and reflecting the
full range of diversity anong them

(iii) CGovernnents shoul d devel op effective mechani snms for consensus-
bui | di ng between all the relevant actors (CGovernnents, inplenenting
agenci es, representatives of SMES)

(iv) Covernnments should help to strengthen the capacity of representative
bodi es, wi thout conpronising their independence, by providing
government funding for specific services such as research on behal f
of their nenbers, including research by acadenics on SME topics and
traini ng;



TD/ B/ COM 3/ 6
TD/ B/ COM 3/ EM 2/ 3
page 3

(v) Wiere SME organi zati ons are fragnmented, CGovernnents should help them
to strengthen their capacity for effective representation by
encouragi ng the creation of an unbrella organization or committee to
harnmoni ze their voices in dialogue with government. \Were there is a
probl em of under-representation of SME interests in business
representative bodi es whi ch enconpass nenbers of all sizes,
CGovernment s shoul d encourage the creation of a specific SVE conmittee
wi thin the w der organization;

(vi) Covernnents (in particular |ocal governnments) should coll ect
information regarding the SMEsS within their territories, including

their contribution to the econony and job creation

B. Policy coherence

Reconmmendations to Governnents

4. Based on the assessnment of |essons |earned from past experience, the
experts recomended that, in the interest of achieving stability and coherence in
macro and mcro policies for SME pronotion, Governnents should identify their
appropriate role and activities to better support SMEs; they shoul d adopt the
principle of subsidiarity, that is identify who can do what best and at what
level; in this context it m ght be necessary to devel op the necessary |egislation
for non-state service providers. CGovernments shoul d undertake needs assessnent
and devel op tools to evaluate inpacts of policies and progranmmes (including
support mechani sns);

5. The experts were of the opinion that policy coherence nust occur in at
| east five areas:

(i) There nust be coherence between macroecononic conditions and micro
policies favouring SMEs, because macroecononmic instability not only
af fects SMEs nore but can al so destroy whatever inpact SME progranmes
coul d have;

(ii) Policy coherence is needed anong all public and private sector bodies
i nvol ved in SME support services in the country because fragnented
pol i ci es and programres waste scarce resources;

(iii) There nust be policy coherence anong all |evels of government, since
what is achieved at the federal |evel might be undermined at a | ower
| evel and vice versa;
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(iv) There nust be stability, clarity and coherence in inplenmentation;

(v) There nust be coherence between policies to pronote internal growth
of SMEs while respecting external obligations and conmitnments such as
WIO agreenents.

6. SME i ssues should be integrated into overall industrial policy. However,
CGovernments should al so have a national strategy to redress biases agai nst SMES
by addressing their specific needs such as access to a range of business services
which large firnms comonly have internally.

C. SME support measures and agencies

Reconmmendations to Governnents

7. The experts recommended that support neasures and agenci es, whether

provi ded or organi zed by the Government or to private sector, should be needs-
based or demand-driven. They further recomended the use of surveys to identify
the needs of target groups and to evaluate the inpact of these neasures,
progranmmes and agenci es.

8. The experts regarded it as critical that CGovernnents adopt the principle of
subsidiarity in designing efficient support neasures. First, the provision of
support measures should be the responsibility of all players, Governments,

busi ness associ ations, and NGOs. A coordi nati on agency should be created which is
i ndependent, business-oriented, run by qualified and adequately renunerated
staff, and sustainable. Second, support neasures should be decentralized as nuch
as possi bl e.

9. The experts recommended that CGovernments facilitate networking anmong
service providers to contribute to the efficiency and effectiveness of the
support infrastructure at the federal, regional and | ocal |evel and provide
gover nent assi stance for research on nmarketing, trade pronotion activities and
t echnol ogy diffusion programmes.

D. Recommendations to UNCTAD (all areas

10. The experts recommended that the inportance of SME devel opment be put on

t he gl obal agenda and that UNCTAD shoul d introduce the topic of SMES in the
Ceneral Assenbly so that all CGovernnments appreciate the contribution of SMEsS and
di scuss ways to pronote them
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11. The experts recommended that UNCTAD review and report on case studies on

ef fective nmechani sns to pronote dial ogue, with particular reference to nechani sns
for achi eving bal ance, transparency, integrity of representation, effective

i mpact on policy formulation and inplenentation

12. The experts recommended that UNCTAD shoul d undertake a survey of tools
avai l abl e to assess needs and to evaluate inpacts of policies and support
programes and di ssem nate them anmong interested countri es.

13. The experts recomended that UNCTAD review the types of policies devel oped
at the federal and local level in different countries and prepare a report. It
shoul d al so identify what new policies could be devel oped to support SMES in nore
efficient ways (for exanple, new nethods to facilitate better access to credit),
bearing in mnd that these policies have to be consistent with internationa
obligations, i.e. WO agreenents. UNCTAD should consi der designing "pilot"
projects in strategic areas to help dissemnate (especially to LDCs) successfu
experiences which can be replicated.

14. UNCTAD shoul d revi ew t he coherence between trade and micro policies and its
i mpact on SMEs. In particular, it should identify whether the increased failure
rates of SMEs result froma lack of conpetitive advantage or froma | ack of
adequat e busi ness support mnechani sns (whether public or private) and/or

under devel opnent of busi ness service infrastructure.

15. G ven the inmportance of increasing the conpetitiveness of SMES, the experts
recommended that UNCTAD extend its operational progranmes, such as

TRAI NFORTRADE, Trade Points, and EMPRETEC 21, to nore countries and enhance

rel evant transit programes.

16. UNCTAD shoul d prompote an exchange of views anong practising experts in
busi ness support services, i.e., on howto facilitate nore effective SME
marketing activities by increasing informati on about trading opportunities and
national trade regulations via trade fairs, trade exhibitions, trade data bases,
etc.

17. UNCTAD shoul d study how best to make infornmation accessible to SMEs about
the availability of support services and how support agenci es can better market
their services. This study should review nmechani sns for financing of support
agenci es and support services, including their sustainability, cost-recovery and
pricing issues and the role of price in responding to SVE needs.

18. UNCTAD shoul d search for synergy with other international organizations,
taking into account their work on SMEs.
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. CHAI RVAN S SUMVARY OF EXPERTS' DI SCUSSI ONS

1. The Expert Meeting on Governnment and Private Sector Roles and Interactions
in SME Devel oprment focused on four main topics: (i) channels for
government/ pri vat e-sector dialogue; (ii) policy coherence for SME devel opnent;
(iii) SME support mnechani snms and agencies; and (iv) the role of professiona
associ ations in governnent/private-sector dialogue and SVME support.

(i) Channel s for governnent/private-sector dial ogue

2. G obalization and liberalisation, facilitated by rapid progress in

i nformati on and conmuni cati ons technol ogi es, are dominant trends in the world
econory. Their econom c inpact radically changes the relationship between the
governnent and the private sector. As a result, econonies have becone nore

mar ket -ori ented and enterprises play an increasingly inportant role in the

devel opnent process. Conversely, the role of governnent is progressively
shifting fromdirect econom c intervention towards the creation of an enabling
environnent for the establishnment and expansion of private enterprises.

G obal i zation has neant that conpetitiveness is increasingly based not only on
price but also on a culture of innovation and the capacity of a firmto change.
Many of these changes are nade possible through government/ private-sector

di al ogue to pronote enterprise devel opnent. Since dialogue is an interactive
process, not an event, it nust be structured, relevant, transparent and
representative, and it should influence both policy fornulation and

i mpl enentati on; effective dial ogue requires independent and responsi bl e partners,
and it nust occur at all appropriate levels of government. It is inportant that
t he nmechani sns for governnent/private-sector dialogue facilitate this interactive
process.

3. In several countries, such as Mauritius and Nepal, formalised mechani sns
for public/private-sector dial ogue have been in existence for some tinme and have
proved their useful ness. Many countries are in the process of establishing
various nechani sns for public/private-sector dial ogue, including consultative and
del i berative councils at the national, sectoral and local levels. In Muuritius,
a three-tier systemhas evolved over tine which is based on sectora

associ ations, core national bodies, including chanbers of conmerce and

pr of essi onal associ ations, and a Joint Economi c Council at the apex acting as a
spokesperson of the private sector in the highest policy-making bodies. Hungary
is in the process of creating an Entrepreneurship Devel opnent Council on which
representatives fromgovernment mnistries, chanbers of commrerce, business
associ ati ons and individual experts will serve with a view to advising the
Covernment on creating enabling comrercial and | egal frameworks for SME
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devel opnent. In Romania, the consultative councils will also invite foreign
investors to participate. Country experience shows, however, that the habits and
practices of dialogue are still evolving and that best practice in this domain is
still to be assessed.
4. I n defining dial ogue, a distinction was nmade between consultation, which

may occur several times a year at the national |evel, and dial ogue, which

i nvol ves a greater flow of communi cation and understanding within a continued
rel ati onship. There was general agreenent anong experts that dial ogue for SME
devel opnent at the local level is vital because it is at this level that dial ogue
can be an interactive result-oriented process. As experience in Australia, the
Russi an Federation and other countries has denonstrated, weak or even non-

exi stent dialogue at the local |evel underm nes results achieved at the centra
| evel . The success of the Emlia Romagnha region in ltaly denponstrates the
correlation of SME devel opment with [ ocal and regi onal devel opnent.
Decentral i sed dialogue allows for the |Iocal devel opnment of both hunan and
institutional capacities to carry out a focused and result-oriented policy

di al ogue. Regionally or locally driven government/private-sector interactions
do, however, require a national policy framework for enterprise devel opnent to
gui de and direct local and regional initiatives.

5. The public and the private sectors need to work in partnership, cooperate
and not see each other as adversaries. This requires that their relations be
based on trust and conducted with professionalism Experiences in Mauritius, the
Russi an Federation and Croatia underline the need for an efficient, conpetent and
i mpartial bureaucracy which is transparent in its interaction with the business
sector and a private sector which is prepared to discuss policy issues and
strategies for enterprise devel opment and which is not prinmarily seeking
concessions from governnent. Dial ogue should result in practical public policy
if it is to command the trust of the private sector

6. The possible conflicts of interest between large firnms and SMEs and the
tendency for governnent dial ogue with the business sector to be dominated by the
interests of large firnms represent a common problem Factors contributing to
this bias are the larger firnms’ greater economic and political influence (which
is in part a consequence of their larger individual contribution to corporate
taxes) and the greater influence they command in unbrella organi sations such as
chanmbers of comerce. A dialogue which is dominated by the interests of |arger
firms risks creating policies and strategi es which are biased agai nst SMEs.
Based on such experiences, it is sonmetines advisable for SMEs to formtheir own
genui ne representative associations to strengthen their bargai ning power. The
potential advantages of SME groupi ngs based on specific interest, econom c sector
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or geographical |ocation were highlighted by the experts. |In some countries SMEs
have been able to establish effective subcommittees within unbrella

organi sations. The advantage of renmaining in an unbrella organisation is the
ability to harnoni se opinions, take joint action and avoid presenting the
Governnment with conflicting views fromthe business comunity. The Governnent
should play a role as facilitator in encouraging the formation of SME
representati ve associations, as well as research relating to SMEs interests. The
rol e of government in the support of independent research in the area of SME
devel opnent was consi dered by experts as not only inportant for creating a

val uabl e interlocutor for governnent/private-sector dialogue, but also as a neans
to stinulate academic recognition of SMEs as integral and major actors in the
econony and their interest in undertaking research which can help to inform
governnent policies in this area.

7. To further facilitate dial ogue between the public and private sector, it
was consi dered necessary that there be bal anced representation of all sectors of
t he busi ness community, including SMEs. The issue of the representativeness of
SME associ ations, given their heterogeneity, was raised. Experts again stressed
the need for SMEs to form associations according to their sector or area of
production and interest in order to maintain their integrity vis-a-vis their
constituenci es and ensure the adequate representation of all types of SMEs.
CGovernments were encouraged to devel op nmechani sns to preserve the integrity and
bal ance of SME representative bodies in national councils and other consultative
fora. Experts drew attention to the value of undertaking surveys of firns as a
nmeans of ensuring that the views of SMES are adequately identified.

8. O her critical factors needed for effective dial ogue include: ensuring the
pronotion of an entrepreneurial culture in devel oping countries in general

addr essing ideol ogical resistance to the transition froma comuand econony to a
mar ket econony; and putting in place neasures which foster the integration of

i nfornal sector enterprises into the formal sector of the econony. This
integration is of particular inportance in devel oping countries, and especially
in LDCs, where the mpjority of SMES operate in the informal sector. A |arge
nunber of enterprises are, as a consequence, excluded from di al ogue with the
Covernment, thus weakening the design of effective SME devel opnment policies and
strategies.

9. Covernnments were encouraged not to neglect their role in the pronotion of
soci al partnerships, for exanple by fostering nechanisns for networking and the
devel opnent of business associations. Actively seeking to pronote soci al
partnershi ps assists in lowering the costs of production through econom es of
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scal e and scope which SMEs are otherw se | ess able to achieve. Partnerships also
contribute to the process of dialogue and cooperati on anong all actors in the
econony.

10. Met hods for the periodic evaluation of the effectiveness of the various
channel s for dialogue still need to be devised in the majority of countries.
Experts encouraged Covernments to address this problem It was stressed that

di al ogue shoul d be proactive and continuous before and during the inplenentation
of strategies and programmes. Continuous dial ogue during the inplenmentation
period is very inportant for the effectiveness of SME devel opnent strategies.

(ii) Policy coherence for SME devel oprent

11. Wil e regul ar and effective governnent/private-sector dialogue is essentia
for the creation of a coherent policy framework for enterprise devel opnent, sound
and effective dial ogue nust at the same tine be based on a coherent nationa
policy framework on SMEs. Policy coherence inplies not only the design of
coherent policies but also clarity and consistency in their inplenentation, as
wel | as an adequate response fromthe private sector. Furthernore, policy
coherence inplies a conprehensive and i ntegrated approach involving all actors,

i ncludi ng NGOs and entrepreneurs thensel ves, in inplenentation

12. Experts identified five main areas of potential policy incoherence: between
nmacr oeconom ¢ policy and mcroecononic policy; between public and private sector
bodi es invol ved in SME support services; between the federal and | ocal |evels;
bet ween i npl enent ati on and desi gn; and between internal and external policies.

13. St abl e and sound nacroeconom ¢ conditions are essential for the success of
SME devel oprrent.  Even the best strategies for SME devel opment will be underni ned
i f macroecononi c conditions are not conducive to the devel opnent of business.
Experi ence shows that macroecononic instability can be particularly detrinmental
to SMES because of their limted ability to adjust to abrupt changes in the

busi ness clinmate. Macroecononic instability can al so encourage inefficient

behavi our which can stifle inter-firmco-operation and can reduce the wllingness
of larger firms to outsource inputs or contract services from SMEs.

14. Nati onal , regional and/or |ocal SME devel opnent strategies nmust take into
account both the direct and indirect inpacts of policy on SME devel oprent.
Pol i cy coherence for SME devel opnent includes policies that relate to

i nfrastructure devel opnment or to the devel opnent of human and manageri a
resources. In many devel oping countries there is a grow ng awareness that
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education and vocational training needs to inpart entrepreneurship skills,
managenent skills and the pronotion of an entrepreneurial culture. By devel oping
t he necessary physical infrastructure, know edge and skills, as well as
provi di ng appropriate incentives, the Governnent can help to pronote innovative
capacity and structural change in the econony.

15. Many devel opi ng countries are currently preoccupied with the need to bring
their nmacroeconomic indicators in line with internationally accepted standards.
Various austerity neasures, whether related to the transition to a market econony
or structural adjustnent progranmes, create a conflict between the need for
budgetary discipline and a smaller public sector and the demands for additiona
spendi ng on SME devel opnment. Several experts nentioned the conflict between

nmacr oeconom ¢ and m croeconom ¢ requirenents with regard to the extension of
subsidised credit to SMEs. It is inportant for these conflicts to be resolved if
t he objective of national enterprise devel opnment is to be achieved. Such
conflicts could be resolved by careful policy analysis and policy design. For

i nstance, policies that entail additional expenditure on SVE devel opnent coul d be
justified by the added tax revenue that woul d be generated by a flourishing
enterprise sector. SME support services can al so operate on a cost recovery
basi s whenever possi bl e.

16. Consi stency between national and | ocal government policy is best achieved
within an overall franmework for SME devel opnent. The | ack of coordination

bet ween government departnments and ministries and | ocal governments was
illustrated in one country where there are 45 programes at the federal |evel and
a nunber of programres at state and |local |evels. These progranmes are
fragnmented under three different nministries, two publicly owned banks and severa
techni cal agencies. The various ninistries and other government agencies are

of ten unaware of each other’s progranmes, resulting in duplication and unintended
rivalry which serves to confuse the intended beneficiaries of these services.
Despite the | arge budgetary resources devoted to these progranmes, surveys revea
that many firnms are generally dissatisfied with support services and many are not
even aware of the existence of these programes.

17. Simlar to the problem of intra-governnent incoherence and perhaps
contributing to it to some degree is the problem of inter-donor incoherence. The
subj ect of enterprise devel opnment has stimnulated much donor interest. Severa
nati onal and international organisations (UNIDO, ODA, |ILO expressed the need for
nore and better cooperation anong bilateral and nultilateral donors funding SME
support progranmmes and projects. This would ensure conplenentarity, create
synergi es and hence avoid duplication of efforts and the waste of limted
resources. This applies at both the field and headquarters levels, including in
the context of the Donor Conmittee on Small Enterprise Devel opnent.
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18. Pol i cy coherence can often be difficult to achieve at the enterprise |evel
A common problemis the tendency for nobst support services to be supply-driven.
In sone instances, the services and the agencies supplying themare irrel evant
because SMEs have other priorities. Experts stressed the need for a change in
focus from supply-driven services to demand-driven services. To facilitate the
i mpl enentation of this change in focus, the use of surveys and other nethods of
assessnment and eval uati on was encouraged. The supply of services on a cost-
recovery basis was al so suggested as one nmethod of gaugi ng SME demands. Fisca
stringency which requires SVME support service agencies to be self-financing can
al so act as an incentive for such a change in focus.

19. Donesti ¢ SME devel opnent strategi es and nmeasures can sonetimes be

i nconsistent with external conmitnents such as those entered into under

i nternational agreements. Covernnments have to be aware that certain types of SMVE
support nmeasures such as subsidized credits could be in conflict with WO rul es.
In this context it is necessary to nake a distinction between strategies
benefiting nascent SMEs and those benefiting mature SMEsS whi ch need to export in
order to realise their growh potential. Experts expressed concern about adverse
effects on the SME sector which can result if trade liberalization is not
acconpani ed by adequate programes to help strengthen SME capacity to cope with
intensified conpetition and take advantage of export opportunities. The

i mportance of appropriate -- WO consistent -- export support services was
stressed in this context.

20. The achi evenent of policy coherence is a process which evol ves over tine,
requiring a step-by-step approach involving a continuous process of evaluation
and adjustnent. An exanple can be found in Mauritius, where policy coherence was
achi eved increnentally over a nunber of years.

(iii) SME support nechani sns and agenci es

21. The establishment of agencies to inplenent neasures for SME support through
t he provision of start-up, business and entrepreneurship devel opnent support
programmes, credit and other business-related services continues to be a priority
for Governments. There was general agreenent anong the experts that support
agenci es shoul d have as their main ai mproviding and i nproving business skills of
entrepreneurs, so that they can better recogni ze busi ness opportunities for SMEs
and derive nore benefit therefromand al so increase their conpetitiveness.
CGovernment s shoul d recogni ze the inportance of infrastructural support and of

i nvestment in education and training for enterprise devel opnment. The range of
busi ness services to which SMEs need access reflects the fact that SMEs must rely
on external resources for services which larger firns can provide in-house.
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22. The nature of the services required by SMEs nmust be defined on the basis of
the typical characteristics of the SME. Support services can be and in actua
practice are provided by both the public and the private sector and can be
subsi di zed or comercialized. The Expert Meeting considered the question of the
relative efficiency of different service providers. The determ ning question was
"who could do what best". Experiences indicated that increased public/private-
sector partnership and/or cooperation is preferable.

23. Service providers deternine the range of services required by SMES
according to the | evel of econoni c and busi ness devel opnment of a given sector or
region. The sane indicators deternmine the price level of the services offered.
O'ten governnent or donor-funded support agencies find it difficult to establish
full or partial cost-sharing practices.

24, Whet her busi ness support shoul d be denmand- or supply-driven was again

di scussed in the context of inproved support service nmechani sms. The consensus
was for demand-driven support, |eaving room however, for supply-driven support
in situations where enterprises are not aware or informed about existing
programes or the potential benefits that they could derive therefrom

Maj or _obstacles to SME devel opnent

25. The problens of SMES remmin those inherent in their structure and size -
whi ch at the sanme tine account for the inportant flexibility and adaptability in
the sector. The fact that small and nmedi um sized enterprises are "lonely",
causing their weak bargaining position and | everage, represents a nore inportant
di sadvantage than their size.

26. Poor access to capital due to lack of collateral, the absence of
information on the availability of funds and programes, social and cultura
barriers hindering entrance to financial markets, etc., were identified by
several experts as the major obstacles to SVE devel opnent, rather than the
availability of credit itself. The need for sinplification of adm nistrative and
regul atory procedures related to credit provision was al so pointed to. Reference
was made to UNCTAD s earlier work in this area and to the second session of the
Ad Hoc Working Group on the Role of Enterprises in Devel opnent (August 1995).1

! Final report of the Ad Hoc Working Group on the Role of Enterprises in
Devel opnent, TOY B/ 42(1)/17- TD/ B/ Wa 7/ 8.
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27. O her key problens for nany SMEs are caused by inadequat e nmanagenent
skills, especially those required to conpete in the present-day gl obalized
econony, lack of client orientation, linmted access to relevant information, not

being linked to conmrercial or productive networks and | ack of know edge and
resources for incorporating innovation or quality inprovement into production
processes. An expert reported that a recent Brazilian study of enterprise
survival factors had found that the enterprises nore likely to survive and thrive
were those which were market-oriented and which had |inks with other

organi zations and firnmns.

28. International donors in general, and NGOs in particular, play an inportant
role in the provision of mcro-credit and in training and other support services.
A major problemis the relatively high operational costs of some donor-funded
NGOs. NGO support activities may need to be better coordi nated, as duplication
and overl apping of activities persist. |In LDCs, donor-dependency of business
support providers, nostly NGOs, is an issue of mmjor concern

Experiences with support agencies

29. The rol e of support agencies differs when services are provided at the
local, the regional or the national |evel. Experiences indicate that
governnent's support agencies are nost efficient when organized at the | oca
| evel, due to the characteristic local nature of the SME and because of the
organi zati onal and structural costs of such organizations.

Public/private-sector partnerships

30. A much cited fornmula, which has successfully been replicated in sone
devel oping countries, is ltaly's Enilia Romagna nmodel. The nodel is a good

exanpl e of successful institutional public/private-sector cooperation involving
political, social and economic actors for creating an environnment conducive to
enterprise developnent. It relies on an intensive networking process, involving
privat e busi ness networks and social and public networks, including academ a.

31. Devel opi ng countries attach equal inportance to the establishnent of

busi ness support agencies. Mexico's PROPICE (Prograna de Politica Industrial y
Conercio Exterior) foresees institutional support for productive sectors and is
gui ded by a broad-based advisory council in which key actors from busi ness and
civil society, as well as from acadenia, are represented. Support agencies in
South Africa are based on the concept of the "whol esal e agency", where government
support is channelled through internediary bodies that deliver the services to
the end beneficiaries, i.e. small businesses. CGovernnent does not conpete with
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existing private sector institutions, but plays a conplenentary role and fosters
the creation of institutions where these do not exist.

Institutional organization of the provision of support services

32. Enterpri se support agencies can take different institutional and

organi zational fornms, such as foundations (in Paraguay, a foundation handl es the
execution of the Inter-American Devel opnment Bank's micro-credit schene),
associ ati ons and cooperatives (especially in the context of granting mcro-
credit), but al so devel opnent banks (the Devel opment Bank of Mauritius provides
institutional support for industrial developnent). Mre recently, devel opnent
policies have included credit schenes and support programes for womnen
entrepreneurs. |In the Czech Republic also, certain target groups have been
identified for special focus within the SME progranme, such as young peopl e and
t he di sabl ed.

33. A distinction can be nade between the so-called "real business services"
and financial support (such as grants, loans, tax breaks, etc.). |In the Enilia
Rormagna region, the institution named ERVET, with mixed public-private

shar ehol di ng, provides real business services, basically related to information,
R&D, narket research, export pronotion, technical consultancy, professiona
training, quality control techniques, etc.. ERVET provides these services either
directly or through its wi der support network. One of its service centres is
ASTER, the Technol ogi cal Devel opnent Agency. ASTER ains at providi ng systens
within which all actors, including enterprises, can innovatively collaborate.
Products denonstrate that the systemis effective and that SMEs are capabl e of
usi ng new t echnol ogy.

34. Certain types of indirect support services provided by the private sector
are not generally thought of as business support. However, their existence does
respond to needs and requirenents of SMEs for the successful operation of

busi ness. Typi cal exanples are | egal and insurance services, |easing, custons
handl i ng, etc., often possessed "in-house" by large enterprises but too costly
for SMEs.

35. Institutional services can also be provided by business associ ati ons,
either as a social service or for the expansion of their menbership (as was, for
exanpl e, done by Mauritius' association of enployers).
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36. Covernments can al so outsource or subcontract support activities (to
agencies like Turin's CODEX, for exanple). The private sector, including |arge
enterprises, may also have an interest in creating progranmes in the context of
t he devel opnent of their future markets and in practice has been willing to

i nvest therein (banks, teleconmunications services) in devel oped, devel opi ng and
| east devel oped countri es.

37. Several countries in transition have established enterprise or business
support institutions, ranging fromstart-up services to credit and | oan guarantee
funds, technol ogi cal centres, business incubators, education and training
institutions, chanbers of comerce and networki ng organi zations, as well support
nmechani snms for participation in trade fairs.

38. In the Russian Federation, institutions are based on laws drafted in close
cooperation with enterprise representatives. Three nain types of credit funds
have been established in the Russian Federation, nanely (i) those co-financed by
nati onal and international private investors, (ii) federally funded schenmes and
(iii) mcro-credit schenes. The latter serve a dual financial and soci al

pur pose.

39. Sone countries, such as the Russian Federation and Croatia, have
established consulting firmnetwrks. Such networks replace institutiona
support mechani snms, but are |l ess costly and tine-intensive to set up, while
acconpl i shing the sane goal s.

40. In the recently established SME support structure of the Czech Republic,
schenes have been devel oped to address national, regional and | ocal needs for
financial and non-financial business support and for cooperation wth donor
agenci es.

41. Experts drew attention to instances when Governments have started up the
process for SME devel opnent support on a large scale, only to discover at sone
point in time that during a budget crisis these very support services have to be
sacrificed. In funding support agencies, caution is therefore warranted.

However, in some cases support agenci es have been able to survive sharp decreases
i n government support by increasing their focus on client denmand and recovering
nore of their costs by adjusting their charges for services.
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42. Cover nrent - fundi ng of SME support agencies can produce contradictory
results. Wile on the one hand governnent funding renoves the need to becone

sel f-supporting and can distort the services offered, on the other hand it gives
the flexibility to provide support services whose val ue and i nportance may not be
evident at first to entrepreneurs who have not experienced them

Efficient supply of support services: redefinition of the role of the state

43. Eval uati on of experiences in countries with institutional SME support
schenes dating back, in sone instances, to the 1960s indicates that output and
outreach have been limted, insufficient and costly. Questions raised as to "who
can do what best" for end beneficiaries have led to a reassessnent of the role of
the state in the direct provision of such services.

44, The policy now generally espoused, including by the Conmittee of Donor
Agencies for Small Enterprise Developnent, is for a fresh approach to SME support
based on the principles of subsidiarity, sustainability, demand-side orientation
and targeted services. This new approach includes outsourcing of institutiona
support services and places enphasis on the provision of |ocalised services.

Demand- and supply-driven busi ness support services

45, Shoul d busi ness support programes be supply- or demand-driven? Ildeally,
t hey shoul d be the outcone of close cooperation with the private sector,
reflecting the actual needs of snmall and nedi umsized enterprises. There are,
however, differing views. Some hold that enterprises know their own needs best.
O hers consider that energing entrepreneurs nay have neither the time nor the
resources to identify their business support needs. |In Mauritius, the latter
proposition has been proven correct. This was tested by introducing an initial
package of free services, followed by continued services for which enterprises
then had to pay.

Pricing of services

46. The perceived ignorance of own needs conplicates the setting of market
prices for services provided by support agencies. Approaches advocated are the
i ntroduction of the concept of cost-sharing, whereby clients are charged nomi na
fees, or costing policies, whereby core services remain free but charges are

| evied for the provision of supporting goods and services, so as to allow
enterprises to judge the rel evance of various services thensel ves.
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47. O her support agencies, such as SEBRAE of Brazil, apply flexible criteria
for adjusting fees based on the general economc situation of the region, the

| evel of devel opnment of the region's enterprise sector, and its product base and
diversity.

Marketing, information and conmuni cation

48. Surveys conducted indicate that entrepreneurs are often not aware of the
contents or existence of business support programmes. This signifies a failure
of service providers to market their products. Marketing of services generally

i ncl udes the dissenination of information. The

use of conventional comunication tools and nodern communi cati on techni ques

(e.g. the use of the Internet by business support agencies) in this area has
hitherto been limted, with nost activities of this nature occurring in devel oped
countries and only sporadically in devel oping countries (for exanple, the
nobi li zation of the nedia for SME activities in Mauritius).

49, Overall, comunication within the public adm nistration has been found to
be sub-optimal. Oten, one part of the adninistration is not aware of what is

happening in other parts of that same administration. There are, however, somne
exceptions. The Czech Republic, for exanple, takes a nulti-mnisterial approach
towards enterprise devel opment, thus ensuring inter-adninistrative comruni cation

50. The point was rai sed that awareness of the inportance of small and nedi um
sized enterprises to the econony may well be better understood at the

i nternational than at the national or regional levels and that this situation
needs to be redressed.

51. In sone countries in transition, there is still need to change the public's
conceptions of business and entrepreneurship, which [inger fromthe past.

| npact assessnent

52. Research on the inmpact of support agencies is generally inplenmented after
activities have been undertaken. The use of appraisal research at the policy
formul ati on and pl anni ng stages seens to be rather rare. Experts felt this

om ssi on was di sadvant ageous. Conducting such appraisal in parallel with the
activities may prove useful in spotting trends and correcting or adjusting
policies. In Croatia a needs assessnent study had been undertaken to inform
devel opnent of SME innovation policies. Exchange of experiences anpobng countries
on net hodol ogy and tools for conducting surveys was reconmended.
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Pronotion of inter-firm cooperation

53. Governnents can pronote inter-firm cooperation. |n sonme devel oping
countries, such as South Africa, and devel oped countries such as Denmark and the
Uni ted Kingdom grant assistance is provided to associations or groupings of
enterprises as a neans of fostering cooperation and SME networks. | n South
Africa, a special fund exists to pronote inter-firm cooperation.

(iv) The role of professional associations

54. Experi ences frommany countries have illustrated the inportance of the role
of professional associations in a variety of areas which are critical for the SME
sector. Professional associations can be efficient providers of specialised
support services, as well as acting as an effective | obby for SME interests. The
greater ability of professional associations to provide services which are better
mat ched to SMVE needs was also identified as a potential advantage. Moreover, it
was suggested that the degree of government intervention should dimnish with the
devel opnent of the private support sector. Larger conpanies mght also provide
prof essional services to SMEs as a result of the division of [abour in production
processes. Experience shows that the devel opnent of subcontracting arrangements
between large firms and SMEs can give an incentive for large firnms to provide
financial, technical and other assistance to SMEs.

55. It was observed that in sone cases SMES' expressed “wants” are not al ways
what they actually require to develop and grow. A nore general problemis that
SMEs may not have the time or resources to properly identify their needs or find
solutions to their problenms. Governments can assist by initiating research on
SME needs and best practice to address sonme of their specific problens, including
provi di ng financial support for independent research in the area of SME

devel opnent .

56. The experts enphasi sed the need to devel op a culture of cooperation and
col | aborati on between governnent and professional associations. For exanple, in
Turin, ltaly, CODEX has been successful in ensuring increased resources, better

targeting and the sustainability of SME support services by devel opi ng
partnershi ps between | ocal government and the private sector.

57. The necessity for SMEs to formtheir own associations to participate
effectively in neaningful dialogue with Government was di scussed fromdifferent
per spectives, wth suggestions being nmade, inter alia, to formsector-, product-
or industry-specific associations. Experts stressed that this is a critica
condition for the devel opnent of the SME sector. A potential disadvantage of the
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creation of nultiple SME associ ati ons was, however, that it could result in a
fragnented network of SME organi sations that did not speak with one voice. In
such a situation, there is the risk that the SME sector’s bargaining position
woul d be weakened. The |ack of resources resulting fromlimted nmenbership in
speci al i sed SME associations is an additional disadvantage. An alternative is

t he nmenbership of SMEs in an unbrella body representing business as a whole, with
the creation of an SME Committee to articulate SME interest. Hungary provides an
exanpl e of such a structure having been devel oped.

58. It is very inportant that associations offering support services to SMEsS be
dynam ¢ and responsive to changi ng SME needs and changes in the environment in
whi ch SMEs operate. It is necessary for support service providers to devel op
nmechani sns with which to regularly evaluate their service delivery in terns of
appropri ateness, relevance and effectiveness. The experience of SEBRAE in Brazil
is an exanple of a professional institution which keeps itself informed of its
clients’ needs and the effectiveness of its service delivery. For exanple, the

i ntroduction by SEBRAE of “virtual schooling” shows its ability to adapt its
services in the light of the constraints faced by its female clients.
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I, ORGANI ZATI ONAL MATTERS
A.  Convening of the Expert Meeting
1. In accordance with the agreed concl usi ons adopted by the Comm ssion on

Enterprise, Business Facilitation and Devel opnent at the closing neeting of its
first session on 24 January 1997, 2 the Expert Meeting on Government and Private
Sector Roles and Interactions in SME Devel opnent was held at the Palais des

Nati ons, Geneva, from23 to 25 July 1997. The Meeting was opened on 23 July 1997
by M. Rubens Ricupero, Secretary-General of UNCTAD.

B. Election of officers
(Agenda item 1)

2. At its opening neeting, the Expert Meeting elected the following offiicers
to serve on its Bureau

Chai r man: Ms. H Booth di G ovanni (United Ki ngdom
Vi ce- Chai r man- cum Rapport eur: M. M Awmi (Egypt)

C. Adoption of the agenda

3. At the same neeting, the Expert Meeting adopted the provisional agenda
circulated in TOYB/COM 3/ EM 2/ 1. Accordingly, the agenda for the Meeting was as
fol |l ows:

1. El ection of officers
2. Adoption of the agenda
3. The respective roles of governnent and the private sector, including

NGOs, and the interactions between themin creating a coherent policy
framework and setting up effective support neasures and structures
for the devel opment of SMEs and micro-enterprises, in particular
those in | east devel oped countri es.

4. Adoption of the report

2 See Report of the Conm ssion on Enterprise, Business Facilitation and
Devel opnent on its first session (TD/ B/ 44/2-TD/ B/ COM 3/ 4), annex |,
paras. 3-4.
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D. Docunentation
4, For its consideration of the substantive agenda item (item 3), the Expert
Meeting had before it an issues paper by the UNCTAD secretariat entitled
"CGovernnent-private sector interaction, with a particular focus on the

participation of SMEsS" (TD/ B/ COM 3/ EM 2/ 2).

E. Adoption of the report

5. At its closing neeting, on 25 July 1997, the Expert Meeting adopted its
draft reconmmendati ons (see section | above), agreed to incorporate the Chairnman's
summary into its report (see section |l above), and authorized the Rapporteur to

prepare the final report of the Meeting, under the authority of the Chairnan.
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Annex

ATTENDANCE a/
1. Experts fromthe followi ng States nenbers of UNCTAD attended the neeting:
Al geri a Mal t a
Andorra Mexi co
Australia Mor occo
Brazi | Myanmar
Cape Verde Ni geri a
Central African Republic Paki st an
Chi na Par aguay
Col onmbi a Per u
Costa Rica Phi i ppi nes
Cote d'lvoire Pol and
Croatia Republ i ¢ of Korea
Cuba Rorani a
Czeck Republic Russi an Federati on
Denocratic Republic of the Congo Senegal
Domi ni ca Sl ovaki a
Domi ni can Republic Sl oveni a
Ecuador South Africa
Egypt Spai n
Et hi opi a Sri Lanka
Fi nl and Sweden
Ger many Swit zerl and
Hondur as Syrian Arab Republic
Hungary Thai | and
I ndi a Tri ni dad and Tobago
Iran (Islamc Republic of) Tuni si a
| srael Tur key
Italy Uganda
Japan United Kingdom of Great Britain
Jor dan and Northern Irel and
Kenya Uni ted Republic of Tanzania
Luxemnbour g Ur uguay
Madagascar Venezuel a
Mal i Zanbi a
2. The Econonic Conmi ssion for Europe, the Economi ¢ Conmission for Africa, and

the United Nations Institute for Training and Research were represented at t he
neeting. The International Trade Centre UNCTAD) WO was al so reprented at the
neeting.

3. The foll owi ng specialized agencies were represented at the neeting:
I nternational Labour Organization
I nternati onal Mnetary Fund
United Nations Industrial Devel opment O gani zation

4. The foll owing intergovernmental organizations were represented at the
nmeeting:

I nter-Anmeri can Devel opnment Bank
Eur opean Conmuni ty

al For the list participants, see TD/ B/COM 3/ EM 2/ | NF. 1.
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5. The fol |l owi ng non-governnental organizati ons were represented at the
neeting:

Ceneral Category

| ber o- Aneri can Associ ati on of Chanbers of Conmerce
I nternati onal Chanber of Conmerce

Worl d Association of Small and Medi um Enterprises
Worl d Federation of United Nations Associ ations
Wrld Vision | nternational

PANELLI STS

M. Mahesh Kumar Agrawal, President, Nepal Chanber of Commrerce

M. Gabriel Casaburi, Social Researcher, Faculty of Latin American Soci al
Sci ences (FLACSO), Argentina

M. Azad Jeetun, Director, Mauritius Enployers' Federation, Muritius

M. Hussein Kiaratu, Head, Advisory G oup on SMEs, Confederation of Tanzani an
I ndustries, United Republic of Tanzania

M. Jiri Navratil, Deputy Director of Business Pronotion, Mnistry of Industry
and Trade, Czech Republic
M. S. Phillips, Senior Devel opment Manager, International Devel opnment

Consortium United Kingdom
Ms. C audi a Vaconcel | os Vae, Manager of Planning, Brazilian Agency for the
Support of the Small and Medi um Conpani es ( SEBRAE), Brazil



