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This paper presents the experience of UNIDO, thatednNations Industrial
Development Organisation, in supporting the groatid development of small and
medium-sized industrial enterprises (SMES) in depiglg countries and countries with
economies in transition. It does so against thekdrauind of the accelerating
integration of international production and tradisgstems in the process popularly
referred to as globalisation, which offers sigrafit opportunities but also presents
considerable challenges, and possibly even rigkthdse countries. In recognition of
the mixed potential of these changes in the gla@mnomic environment for the
economic and social development of developing a@sitand countries with
economies in transition, UNIDO has devised a rasfgaechanisms and instruments to
help SMEs in these countries to overcome the ahgdle posed by these changes and
to take full advantage of the opportunities prodity them.

Given its focus on industrial SMEs, the paper bggiith a short overview of the role
of industry in economic and social developmentlofeéd by a review of the
contribution made by SMEs to industrial growth. Theaper then assesses the
implications of the process of globalisation fodustrial development and considers
the nature of the responses needed to ensure ékaloging countries and countries
with economies in transition can benefit from thimcess. Following this conceptual
discussion, the paper turns to specific presemtsitaf UNIDO technical cooperation
programmes to promote SMEs, illustrated wherevessibte with examples from
member states of the Organisation of the Islamicf€ence.

1. STRENGTHENING INDUSTRIAL SMEs TO FACE THE
OPPORTUNITIES AND CHALLENGES OF GLOBALIZATION

1.1. Industry as a driving force in economic devefmment

Industrialisation has historically been a significariver of economic
growth and modernisation. It has retained its irtgpare for developing
countries and countries with economies in transitm the present day,
providing them with the principal means to increabeir factor
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productivity. This, in turn, provides the foundatifor a long-term and
sustainable increase in the standard of livingaedrresponding decline
in poverty. Industrial development is also criigamportant because of
the support it provides to other sectors of theneowoy, for example by
raising agricultural productivity and through th@gessing of agricultural
goods. In addition, it provides the base for theeance of many firms
offering high-tech services in support of manufaomactivities.

The historical role of industry in fostering econordevelopment is
well known - indeed, the onset of the industrialolation in England in
the second half of the eighteenth century andutsaquent spread to
other countries in Europe and North America set stege for the
economic development of these regions. It is notnfathing that the
terms “industrialised countries” and “developed rnies” are used
almost synonymously. Even in our own times, it isdustrial
development that has led to the emergence of neewveldped”
countries, such as the original “tiger” economiegast Asia.

Although the growing contribution of services inetmational
economies of the developed countries is giving tasstatements about
the “post-industrial society” and the “de-indudigation” of these
economies, these statements are misleading foméerof reasons:

& Industrial output is1ot declining in the developed countries. In fact,
manufacturing output has continued to record steady growth in
absolute terms throughout the 1990s in all G-7 ti@s The fact that
the service sectors are growing (somewhat) moralyathan the
manufacturing sector, and thereby gradually assymigreater share
of GDP, does not imply the de-industrialisatiortrefse countries.

& Even to the extent that the service sectors areigg more rapidly
than the manufacturing sectors, their growth imst cases related
to, if not dependent upon, a corresponding growtmanufacturing
activity and output. The growth of trade-relatedvers depends on
an accompanying growth in merchandise trade, famgpte, and the
growth in telecommunications services and the “nesonomy”
would be impossible without a continuous streamenfl hardware.

& In many cases, moreover, the accelerated growtthefservice
sectors reflects the outsourcing of activities, hsas design and
R&D, that were previously carried out within the modacturing



enterprises themselves and hence counted as “rradusather than
“service” activities.

In developing countries today, industrial developtrmntinues to be
the principal source of employment and income gnowéchnological
progress and broader economic development. In factch of the
slowdown in manufacturing growth in developed caestis related to a
diversion of manufacturing activities to developioguntries through
foreign direct investment as the globalisation oélustry proceeds.
Industry therefore remains the driver of econoneiesfiopment.

1.2. The contribution of SMEs

It is widely recognised that at all levels of demwhent small and
medium-sized enterprises (SMES) have a significaig to play in

economic development in general and in industrievetbpment in

particular. SMEs form the backbone of the privaetaer, make up over
90 per cent of enterprises in the world and acctmm$0 to 60 per cent
of employment. SMEs engaged in manufacturing adcéambetween

40 and 80 per cent of manufacturing employment.tie Least

Developed Countries (LDCs), UNIDQO'’s priority clisnthe role is even
more important since SMEs often offer the only isti&l prospects for
increases in employment and value-added. This ep@qually to the
countries with economies in transition, where lamgefficient state-

owned enterprises are giving way to much smallet more efficient

private entities.

SMEs make a vital contribution to the developmemicpss for the
following reasons:

e SMEs are more labour-intensive and tend to lead to a more
equitable distribution of income than larger enterprises. They play
an important role in generating employment and thlisviating
poverty, often providing employment opportunitiels raasonable
rates of remuneration to workers from poor housthaind women
who have few alternative sources of income.

» SMEs contribute to a more efficient allocation of resources in
developing countries. They tend to adopt labour-intensive
production methods and thus more accurately retleetresource
endowments in developing countries where laboyslestiful and
capital is scarce. To the extent that these ensexproperate in



“informal” markets, the factor and product pricdgey face also
provide a better reflection of social opportunitsts than the prices
faced by large enterprises.

» SMEs support the building of systemic productive capacities. They
help to absorb productive resources at all levelh@® economy and
contribute to the establishment of dynamic andliessi economic
systems in which small and large firms are intgdoh They also
tend to be more widely dispersed geographicallyntharger
enterprises, support the development and diffusfa@ntrepreneurial
spirit and skills, and help to reduce economic @igi@s between
urban and rural areas.

1.3. The impact of globalisation, economic liberadation and the
emergence of new technologies

In recent decades, the process of industrialisatias undergone
profound changes. While industrial developmentreasained the basic
instrument of economic and social development weligping countries,
the framework within which it plays this role hasaoged dramatically
through the processes of globalisation and econdibecalisation, and
the emergence of new technologies. These develdprhame removed
both the natural and legal shelters previouslyrd#d to the industrial
sectors of developing countries by geographicaltade and

protectionist economic policies, and exposed themhigh levels of

external competition, in terms of both quality amdice, in an

increasingly integrated international marketplace.

Table 1
Private fixed investment as a share of total fixethvestment, 1970-96
(%, weighted averages)

. Average Average Average
Region 1970-79 | 1980-89 | 1990-96
East Asia 73.2 70.4 74.8
South Asia 55.8 50.5 61.1
Europe, Middle East and North Africa 53.1 51.6 62.8
Latin America and the Caribbean 63.9 68.6 76.2
Sub-Saharan Africa 50.8 57.6 68.5
All developing regions 61.8 63.1 71.2

Source: Glen, Jack D., and Sumlinski, Mariusz Arends in Private
Investment in Developing Countries - Statistics for 1970-96, IFC Discussion
Paper Number 34, figures re-calculated.



The processes of globalisation and liberalisatiamehalso resulted
in a significant shift in emphasis from the pultiicthe private sector,
with the market replacing the state as the primdnying force of
industrial growth. An indication of the extent big shift is given by the
data in Table 1 which show a substantial increadbe share of private
fixed investment in total fixed investment betwebe 1970s and the
1990s in almost all developing regions of the woflde only significant
exception is provided by East Asia, where privateestment already
played a much larger role in the 1970s than iothlér regions.

Table 2
Investment as a share of GDP, 1970-96
(%; weighted averages)

Region Average Average Average
1970-79 1980-89 1990-96

East Asia:

Total investment 24.7 27.7 34.9

Private investment 18.0 19.5 26.1

Public investment 6.6 8.1 8.8
South Asia:

Total investment 16.5 19.8 21.6

Private investment 9.1 10.0 13.2

Public investment 7.5 9.7 8.4
Europe, Middle East and North Africa:

Total investment 22.8 22.1 23.4

Private investment 12.1 11.4 14.7

Public investment 10.7 10.7 8.7
Latin America and the Caribbean:

Total investment 20.5 20.7 19.3

Private investment 13.1 14.2 14.7

Public investment 7.4 6.5 4.6
Sub-Saharan Africa:

Total investment 26.8 22.9 16.8

Private investment 13.8 13.2 11.5

Public investment 12.9 9.8 5.3
All developing countries:

Total investment 20.7 22.2 23.2

Private investment 12.8 14.0 16.6

Public investment 7.9 8.2 6.7

Source: Glen, Jack D., and Sumlinski, Mariusz Arends in Private
Investment in Developing Countries - Satistics for 1970-96, IFC Discussion
Paper Number 34.

As a result of the growing role assumed by the gheivsector in
financing industrial growth, developing countriemvl also been



exposed to a high degree of international competifor investment
funds, in which there have been winners as welbsars. As shown in
Table 2, the increase in the share of private imest in total

investment does not necessarily reflect a corredipgnincrease in the
contribution of private investment to aggregate ded The available
data show that this is particularly so in the cak8ub-Saharan Africa,
where the increased relative importance of the apeivsector is
attributable mainly to a sharp drop in public sedgtovestment rather
than to any substantial growth in private investtrigself. In fact, this

table shows that the contribution of private inwestt to GDP in Africa
has actually declined marginally during the pasty2ars, from an
average of almost 14% in the 1970s to just abo itBthe 1980s and
less than 12% in the first half of the 1990s.

The mixed performance of different regions in atirey private
investment is highlighted further by data on thegyaphical trends of
FDI flows presented in Table 3. These data, whiahehbeen compiled
and/or estimated by UNCTAD, show that the shar&DIf inflows into
the developing regions is both relatively low anghly volatile. It has
consistently amounted to substantially less thdhdiaotal global FDI
inflows during the mid-1990s, and fell to less tHz0P%6 in 1998 as a
result of the financial crises that affected pasfsAsia and eastern
Europe in that year.

Table 3
Regional distribution of global FDI inflows, 1994-8 (%)
Region 1994 | 1995 | 1996 | 1997 | 1998
World 100.0| 100.0| 100.0| 100.0( 100.0
Developed countries 57.7 63.4 58.8 58.8 715
Western Europe 333 37.0 321 29.1 36.9
North America 21.0 20.7 23.9 26.0 326
Central and eastern Europe 2.3 4.3 3.5 4.0 2.7
Developing countries 39.9 32.3 37.7 37.2 25.8
Africa 2.1 13 1.6 1.6 12
North Africa 0.9 0.4 0.5 0.7 0.4
Other Africa 1.2 0.9 11 1.0 0.8
Asia 25.2 20.7 22.9 20.6 13.2
West Asia 0.6 -0.1 0.2 1.0 0.7
Central Asia 0.4 0.4 0.6 0.7 0.5
South, East and Southeast Asia 24.2 20.4 22.1 18.9 12.00
Latin America and the Caribbean 124 10.0 12.9 14.7 111

Source: UNCTAD, World Investment Report 1999, Aniieble B.1.



In addition, these flows are also characteriseddnsiderable inter-
country imbalances. Almost 85% of the total inwardestment of $2.6
billion into North Africa flowed into just three catries (Egypt, Tunisia
and Algeria) in 1998, for example, while more thzelf of the total
investment of $5.3 billion into the remainder ofriéa went to only five
countries (Nigeria, Zimbabwe, Angola, South Afriaad Gabon). In
some of the other regions this disparity was evememmarked, with
Brazil, Saudi Arabia and China accounting for mdran half of the
total FDI flows into South America, West Asia andu, East and
Southeast Asia, respectively. In the case of CeAs&, Azerbaijan and
Kazakhstan together accounted for almost 75% oftdked inflows of
approximately $3 billion.

From the point of view of the Organisation of thelaimic
Conference, it is of interest to note that theltetdume of FDI inflows
to all member countries of the OIC amounted tohsljgless than $16.4
billion in 1998. This represented a mere 2.5% dhltglobal FDI
inflows in that year, or just under 10% of the FDflows to all
developing countries. In no single member statehef OIC did the
volume of inward FDI even reach 1% of the worldatot

Of course, it needs to be stressed that these gajgrelata conceal
significant inter-country differences with regaadsuch variables as the
ratio of FDI inflows to gross fixed capital formaiti and the ratio of FDI
stocks to GDP, and with regard to the developmentglct of such
inflows in individual countries. In particular, éoser inspection of these
subsidiary variables reveals that some of the smeatluntries, including
such OIC member states as Chad, Gabon, Gambia,nMgae, Togo,
Guyana and Azerbaijan, have performed relativelyll w&hen
considered in relation to their size, and recolidgaressive FDI-to-GDP
ratios ranging from 21% to 66%. Several of the dargountries,
including such OIC member states as Egypt, Saudbidr Indonesia
and Malaysia have also proved very successfultiacting FDI.

1.4. The changing role of the public sector in sumpting economic
development

In overall terms, however, it must be acknowledfeat the impact of
the private sector in promoting economic developna¢ra global level
has been patchy in spite of the increasing sprefhdeconomic



liberalisation and globalisation. While some depailg countries and
regions have performed relatively well in attragtthe resources needed
to enhance the competitiveness of their economied iategrate
themselves into the world economy, others contitmdace serious
challenges in achieving these objectives and haee marginalised.

A considerable body of literature has evolved inerd years to
explain this phenomenon of the uneven spread oéstmrent and
industrial growth, which was also one of the maubjects of an
international forum on sustainable industrial depehent organised by
UNIDO in December 1999 The principal finding of this research is
that markets, if left to themselves, will not nesasly promote an even
spread of industrialisation because of an inhaesrdency of industry to
agglomerate. To overcome these intrinsic forcescoicentration,
specific measures need to be taken to create fabl@ucircumstances in
developing countries to attract private investmenk®se measures need
to be focussed mainly at the policy and institugiolevels, and hence
can best be taken by public-sector bodies.

In summary, it may be concluded that the shiftimphlasis from the
public to the private sector has not proved toHeepganacea for global
economic development that many expected. On theéramgn it has
become clear that the role of government has nolingel, but has
shifted from the exercise of direct ownership aodtml over the means
of industrial production and distribution to theopision of an enabling
environment required to encourage the developmeint pravate
enterprise. In this context it is particularly inm@ot to promote the
growth of SMEs, which for the reasons outlined ab@ay a highly
significant developmental role. In order to enahlese SMEs to unleash
their full productive potential and hold their ownm the increasingly
competitive international business environment Qhbuabout by the
process of globalisation, it is becoming increalsingtal to design
supportive national and local strategies, poli@ad programmes. It is
also in this area that international organisatigwsgh as UNIDO, can
provide valuable support and cooperation.

A particularly important consideration that needsbe borne in
mind when developing such an enabling environmenthe need to
avoid the risk of what some analysts have refetoegs “immiserising”

1 The papers presented at this forum have beenshebliby UNIDO in the volume

Industry for Growth in the Millennium, May 2000.



growth. This would involve a race to the bottom,end competition is

achieved on the basis of lowering wages, disreggrdabour and

environmental standards and avoiding taxation. &hare some

indications that this has already occurred in saroantries, which

appear superficially to have benefited from glodetion because it has
led to increased sourcing of manufactured prodirota them. In fact,

however, the increase in export activity has beehrhigher than the
increase in income derived from this activity, e terms of trade of
manufactured exports from developing countries Hallen relative to

those from developed countries.

In order to achieve both export growth asdstainable income
growth it is important for developing country pragus to upgrade their
activities. Such upgrading, of the products produaed the processes
employed in producing them, is essential for oltgrhigher returns,
and it is only through such upgrading that prodsicer developing
countries will be able to compete effectively inndomarkets and enter
into partnerships with international firms to obtaiccess to finance and
technology. In this connection, it needs to besskd that the presence
of a strong domestic private sector - much more tha availability of
short-term financial incentives - acts as an imgratrtdeterminant for
attracting foreign direct investment.

It is here that the establishment of an appropmpaley framework
and the creation and/or strengthening of the requimstitutional
capacities play a vital role. The public sectorvitably has to play a
prominent role, albeit in partnership with the velet private players, in
establishing such a policy and institutional stouet As has been argued
in a UNIDO document prepared for the™@onference of African
Ministers of Industry, “there is considerable evide to show that
appropriate public sector investment - in physigdlastructure, in
training and skills development, in governance rowds in’ private
sector investment®,

By providing a wide range of technical cooperasenvices based on
its extensive experience and expertise in thigl fieINIDO can play a
strong supporting role as a third partner in thigcpss. Recognising that
such support is often most needed, and has thdegreaotential of
success, in the field of SMEs, the bulk of UNID@shnical cooperation

2 UNIDO, African Industry 2000: The Challenge of Going Global, Paper prepared for the
14" Conference of African Ministers of Industry, Dak&enegal, 18-23 October 1999.



services are specifically tailored to promoting tlggowth and
development of such enterprises. The remaindeiisf gaper will be
devoted to a detailed presentation of these sexyvilbestrated wherever
possible with specific examples of projects in mendtates of the OIC.

2. THE UNIDO EXPERIENCE
2.1. UNIDO's guiding principles

UNIDO is the specialised agency of the United Naialedicated to
improving the lives of people in developing cougdriand in countries
with economies in transition through industrial eepment.

Acknowledging private sector leadership in businesatters, the
promotion of private sector development is a keingwle of the

Organisation’s work. UNIDO’s aim is to help lay ianf foundation for

long-term sustainable economic and social progiessts partner

countries, enabling them to overcome their develmneonstraints and
generate their own economic wealth.

UNIDO does this by:

* Acting as a forum for global debate on industrievelopment, and
as a facilitator for the exchange and disseminatbnndustrial
information, best-practice principles, and normd arandards.

* Providing integrated technical co-operation sewidecused on
helping to build national capacities, especiallytla policy and
institutional levels, according to the requests aadds of its client
countries.

In line with the priorities of the United Nation§)NIDO’s work
addresses three broad dimensions referred to d3Hs&

» Competitive Economy
* Sound Environment
* Productive Employment

This simplified typology reflects the essence of IDN's services,
which are intended to enhance the competitivenkssiterprises and of
the countries in which they operate (Economy), ddrass and prevent
ecological problems in industrialisation (Enviromt)eand to stimulate



the creation of productive jobs (Employment). Tohiege these

objectives, UNIDO has devised a palette of 16 ‘iservmodules”

providing a wide range of specialised servicesaicheof these categories,
from which the appropriate mix can be selected ddress specific
developmental needs. These service modules are @tseohin Box 1.

Box 1
UNIDO service modules

Competitive Economy

Service Module 1: Industrial policy: formulationdaimplementation
Service Module 2: Statistics and information netgor

Service Module 3: Metrology, standardisation, éedtion and accreditation
Service Module 4: Continuous improvement and quatiznagement
Service Module 5: Investment and technology proamoti

Sound Environment

Service Module 6: Environmental policy: the framekvo
Service Module 7: Climate convention and Kyoto Pcoto
Service Module 8: Energy efficiency

Service Module 9: Rural energy development

Service Module 10: Cleaner production

Service Module 11: Pollution control and waste nggamaent
Service Module 12: Montreal Protocol

Productive Employment

Service Module 13: SME policy framework

Service Module 14:Women entrepreneurship developme

Service Module 15: Industrial business developrsentices

Service Module 16: Upgrading agro-industries arated technical skills

The key word in the delivery of UNIDO'’s servicedmgegration, by
which the Organisation ensures that any supportered to client
countries is provided in a complementary and catteneanner, and
leads to synergy at the level of both the direct aitimate beneficiaries,
be they enterprises, private and public suppotitit®ns, ministries or
other public bodies.

UNIDO places particular emphasis on supporting SMésause of
their dominant role and unfulfilled potential in ma developing
economies, especially LDCs, and in the economig¢sairsition. Clearly,
there is no formal and generally accepted definitay SMEs, which are
categorised differently from country to country awithin countries
depending on their size and the objective of varioegulatory and
incentive systems. In a functional approach, UNID€ines SMEs as
enterprises that are too small to achieve an optilvasion of labour,
and thus an internal specialisation in their bussneperations. In



supporting SMEs, UNIDO focuses on the policy arstifational levels
of intervention: strengthening national capabiiitido provide a
conducive and demand-led support environment fer ebtablishment
and growth of competitive enterprises.

2.2. Policy support services

An overriding precondition for the success of SMiag the programmes
supporting them is the appropriateness of the ypdigal and regulatory
environment in which they operate. Many obstacksinfy SMEs are
related to the overall environmemolicies that are not directly aimed at
SMEs often nevertheless have an impact on thencangut them at a
disadvantage, making it difficult for them to gancess to the human,
technological and financial resources needed toageglevels of quality
and productivity. In response to this, UNIDO plapasticular emphasis
on policy advice intended to support a “levellingtioe playing field”
through the establishment and maintenance of d kgé regulatory
framework and an enabling institutional supportasfructure in which
SMEs can thrive and prosper.

In this context, UNIDO supports the formulation rwdtional SME
development strategies and action plans in a nurabepuntries. An
overview of policy towards the private sector inngel and an
assessment of the degree to which it is suppodiverivate industry,
and SMEs in patrticular is the first step towardseli@ping a coherent
SME policy framework.

This is followed by the recommendation of spec#upport policies
for SME development, which may include the follogi@lements:

* A coherent SME policy linked to broader economid aacial goals;

* Proper co-ordination and monitoring of policy maasuand support
programmes;

* Public-private sector partnership in policy forntida and
implementation by increasing dialogue between peiva
organisations and public bodies on SME policy;

 Competent representative business organisationspaxicipate
actively in the policy dialogue; and

» Specific support policies for SME development talfate access to
crucial resources such as finance and informatiod,to stimulate a
more balanced geographic distribution of businessites.



Box 2
Chad: Industrial policy advice

In the mid-1990s, Chad faced daunting challengéts tdevelopment. It had just emerged filom
nearly three decades of domestic strife and exteordlicts, which had wrecked its institutigns

and infrastructure, squandered its human resouraed, severely restrained its economic
progress. The difficult economic outlook causedimse problems was further compoundef by
the high transport and transaction costs inhereit$ iandlocked situation.

The Government’s recovery programme first concésdreon restoring the overall busingss
environment in the country, beginning with the stablishment of the legal foundations of
Chadian society, from the Supreme Court down to theirgss Law and its enforcement
tribunals. In parallel, the country initiated itissf structural adjustment programme in 1995,
followed by reforms of the civil service and theadual establishment of a policy gnd
institutional framework conducive to a greater jgation of the private sector in econoinic
affairs.

The industrial policy efforts of the Chadian autkties were actively supported by UNIDO,
which provided technical assistance to identifyiges, legislation and institutions required |for
the efficient operation of industry and the privaeztor. This assistance included development
of the legal framework, the tax regime, a systenfirancial intermediation for the enterprjse
sector, a trade code and an investment chartereihance the competitiveness of Chaglian
enterprises, institutions to promote standards qunality management were established| In
addition, the administrative procedures governimivabe businesses were reviewed pand
simplified to reduce the expense and time requfedbusiness registration, reporting, @nd
compliance with government policies.

Some of these reforms had to comply with regiogat@ments that Chad had signed, such as the
“Organisation pour le Droit des Affaires en AfrigU®HADA), and the “Charte Régionale des
Investissements dans la Communauté des Etats deliafCentrale” (CEMAC). Chad was gne
of the first countries to take advantage of the rRegional Court of Justice established in
Abidjan in 1999 to arbitrate business disputes iwithe OHADA framework.

These services can span a very broad range. Ahtis¢ aggregated
level, they involve the establishment of a compnshee and coherent
industrial policy framework aimed at creating a docive environment
for the growth of domestic private entrepreneurshipd especially for
the growth of SMEs. In formulating such broad-bastihtegies to
promote competitive industrial SMESs, great caralso taken to give
due consideration to a country’s overall econontiectives, including
poverty alleviation and employment generation. Addlustration of
this approach is given in Box 2 with reference ta@.

At the other end of the spectrum, UNIDO can provsgevices to
identify and overcome specific policy constraintshibiting the
operation of SMEs. These constraints can includessively complex
reporting requirements or regulatory processeschvhaise transaction



costs and stifle entrepreneurial initiative. An rexde of such targeted
policy advice is given in Box 3 with regard to Beniwhere such
technical cooperation services provided by UNIDGuted in a
significant easing of the regulations governing #stablishment of
industrial enterprises.

Box 3
Benin: One-stop shop to establish SMEs

In Benin, the formalities to establish a businessdu® be long and complicated. To simplify
these processes, UNIDO was requested to help iestiablishment of a one-stop shop known as
the Centre de Formalités.

This institution was based in the Chamber of CommantkIndustry. In addition to the Central
office in Cotonou, two branch offices have beentdistaed so far in the provinces.

Since its creation in August 1997, the Central @ffias received some 38,000 visitors, and in
the period 1997-1999 some 2,075 enterprises hame foemally established, the vast majofity
of which are SMEs. The time needed for the fornséleishment of a small business has lbeen
reduced from some 6-8 weeks to an average of 5 days

Typically, policy issues are included as an integ@mponent of
broader UNIDO projects aimed at promoting the deelent of SMESs.
For example, such a policy component forms an inapbrpart of an
ongoing project in Kyrgyzstan, which also has a anapnstitutional
capacity building dimension in a number of fielawalving business
development services (see Box 4).

Box 4
Kyrgyzstan: Project to support small and medium-sied enterprise development

The UNIDO Project to Support Small and Medium-sizEtterprises Development |in
Kyrgyzstan which was launched in 1997 and is novereded until the end of 2001, has two
major objectives:

1. To contribute towards creating an enabling yohod regulatory environment to prompte
entrepreneurship and development of SMEs in Kyrgygsand

2. To enhance the national capacity for providingmort services to SMEs through integrating
the existing support activities into a nationawmak of Small Business Development Centres.

During project implementation, an attempt has beade to focus and develop three main idpas:
The micro-macro feedback in SME support;
A decentralised approach to the technical assistance offered; and

An integrated approach to the technical assistance offered.

a) Themicro-macro feedback: The project has been conducting important actisitit themacro
level, working together with various government anigations to create an enabljng




environment for SMEs. At the same time, a natior&livork of Small Business Developm
Centres (SBDCs) has been set up to provide directcadw these entrepreneurs on

establishment and development of their SME buseess themicro level. The information

gained at the grass roots level could thus be rimatesl directly to the government and use
the formulation of new laws. On the other hand, $ME business community could always|
informed at first hand on the current intentionsted Government with respect to the rele
business environment.
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(b) The project has enhanced the national conguétimd training capacity for the SME segtor
with the application of aecentralised approach. The establishment of the SBDC network has

shifted the focus of technical assistance and @igrsupport from the capital city towards
more remote regions of the country.

(c) Anintegrated approach has been adopted with regard to theianeaftthe nationg|

network of SBDCs. This approach assumes that anCGSB&omes one of the lead
components of a bigger unit, the Integrated Busir&sntre, which can provide, un

one roof, a comprehensive range of services forepréneurs: consulting, trainirig,

he

Nng
ler

information and financing of SME projects. The fed Centres have begen

developed together with the State Fund for SME Suppt the Government

Kyrgyzstan and the Kyrgyz Chamber of Commerce amdudtry. The Integratgd

Centres therefore consist of three main components:

The SBDC component, which takes care of SME-related consulting améhing services.

Business counsellors of the SBDC provide entrepreneitinsinformation on possible ways al
sources of financing an SME project and help prephaosiness plans according to
requirements of particular SME credit lines;

The financial component of the State Fund for SME Support, which take® @rprojec
financing by offering credits and leasing servifresn the domestic credit line; and

The Chamber of Commerce component, which provides entrepreneurs with legal advioa
business information (including foreign market tethinformation), issues certificates of orig
and generally represents the interests of the lmgsihess community.

The Integrated Business Centres have been establist&dhajor regions of Kyrgyzstan. It
planned that in future, in this one-stop shop fgcian entrepreneur would be able to fill out
documents required to start own business.

Since the beginning of 1998, the SBDC network hasived more than 2,700 clients and hel
prepare about 700 businesses plans.

More than 3200 entrepreneurs participated in 1a8mitrg events organised either by
project alone, or in training events to which theject provided major inputs;

The Project team has participated in the preparatib draft proposals for all maj

Df

hd
the

in,

is
all
ped
the

pr

Government legal initiatives aimed at improving thgal and economic/business environment

for SMEs, including a proposal for the simplificati of the tax and licensing system for SM
as well the government's support programmes fosélator.
In 1999, aSmall Business Club was launched at the project. TBRib is an informal foru

Es

for discussion and information exchange between $IME business community and the

Government. This initiative has been recently sutetiito the UNDP as an example of
Practices.

est

An SME manualFoundations of Business in Kyrgyzstan, has been published. This is the

first book of this type in Kyrgyzstan devoted tctisg up and development of small
medium-sized businesses.

nd



UNIDO also co-operates with the OECD in its Forumm o
Entrepreneurship and Enterprise Development progeiti-EED). The
objective of the programme is to facilitate the lexage of experience
and knowledge on best practices among policy makerd SME
development practitioners in Central and Easterrojfigl and the NIS.
This is achieved through a policy dialogue amoragtbelves, as well as
between them and the OECD countries. A combinatiomstruments
are employed to achieve this end, including an ahfarum supported
by preparatory working groups, an Internet site anddirectory
providing information about FEED members and paringtitutions.

2.3. Strengthening institutional capacities in thgublic sector

A crucial requirement to bridge the gap between dgqgmlicy
formulation and good policy implementation is theseence of strong,
efficient public institutions to support the prigagector in a new role as
promoters and regulators. As this role differs digantly from their
traditional role of providing direct services ondince to business, these
institutions often need to be upgraded, and tofreel¢heir functions in
light of the changed role of the state and thectffef globalisation.
This needs to be accompanied by a re-trainingaif, ghe adoption of
modern tools, and the introduction of new workimgagices.

In this connection, the increased participation poifvate sector
institutions in policy formulation referred to al®mvneeds to be
supplemented by a similar cooperation in policy lengentation.
Another new element is the need to restructurerttex-governmental
arrangements for private sector development. Ehjgrticularly crucial
for government bodies responsible for SME promgtgince they often
carry only limited weight within the government. AME promotion
agency, for example, usually has little influencghwthe Ministry of
Finance, despite the fact that much of the govemregislation and
some of the policies affecting SMEs are developétimvthe Ministry
of Finance. Organisational arrangements must beemaithin the
government to ensure that SME promotion issuesr@ecmimmendations
are known not just in the SME promotion agency,ibuhe Ministry of
Finance, the Ministry of Labour, and other governtnbodies that
affect the private sector.

An example of UNIDO’s approach to strengtheninglguagencies
to support private sector development is presemedox 5 with
reference to Sudan.



Box 5
Strengthening the Ministry of Industry in Sudan

The Ministry of Industry in Sudan is confronted lwimany of the same problems facedJ)by
similar ministries in other developing countrieshhs a core of well-educated staff memipers

who nevertheless lack specialised expertise irmitceBME and economic issues.

Working with the Ministry staff, UNIDO has develape technical assistance programm
develop the private sector by strengthening théee®IME promotion process in the coun
The Ministry staff will be trained, and outside ex{s will be brought in to undertake studies
specific issues that the staff lacks expertisélive governmental arrangements for dealing

private sector issues are being improved by th@dtion of an inter-ministerial group to addr
issues and disseminate information related to feigactor development. The private sector

)
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be included in the entire process, especially ovigiing more input into policy and legislatiye
issues, through various workshops, conferences,ottmet public/private partnership activitigs.
These activities will lead to the preparation of first SME strategy document, outlining the
country’s workplan for SME development and regolati

In addition, greater awareness, transparency, afuimation dissemination will be provided
through the preparation of an Annual Report on SMé&sg] the organisation of an annpal
conference, bringing together all major actors,ligtdnd private, in the process of private seftor
development.

The expected result is an improvement in the Migistpolicies and SME promotion activities
and, more importantly, a long-term strengtheninghaf entire institutional process of private
sector development.

In the era of globalisation, there is a particylaatute need for an
upgrading of public institutions that provide teiah and technological
support to the private sector, especially in theaar of quality
management, standardisation, and metrology. Conugadia with
international standards of measurement, and agstrading partners of
the quality and safety of exported products arefmeg a major factor
in the export competitiveness of countries. Howgexeetical capacities
are lacking in many developing countries. Theransurgent need for
the creation of appropriate institutions and thgrading of existing
bodies through the provision of modern equipmernt staff training,
and for the design and implementation of programinesstablish or
improve certification bodies. The absence of suetvises can have
serious consequences for businesses, especiallg thriented towards
export markets, as illustrated by the experiencElgdnda presented in
Box 6.

Faced with the twin challenges of undertaking emnentally
sustainable industrial development and competirgjnag international
firms, businesses in developing countries need wéygconciling the
two Cleaner production methods to provide a meanschieve this



objective, since they are used to reduce industnaktes during
production rather than to clean them up after tieye formed. As such,
the emphasis is not on pollution abatement or wastgrol, but on
better management of the production process tolesse energy and
material inputs, and more environmentally friendiputs to produce
fewer wastes. Often, cleaner production methodsbeaimtroduced that
provide significant reduction in industrial pollofi while also increasing
productivity and profitability of the firm. In someases, the economics
of production may require and justify major changeshe production
process, or expensive new equipment. In other césmgever, major
improvements are possible with inexpensive changdse management
and operation of the firm.

Box 6
Uganda: Standards and testing for private sector deelopment

Although Uganda is taking important steps to resgronomic growth and stimulate the priyate

sector to become the engine of growth, Ugandansfifate many problems in competipg,

especially in export markets. A critical constraimtthe private sector is the inadequate qualily of
the products that are produced by Ugandan firnd tlae improvement of the product quality isf in

turn, severely constrained by the poor state ofthedardisation, quality assurance, metrology| and
testing capabilities in Uganda. This is exemplifiadthe Uganda National Bureau of Standgrds
(UNBS) which until recently was only able to forratd standards and undertake compliance
testing at very low levels, had only very basic nalegy facilities, and had no quality assur
and certification programme. Without such basiwises to the private sector, improvements inf the
quality of products and the ability to meet theeinational export requirements were severely
hampered. This was underlined by the recent badgamdan fish exports by the EU as a result of
a cholera scare, which showed the serious effeatdack of quality assurance programmes and a
micro-biology and chemical testing laboratory caméhon competitiveness.

As a result of the recognition that the lack of lsumasic facilities was constraining the
development of the private sector, the Ugandan mowent initiated a programme to lay the
foundations for this basic infrastructure, usinchtgical assistance from UNIDO. UNBS is bejng
strengthened, with new facilities and equipment apecialised staff training, to deliver a
complement of services in these areas. Particulianiyortant will be the development |of

additional standards, through an increase in tmebeu of technical committees, to include sfuch
areas as metrology, electro-technology, textileafHer, plastics, pharmaceuticals, mechanical
engineering and metallurgy, pollution control, ahd environment. The current number of| 34
Ugandan standards will be increased to 340. Labordacilities are being established in lepal

metrology, industrial metrology, microbiology te®li chemical testing, pharmaceutical testing,
mechanical testing, electrical testing, and teftéigher/plastic testing.

The ultimate outcome of this upgrading of UNBS Wi an institution capable of providing the
services Ugandan enterprises need to increaseutiigygpf Ugandan products and comply
international standards required for export. Initoill Ugandan consumers will benefit frgm
improved products that are also safer and healthier

In 1994, UNIDO launched a programme, together i United
Nations Environmental Programme (UNEP), to esthbdisnetwork of



Box 7
Cleaner production in Tunisia

The Centre de Production Plus Propre Tunisien (GR®) established with the help of
United States Agency for International Development 1993. From 1996 onward
UNIDO/UNEP started supporting the centre. In commeaith the other NCPCs

UNIDO/UNEP network, the CP3 provides in-plant assesds, training, informatig
dissemination and policy advice aimed at enhandhmy environmental sustainability &
economic competitiveness of industrial enterpriaes, SMEs in particular.

An example of the effectiveness of the cleaner pctidn measures promoted by the CP
given by its efforts to encourage the re-use obwctium in leather tanning, with particu
reference to the Société Moderne des Cuirs et R&MEP) tannery in Sfax. The company t
approximately 600,000 sheep hides per year anddieslly tans goat hides. The comp
employs 45 permanent and 30 seasonal workers.

At the time of the Cleaner Production (CP) assesgsnaenumber of pollution problems exis
at the facility, including the generation of sulfidexcessive chromium discharge, exces
effluent volume, inefficient chromium fixation arakfficient use of dye chemicals. In additi
the company’s waste water pre-treatment stationnsé$unctioning adequately, resulting in
discharge of waste water exceeding the requirechgor
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The CP assessment identified four solutions to bsiggificant environmental and econornic

benefits. These are:

*Segregate the liming and washing waste waters fotimer acidic waste waters to elimin
sulfide generation. This is done by constructinguap that intercepts waste water from
liming and washing operations. The sulfides areliarid.

Raise the temperature and control the pH of theingrmaths to increase chromium fixat
on the hides. This is done by repairing the bdibepre-heat the tanning bath, and by instal
continuous, digital temperature and pH probes éahebath.

Recycle used chromium effluent with the additioroné third of the initial requirements
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reduce chromium discharge into waste water. Thidoise by constructing a holding pit into

which the used tanning bath is pumped after habigigg screened. The solution can be
five times before being discharged.

Recycle used black dye solution, with the additiérhalf of the initial requirements,
reduce the dye discharged into the waste wateiis.iFhlone by installing tanks, plumbing 4
filters needed for recycling.

The implementation of these measures will resuinproved productivity and increased qug
of products, as well as yielding both environmeatad financial benefits.

Economic benefits. The CP measures reduce the quantity of toxic cremieleased. TH
amount of waste water to be treated is reduced®p& cent (2,000 fiper year); the loading
toxic chromium salts by 55 per cent and of dye $dils 25 per cent. Isolating incompati
waste streams for separate treatment enables thdreatment station to operate m
efficiently, and avoids the generation of foul siingl and toxic hydrogen sulfide gas.

Financial benefits: The implementation of the CP project was estimaberksult in an annu
saving of US$ 98,000 for a total investment of abd8$ 25,000. Specifically, recycling us
chromium effluent resulted in a financial bendfitthe first year of US$ 42,000, and requiré
total investment of only US$ 5,000.
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National Cleaner Production Centres (NCPCs). Theatibe of this

programme is to build national capacities in theldfi of cleaner
production and to provide support services to itrirlsenterprises, and
SMEs in particular, to enable them to enhance thempetitiveness
while at the same time reducing industrial pollatiofhese services
include in-plant assessments, training, informatibssemination and
policy advice. Sixteen NCPCs are currently operatiadhroughout the
world, and their number is growing steadily. Inatularly significant

development, a recently approved UNIDO programme tézhnical

cooperation with Pakistan during the coming 3-5ryefaresees the
establishment of a number of sectorally specialidedner production
centres to support SMEs in the leather, textiled food processing
industries. An overview of the activities and asleiments of such
NCPCs is given in Box 7 with reference to Tunisia.

2.4. Strengthening institutional capacities in therivate sector

The preceding discussion has frequently stresseddhld for the private
sector to play a contributing role in the formudatiand implementation
of policies affecting the industrial sectors. Thality of the private

sector to make such a contribution depends cryical the existence of
suitable representative organisations. These &e@ tdcking, especially
in the case of SMEs, and their absence is a maosec for the

introduction of policies that do not take into agnbthe specific needs
and constraints of such enterprises. The creatid/ba strengthening of
such organisations can therefore make a significapact towards the
establishment of a conducive business environnathe development
of SMEs. Recognising the benefits to be gained fribis process,
UNIDO provides technical assistance in a numbercodintries to

support such private sector organisations as lifitest in Box 8 with

reference to Palestine.

2.5. Business development services

Particular emphasis is placed by UNIDO on entrepueship

development. The entrepreneur constitutes the afoitee private sector.
It is the entrepreneur who takes a business iméiatand the
corresponding risk. Unfortunately, many entrepresieand especially
women entrepreneurs and those in LDCs, operateeabattom of the
market, competing on the basis of low cost, lowgand low quality.



Box 8
Support for the Federation of Palestinian Industries

UNIDO was requested mid-1999 to assist the estabbst of the Federation of Palestinjan
Industries in the West Bank and Gaza, bringing togresub-sectoral Palestinian industrial
associations in one representative apex organisatio

The Federation was expected to:
Act as a representative of and for private industrthe West Bank and Gaza in releviant
councils and committees;
Provide a forum for dialogue and consultation betwehe Palestinian Authorities and
private industry regarding policy making and impétation;
Play a catalytic role in strengthening its memissogiations including the mobilisation|of
support for this purpose;
Establish relevant co-operation arrangements withllinstitutions and with similar private
industrial sector organisations abroad.

The Federation opened its Central Office in Augl@89in Ramallah and meanwhile has also
established a Branch Office in Gaza. Complementgppat has been provided by UNIDO gnd
the Friedrich Naumann Foundation (Germany) in fh& fmnonths of its establishment and is
ongoing. Additional resources have been alreadyilimetl to expand support to the Federation
and its member associations.

To some degree, the limited size and weaknesseofintligenous
private sector in many developing countries anchenues in transition
can be attributed to a lack of entrepreneurship amtity to respond
effectively to business opportunities. This seripuishibits the survival
and growth of small and medium-sized enterprisesenEwhere
entrepreneurs in these countries may be able tatifigebusiness
opportunities, they are often not able to take athge of them due to a
lack of appropriate skills and knowledge.

Such skill and information gaps can be overcoméwer, through
properly targeted business development servicesSjBhese may
include information (by direct contact and publioas) and referral;
general business counselling with regard to sudues as loan
packaging and the preparation of business plansagsnent training
and specialised advisory services such as markeareh; facilitation of
business linkages, technology acquisition and ws®], enterprise
restructuring and expansion. These services aen @itovided through
business advisory centres or similar units in fagtns that offer a mix
of services such as Chambers of Commerce.

In a market economy, most BDS should be providethbymarket.
Governments intervene, however, when it is feltt tttee problems
confronting existing and potential entrepreneuesrat being addressed
by market institutions. Small entrepreneurs, beeaa$ their size,



isolation and inexperience, often lack adequateesedo important
information and other inputs. The situation is veoms countries with

economies in transition, since they have relativitie experience of
entrepreneurship and business ownership. As atrésette is a shortage
of skilled entrepreneurs and business managers, chnistitutions

capable of providing enterprises with good quabsrvices in close
proximity and at a cost the new entrepreneurs tfanda

UNIDOQO’s activities in the provision of BDS includmipport for the
design, establishment or strengthening of businremwice centres
operated by a variety of private and public seryioeviders. They help
to assess the type of services to be providedigitien the institutions
that provide them and create awareness of intemmaltibest practices’
in the provision of such services. In this way, DR assists developing
countries and countries with economies in transitiroformulating and
strengthening BDS-related programmes that address/ rof the needs
of the private sector with a high degree of cofativeness. An
example of UNIDO's technical cooperation activities the field of
BDS is given in Box 4 above with reference to tiMESdevelopment
project in Kyrgyzstan.

Business incubators are a specialised form of BBl by UNIDO
to provide start-up enterprises with a locationvimch to operate, plus a
variety of support services, such as business etlintg management
training, use of equipment and administrative supgervices. Business
incubators can offer a supportive environment inctvmew businesses
can receive intensive support for a limited perddime, usually three
to five years. After that, businesses are expeactexpand and move out
of the incubator, to be replaced by new start-uerenises. In this way,
business incubators provide an instrument to prentbe constant
creation and expansion of new enterprises.

2.6. SME networking

SMEs face a number of specific constraints as ectditonsequence of
their size. Individually, they are often unable tapture market
opportunities, which require large production giiee®, homogenous
outputs and consistent quality standards. By thmesdoken, they
experience difficulties in achieving economies @dls in the purchase of
inputs, such as equipment, raw materials, finacmesulting services, etc.
Small size also constitutes a significant hindratoctne internalisation of



functions such as training, market intelligencaidocs and technology
innovation - all of which are at the very core afmf dynamism.

Furthermore, small scale can also prevent the aeiment of specialised
and effective internal division of labour that fast cumulative
improvements in productive capabilities and innmrat

Experience has shown, however, that the networkiniopdividual
SMEs can help them to overcome these problems mmpdove their
competitive position. Through horizontal co-operat{with other SMEs
at the same level in the value chain,) such eng&aprcan collectively
achieve economies of scale beyond the reach ofichdil small firms.
Vertical integration with other SMEs and with largeale enterprises
allows enterprises to specialise in their coreess and participate in a
system of external division of labour.

In addition, inter-firm co-operation also giveserigo a collective
learning space, where ideas are exchanged and ogedel and
knowledge is shared in a collective attempt to meprproduct quality
and access more profitable market segments. Siwilaetworking
among enterprises, providers of business developreervices (e.qg.
training institutions or technology centres) andalopolicy makers can
help to shape a shared local development visiongawe strength to
collective actions to improve entrepreneurial siyas.

Spontaneous concentrations of SMEs producing Simibe
complementary goods exist in many regions of theeldped and
developing world. However, the entrepreneurs opegatithin them are
often locked in their routines because of the gfieigo preserve their
narrow profit margins, especially in developing oties. This prevents
them from looking beyond the boundaries of theindiwms to capture
new market opportunities and introduce innovatirgrovements to
their products and processes. Consequently, theubus” features of
successful clusters do not always emerge. Effectetevorking, though
it has been observed in some cases, appears &atigely uncommon.
Even less common is the spontaneous emergence stifuiions
promoting collective learning and innovation.

The main factors hindering the evolution of thegéugus features
which would transform a geographical concentrattbn'SMES into a
coherent, efficient and effective business systartude:



The frequently high transaction costs that nedaetborne by SMEs
to identify suitable network partners, establistatrens of mutual
trust and forge long-term relationships;

The imperfect functioning of the markets for suctic@al inputs for
cluster development as information and innovatand

The high risk of “free riding” faced especially tontexts where the
legal framework to back up joint endeavours is treddy
underdeveloped.

Experience from a number of both developed and |dpiwey
countries shows that the intervention of an exleagent acting as a
catalyst to facilitate the emergence of succesdfidters and networks
can greatly reduce the significance of the aboetofa. Based on these
experiences, UNIDO has developed a highly effecthethodology of
initiating successful interventions aimed at fasigr cooperative
relations within SME clusters. This provides foe foromotion of SME
networking through the development of systematikdges among
enterprises and between enterprises and instigjtighich allows SMEs
to achieve new collective competitive advantagegbeé the reach of
individual small firms. Specifically, it enables 34 to co-operate on
joint development projects, complementing each roimel specialising
in order to overcome common problems; to achieVledove efficiency
and conquer markets beyond their individual reaahd to take
advantage of external economies, such as the encergd specialised
suppliers of raw materials and components, andjtbeth of a pool of
sector-specific skills. Such a system also favdhes growth of local
institutions, both private and public, that fostetlective learning and
local development by providing technical, manadeaad financial
services.

UNIDO assists in the design, implementation andluat@n of
networking projects. The nature and structure efglojects depends on
the specific needs prevailing in particular cowsrand regions. Thus, a
preliminary phase is always launched in order &ess local strengths
and weaknesses, shape a focused local developrmson with the
participation of all actors and establish an actitam to enact that vision.

The UNIDO cluster approach emphasises the developofeocal
institutions to act as facilitators, or “brokersf,the networking process.
These should support the emergence of a joint gnetneurial vision



involving the whole business system - composed iohsf their
suppliers, buyers and support institutions - andabke to enact that
vision through common development projects. Ihis emphasis on the
whole business system rather than on individuatrenises, and on its
collective challenges and opportunities, that constitutes mhan
difference between the UNIDO cluster developmemregch and most
traditional SME development programmes.

While highlighting this difference, it should albe pointed out that
the cluster approach is not in competition with esthbusiness
development services but, on the contrary, uswadhances their use by
the enterprises. The collective projects generatétin the clusters
demand, in fact, technical and financial inputstfoir execution. This
demand is not directly satisfied by the clusterjgub(as it is not part of
its core functions) but is channelled to other kmdé providers of
technical/financial services. In this way, the tielaships between
enterprises and local service providers can bemged while the usage
rate of the services is increased.

This approach has been successfully applied irrge laumber of
developing countries throughout the world, inclgdindia and several
countries in Africa and Latin America. A similargpect is currently
being proposed for Indonesia following the receohatusion of a
preparatory study, the results of which are sunsedriin Box 9. In
addition, such programmes have also been includethe recently
approved integrated programmes for UNIDO’s tecHnma@operation
with the Islamic Republic of Iran and Pakistan, hobatf which were
drafted in close consultation with the relevantlmitand private-sector
counterparts in these countries.

A separate networking service provided by UNIDO jckhmay be
used in conjunction with the cluster and networkapgroach described
above or on its own, is assistance with the estalent of industrial
information networks providing information and vedadded support to
SMEs. This service is based on the recognition Wisite access to
information is a crucial prerequisite for enhancithgg performance,
productivity and competitiveness of SMEs, the exgstinformation
support structure for SMEs is usually relativelyakein developing
countries.



Box 9
SME cluster and network development programme in lidonesia

The development of a strong and vibrant SME sduasrbeen a major objective of succes
Indonesian governments throughout the post-indegresed period. As early as the 1950s
government had thus begun to initiate various mnognes to assist the development
indigenously-owned SMEs, inter alia, through thelglsshment of industrial centresduks) to
support regional concentrations of enterprises yeiog) similar goods. This approach was gi
additional emphasis from the early 1990s onwardienincreased efforts were made to pron
small industry clusters, known locally ssitra industri kecil, through the provision of a varie
of support services. These included the full ranfginancial and technological services, as \
as the establishment of common facilities, suchtegtinical service unitsUfit Pelayanan
Teknis), offering technical assistance and the use ofhinacy on a cooperative basis. By
end of 1996, no less than 10,28¥%tra had been established throughout Indonesia.

In late 1997, UNIDO initiated a preparatory assistain cooperation with the Ministry

Industry and Trade (MOIT) of the Republic of Indoiaeto determine the applicability of
cluster-based development strategy. This projest wgended to assess the performance o
existing SME support programmes and provide thésasthe formulation of a more extens
national cluster-based SME development programneeifsgally designed to suit Indonesi
conditions. On the basis of desk research anderhsgiecific diagnostic studies conducteq
1998 on four sample SME clusters, the project fotmadl the bulk of Indonesian SMEs and S
clusters remained weak in spite of the support mreasadopted in the preceding decades.
has been due to a combination of factors associaitidintrinsic weaknesses in the individ
SMEs comprising such clusters, a lack of networkwmighin the clusters themselves, ¢
inadequate links with external agents such as caniat@nterprises and support institutions.

These findings have important implications for fobemat of the follow-up UNIDO technic
cooperation programme currently being drawn uph@lgh they indicate the existence of sq
common or similar problems and challenges facimegviirious SME clusters in the country, t
suggesting some major areas of action for the progre, the most basic finding is that
Indonesian SME clusters vary widely in their stanetand state of development, and t
relative organisational and institutional strengtfifiis strongly suggests that a succeq
National SME Cluster Development Programme shouldbhsed on a differentiated 4
decentralised approach taking into account thersveharacteristics of individual clusters. T
would represent a significant departure from mdsthe programmes hitherto undertaker
Indonesia to develop and promote SME clusters, whave been based on essentially iden|
actions by the same kinds of agents and appliet$ache board” to all clusters regardles
their specific constraints/opportunities.

The UNIDO programme is consequently based on thienstanding that what is needed is
primarily more hardware or large-scale infusiongafpital but better ‘software’ - i.e. advice 4
assistance in setting up linkages and strengthemiteg-enterprise organisation; broker
between the SMEs and sources of business, markatidgechnical expertise; and match
funds on a relatively modest scale to encouragaess initiatives by the SMEs themselves
the level of the individual cluster, what is needgadot the replication or routine application|
nationally pre-determined modes of specific suppactivity, such as credit lines

infrastructure. Instead, the need is for a diaghosithe needs of the individual clusters and
development, in consultation with their constitu&MEs and their partners, of action pl
tailored to each cluster’s specific needs. In nobssters across the country, the existing b
SME institutional infrastructure could be complernaen to, and be utilised in support of, t
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One of the major possibilities to strengthen thitucdure is to
harness the efficient networking tools providedthy new information
technologies, such as the Internet, to create fanniation network for
SMEs. The approach adopted by UNIDO in this conek support the
establishment of a focal point, or “One-Stop Shagjyipped with these
technologies, that could provide the local SMEshwihe required
information and value-added services. The One-S&hwp would
network the national SME support institutions, utthg export
promotion agencies, institutes of standards andsin@dl research, trade
and development agencies, chambers of commercendustry, export
guarantee funds, export development banks, et¢hémunore, it would
also facilitate access to international sourcesnédrmation on such
subjects as export markets and sources of raw ialatand technology.

In recognition of the fact that such a One-StopShas to function
as a commercial undertaking to be sustainabls,usually located in the
private sector, either as a branch of an existimggitution or as an
independent enterprise operated by a suitable emqart. As a first step,
the actual information needs of SMEs to be serwedhle One-Stop
Shop have to be assessed (possibly in combinatitm tve needs
assessment for other SME support services). Thesesnform the
demand for services of the One-Stop Shop, and @s $ley form the
input and justification to the type of servicesb® provided (including
certain types of information services, Web hossegvices, etc.). Based
on the latter, a business plan is formulated anglamented to ensure
the commercial viability and sustainability of thervice.

This approach was pioneered in 1994 with the astabent of such
a network, then called an Industrial Technology Bfatket Information
Network (ITMIN), in Sri Lanka. ITMIN Ltd. began camercial
operations in March 1996 and the project was operaily completed
in October 1996. Variations of the ITMIN model wesabsequently
introduced in various other countries, and in |A897 a preparatory
assistance project was proposed to assess théiptsef establishing a
regional system of linked national networks in &rab region. Details
of this proposal are summarised in Box 10.



Box 10
Industrial information networking in the Arab regio n

The project was devised as a regional project @ogdifteen countries (Algeria, Bahrain, Egypt,
Jordan, Kuwait, Lebanon, Libya, Morocco, Oman, Qa&audi Arabia, Syria, Tunisia, the
United Arab Emirates and Yemen) with the purpospading the way for the establishmen{ of
effective national information networks in theseistries as well as a Regional Arab Business
Network. The rationale of the programme was to @®vSMEs in these countries with
appropriate linkages to national and internationfdrmation sources and value-added services,
including specialised UNIDO information networks.

The project was based on the following three premis

SMEs in developing countries typically do not hake resources or knowledge to search
for appropriate and reliable information sourcesd aherefore require a well-functioning
national information network to facilitate theirogvth and development.

The international business community also needswmmdbw” on available businegs
opportunities in developing countries, which suafeawork can provide.

The new information technologies, including theemet and other electronic systeims,
provide a highly efficient means of accessing maticand international information sources|on
technology and business opportunities.

This approach was well received by all potentialrterparts. As a first stage, individual country
networks are expected to be established in sevéthlese countries, including Algeria, Egypt,
Morocco, Saudi Arabia and Tunisia, as part of UNI®@tegrated programmes for thgse
countries.

2.7. Integrating SMEs into global value chains

The increasing globalisation of international traplatterns and the
accompanying liberalisation of domestic trade regnimposes an
inescapable demand for international competitiveras the SMEs of
developing countries and countries with econonmednsition. At the
same time, it also provides those enterprises ¢that achieve such
competitiveness with the opportunity of substahtiaincreased

profitability by enabling them to integrate thenvas into global value
chains. One of the most promising approaches tewady this goal is
the promotion of partnerships linking SMEs eithethwarger domestic
enterprises that have access to international rnsaide directly with

foreign firms.

UNIDO has developed a variety of such brokeringrgements to
find suitable partners for SMEs. The basic congégphat cooperative
arrangements often produce benefits for both gartiet that the parties
concerned are prevented from identifying each otired negotiating
mutually-beneficial agreements by a lack of infotioa In this
approach, enterprises provide their own assistaarwe third parties do
nothing more than put them in touch with each other



One such approach involves the promotion of sulaotibg
arrangements between SMEs and larger domestia@igfoenterprises.
This approach is based on the recognition that ShEdeveloping
countries are often prevented by their size andatism to identify
opportunities for sub-contracting work from lardgems, and to identify
joint venture partners from whom they could obtdinancing,
technology, and marketing benefits. What is lacken@ mechanism to
broker such relationships efficiently that wouldrwto the advantage of
both parties. The solution devised by UNIDO forstiproblem is the
establishment of a Subcontracting and Partnerskighdhge (SPX),
which maintains information on the manufacturingoaiailities and
capacities of SMEs, and on potential partners, actively markets
partnership opportunities. Such exchanges have éstablished and are
operating successfully in a large number of coasiras illustrated in
Box 10 with reference to the SPX in Morocco.

Box 11
The subcontracting and partnership exchange (SPXhiMorocco

and support in negotiating agreements for a caramof 600 registered members. In addition to
offering one-to-one brokering services and locakcprement events, it has since 1994 organised
international subcontracting, procurement and astrip fairs (Salon International de Squs-
traitance, d’Approvisionnement et de Partenarid§TEP) every two years. At the natiopal
level, these fairs have achieved considerable sadcepromoting and supporting outsourging
policies among the large public and private selstminess groups and corporations in Morocco.
At the international level, it has been particijaattive in promoting partnerships with France,
Spain and Portugal, partly in conjunction with ath®NIDO projects.

The SPX in Morocco was set up in Casablanca in 1@§fovides matchmaking opportunitles

For the latest year in which information is avaiéabthe Moroccan SPX brokered 131

subcontracting agreements and 176 partnershipsrébahed the negotiation stage. This fis a
significant percentage of the 600 members thadrites, and explains why the SPX is essentially
self-sustaining from membership fees and suppont forivate sector associations.

Another approach adopted by UNIDO involves the pytom of
foreign direct investment, which can make a valeagntribution to the
development in private sector enterprises in deuetp countries and
transition economies by providing a direct meantgarisferring capital,
technology and skills. As indicated in Chapter bhwever, many
developing countries face considerable difficultiasattracting such
investment flows. The reasons for these difficslt@e varied, and
include inadequate supporting institutions to hepntify business
opportunities, financial constraints and a dearthswatably qualified



managers, professionals, local promoters and eetieprs to prepare
business plans and write viable investment projéxteternationally
acceptable standards.

The mechanisms and tools developed by UNIDO to begrcome
these constraints include capacity building sesvifie setting up and
upgrading investment promotion agencies (IPAs), t&l training of
their staff in such fields as the negotiating skitleeded for successful
technology transfer agreements and industrial pestips, such as joint
ventures and strategic alliances. In this conteNIO has also
developed a computerised model for feasibility ysial and reporting
(COMFAR) and other appropriate tools, which IPAffstae trained to

apply.

In addition, UNIDO provides direct support in theokering of
industrial partnerships by helping to identify pdial partners,
appraising and promoting specific projects, andimiging associated
risks. The work involves the evaluation of parthgsopportunities in
the most attractive industrial sectors and an assest of the
technological and innovative capabilities of entgs to forge
international industrial partnerships. UNIDO’s asance in this field
covers the formulation of promotion strategies tewhniques, based on
the specific strengths and advantages offered éWadist country, so that
viable projects can be packaged and offered toetedy potential
investors. UNIDO'’s role as an honest broker is ipaldrly useful in
constructing financial proposals and applying foedit from national
and international funding bodies and capital prexsd

In undertaking these investment promotion actigjtidJNIDO
benefits from its own international network of Ist@ent and
Technology Promotion Offices (ITPOs) located in B, Belgium,
China, Egypt, France, Greece, Italy, Japan, Polémel, Republic of
Korea and the Russian Federation. In addition, @wganisation
cooperates closely with a large variety of extermadtitutions in
promoting partnership opportunities, including mggional and national
chambers of commerce and industry, professionalcasons, national
technology centres, regional development agencres ather focal
points.



Box 12
Pakistan: Investment and Technology Promotion Proggmme - Intechmart
Pakistan 2000

This project was implemented in cooperation with thnited Nations Development Progra
(UNDP), the Board of Investment (BOI) and Export Potion Bureau (EPB) in Pakistan,
the Federation of Pakistan Chambers of Commerce mddstiry (FPCCI). It was aimed
building the capacities of the Pakistani countdrpastitutions in the fields of investment
technology promotion and SME management through:

The secondment of staff from these institutiongh® Project Offices in Islamabad
Lahore for on-the-job training in project screenitige design and management of the prom

providing potential foreign investors an opportynior one-to-one business discussions
Pakistani entrepreneurs.

The project started off with a comprehensive “piadi exercise” in the field in mid-199
applying UNIDOQ'’s established methodology for indigdtproject identification, formulation and
appraisal. Supported by international and natianglerts, Pakistani enterprises interestef in
some form of business cooperation with foreign canigs were asked to complete UNIDQ’s
Industrial Investment and Technology Project Peofil TPP), which provides basic informatipn
on (a) the company/proponent and its present bssinand (b) the proposal for a jdint
investment or other type of business collaboratRwtentially viable proposals were released for
promotion upon screening by UNIDO Headquarters disseminated to relevant foreign
businesses through various promotional channelduding promotional missions by the
counterparts to Europe and Japan; the placematelegates at several of UNIDO’s Investment
and Technology Promotion Offices, and the Internet.

The Intechmart attracted 168 institutional and Rfsvidual participants, including 44 potengal
foreign investors. Some 300 one-to-one meetingse weld between Pakistani and foreign
businessmen, with ten letters of intent being sigiering the event. Negotiations between ofher
potential partners are continuing. The foreign ¢oes represented at the Intechmart comprised
Australia, Belgium, France, Germany, lItaly, the RespRepublic of China, the Republic |of
Korea, Qatar, Saudi Arabia, Spain, the United Kargdand the USA.

In recent years, UNIDO has begun to cooperate thghgovernment
of Italy in a new programme designed to combine S#i#zelopment
and investment promotion activities. This programis\é@ased on the
provision of soft loans by the Italian governmemselected developing
countries for the purpose of upgrading local SMEd4 &acilitating the
establishment of joint ventures and other formmadbstrial cooperation
between these SMEs and foreign counterparts. Tleeabpn of this
programme is described in Box 13 with referenc&dgpt, where this
programme is in its most advanced stage. Similezeagents have been
signed with Tunisia and Jordan, and an agreemetit Mbrocco is
under negotiation. Outside the Arab region, it xperted that such



agreements will also be signed with the Islamic uddip of Iran and
Pakistan in the foreseeable future.

Box 13
Egypt: The UNIDO/Italian Investment Promotion Unit at GAFI

UNIDO has been entrusted with the implementationanf Integrated Support Programme
launched in 1998 by the Italian government andGeeeral Authority for Investment and Flee
Zones (GAFI) in Egypt for the development of lotalustrial SMEs in conjunction with Italign
counterparts. The programme is operated through/Mi®O/Italian Investment Promotion Unit
(IPU) established within GAFI to provide technieald financial assistance to Egyptian SMESs in
order to enhance their competitiveness and fatgliinekages with foreign partners.

The IPU provides technical assistance to the Eggp8ME sector at both the enterprise fand
institutional level. At the enterprise level, tHeU offers a wide range of business development
services such as:

Assistance in the preparation and appraisal ofgtrd business plans;
Promotion in Italy of investment projects and otHmusiness opportunities for the
identification of potential partners;
Assistance in the formulation and negotiation a@fitiwenture agreements and other forms
of industrial cooperation with Italian counterparts
Diagnostic analyses of problems at the technicanagerial, marketing and finangjal
levels; and
Identification of sources of finance available tigb the Egyptian banking system and
elsewhere.

At the institutional level, the IPU supports theuntry promotion activities carried out by GAFI
and the SME development activities carried out bgal institutions. In addition, the IFU
contributes to the improvement of the local businesvironment through partnership initiatiyes
involving local institutions, banks and industrgasiations.

The financial assistance provided by the IPU derivem an associated credit line facility from
the Italian government, which is disbursed throtiyh Egyptian banking system. In providing
these funds, priority is given to activities retht® equity joint ventures, technology upgrading
and innovation, employment generation and cleadyron.

The major activities of the IPU include:

Identification of industrial partners and opportigs for industrial cooperation;

Supporting the participation of Egyptian entrepresein specialised exhibitions ahd
investment fora;

Provision of consultancy services at enterprisellev

Financing of feasibility studies;

Organisation of business meetings and match-makiegts in Egypt and Italy;

Organisation of awareness-building and joint-leagnivorkshops to facilitate exchange| of
experience and information between enterprisesratiutions from Egypt and Italy; and

Preparation of surveys on selected industrial seétoEgypt to highlight the potential fpr
industrial cooperation with foreign partners.

2.8. Addressing issues of equity

Given their high potential for employment creati@nd income
generation, and their potentially low entry reqomisnts in terms of



capital and human resources, SMEs are particuleely suited for the
achievement of equity and social objectives. Is tintext, micro, small
and medium-sized enterprises in rural areas, winere than half of the
population of developing countries typically livgday a particularly
important role. They help to secure sustainablesliiwods and
contribute to the growth of household incomes imalruareas by
providing alternative and supplemental sourcesnabrine for small
farmers and reducing unemployment and underemploym&he
contribution of such enterprises to the creatiobaxfkward and forward
linkages between the industrial and agriculturat@s, and hence to the
creation of a basis for a resilient economy, islwabwn. Moreover,
industrial micro enterprises can act as a seedbethé& emergence of
growth-oriented formal SMEs, either within the tifee of the original
enterprise or over several generations.

Against this background, UNIDO pays special attamtito
promoting and supporting such rural enterprises.th® same time,
however, UNIDO recognises that in the final anayiese enterprises
will only be sustainable in the long term if these aable to compete
freely in their particular business environment.IDR activities in this
field therefore emphasise capacity-building of emg public and
private sector institutions. In particular, theyelseto strengthen the
capacity of private sector organisations to helpntbelves and to
become active partners of local authorities in prting economic and
social development. Specific support services etfdsy UNIDO'’s rural
SME development programmes include the followiregrents:

Assisting governments in identifying and taking sw@as to
improve the policy environment for, and provide amagement to,
rural entrepreneurial initiatives, in particular fomicro and small-
scale enterprises;

Designing training programmes on entrepreneurship pbtential
young entrepreneurs in rural areas and for locétials in the
implementation of rural entrepreneurship developrpeficies;
Assisting rural entrepreneurs to develop collectigelf-help
activities to establish common services, commorcymement of
inputs, and common marketing of their products;

Developing programmes to link local private seci@anisations with
rural authorities, local service institutions andvilc society
organisations to improve entrepreneurship skiihamce the capacity
of SMEs to absorb new technologies, and createdumive business
environment for rural SMEs to expand into the fdreeetor;



Improving access to small-scale finance.

The UNIDO approach to the development of rural SNtitss rests
upon supporting local initiatives in the formulatiof strategies and
integrated service programmes, including througivape-sector self-
organisation. The aim is to reduce rural-urban ileb@es by increasing
non-farm income and employment opportunities fore thural
populationthrough appropriate technical co-openat@ctivities in a
broader political, economic, social, cultural ancvionmental
framework.These activities are designed to helpfally selected groups
of target beneficiaries, in particular the ruralopoand to complement
other economic, agricultural, literacy, health andfrastructure
development programmes.

Box 14
Promotion of micro- and small-scale industries in Mzambique

A project to promote and develop micro- and smediles industries (MSIs) in the Province|of
Zambézia in Mozambique was launched in January .1B9December 1999, the project had
achieved the following results:

*Methodologies were developed for entrepreneurahing courses, and a draft manual
was prepared for trainers;
Three entrepreneurial training courses were heMilange, Gurué and Alto Mol6cue with
76 participants; and
Eight capacity-building training courses were earout for the Provincial Directorate for
Industry and Commerce, District Directors and vasidNGOs. The capacity building of NGO
staff members who interact directly with about 7€lnts for micro- and small financigl
services will result in improved outreach and dwalof services for micro- and small
entrepreneurs in the districts.

The project also assisted the Fondo de Fomentoedadna Industria (FFPI), a credit fund [for
small industries, to establish and operate a braffibe in Quelimane. The FFPI has so |far
approved seven loans. In addition, the project tdated a concept to create a One-Stop Office
to facilitate the registration process for smalkinesses; prepared information material onf the
legal environment affecting small businesses amliech out awareness building measyres
among public administrators and entrepreneurs liginthe project has initiated steps to support
and strengthen the service and advocacy functibtteedndustrial and Commercial Associatjon
of Zambézia (ACIZA).

Similarly, levelling the playing field in terms afender is a major
concern. Although women can play a key role in sidal development
in most developing countries, their potential i¢ pet fully realised. A
serious gender gap has developed as women entegpsemave faced a
variety of impediments when competing for scarceoueces and
services due to socio-cultural constraints, lacklexfal rights, low



educational and skill levels, and limited accesdirancial resources.
These constraints are making it more and morecditfifor women
entrepreneurs, who usually operate on a small scaleat low levels of
technology, to enter and remain in markets. Thenitéd access to
appropriate and new technologies makes it partiguldifficult for
women entrepreneurs to meet the requirements oirommentally
sustainable production processes, ecolabelling atritt quality
standards imposed by the globalisation of markets.

UNIDO follows two approaches in addressing the genssue. The
first is through mainstreaming, whereby the neefidsa@ih men and
women entrepreneurs are analysed and solutions irgreduced
accordingly within a programme. The second is thhothe adoption of
women-specific activities that address the pawicaokeeds and constraints
of women in business in order to close the gendpr Ghis latter category
of programmes is intended mainly to promote theatotechnical and
economic integration of women in industrial devehgmt through
appropriate support at the policy, institution aedtor level.

A typical UNIDO programme for women entrepreneursuid
include:

Gender awareness building to develop the skilldemfision-makers
to assess the needs and constraints of women dyratigy
formulation and implementation;

Gender-specific data and information collection arebearch,
influencing the participation of women entrepreseur industry,
policy advice; and

Capacity building including skill upgrading for wem
entrepreneurs combining business management andugiian
techniques with confidence building and negotiatkifis.

Experience has demonstrated that such programnaddeewomen

entrepreneurs to respond effectively to economiallehges and
opportunities, as shown in Box 15.

2.9. The need for an integrated approach to techrat assistance

Finally, one of the lessons of experience thatadiqularly difficult to
implement is the need to initiate SME developmemigpammes that



Box 15
Women entrepreneurs in food processing in Tanzania

The Integrated Training Programme for Women Enteeurs in the Food Processing Indugtry
in Tanzania has been implemented by UNIDO in ccapmr with the Small Industrigs
Development Organisation of Tanzania (SIDO) sin@@3l It has sought to promote women'’s
entrepreneurship in the food processing subsebtough the improvement of existing migro
enterprises managed by women, and the encouragefaedv ventures with a potential to grpw
into SMEs. The programme addresses the major @dntstrthat affect enterprise operation and
growth through skill development and integratechtécal, business and managerial assistance
in food processing.

The principal activities of the programme include:
1. Skills development, involving the preparationt@diching materials, the training and capdcity
building of the programme’s technical team, and thaining of trainers and women
entrepreneurs;
2. Monitoring and feedback to trainees and entseegriinvolving post-training visits to womgen
entrepreneurs to provide advice and technical asthigrerial support at the plant level;
3. Promoting enterprise networking to enable thieepneneurs to benefit from economieq of
agglomeration;
4. Market development, including the conduct ofigmic market surveys to identify product gnd
market opportunities as well as problems and camssr affecting production and marketing;
5. The provision of a variety of support servicegluding assistance with the sourcing| of
equipment and inputs and the granting of SIDO manterprise credit.

The programme has yielded impressive results mdef jobs created, new products developed,
individual entrepreneurial improvements, productand sales, contribution to family income,

and sustainability. By December 1998 the traininggpamme had resulted in the training of| 37
trainers, the training of 240 women entreprenearduil-length (3-month) technical and/for
entrepreneurial courses, and the training of 60&n&m entrepreneurs in short courses dealing
with specific products or topics. From a mere 48994, the number of enterprises in operation
had risen to 168, and the average investment gerpeise had risen from $400 to $2,000. |n a
particularly important development, the graduatéshe training programmes established |the
Tanzanian Food Processors Association (TAFOPA)9871 which has introduced a comnjon

brand called SHIBE (“full satisfaction” in Swahifr its products.

address technical assistance needs on a compreheinsegrated basis.
Although the need for this approach has long besognised, it has
proven difficult to put into practice because o€ tlarge numbers of
organisations involved in private sector developmevhich include
different government units, private sector develeptrinstitutions, non-
governmental organisations, and multilateral org@imns. New
programmes or projects, then, need to be not oolgptementary to
what is being done by others, but to make a seriatismpt at
identifying the full range of needs. UNIDO is adskmg this
requirement by concentrating the bulk of its researand efforts on
developing integrated programmes for the counthes it serves, with



priority being given to African countries in thewadopment of these

new programmes. A description of one of these puognes that i
currently being implemented in Guinea is given oxB.6.

Box 16
Integrated support to the national private sector @velopment programme in
Guinea

S

Guinea is one of the African countries for which imegrated UNIDO programme was
formulated in November 1998. The UNIDO assistarmescs support to a national private sector
development programme (Programme Cadre de Soutigs Béveloppement du Secteur Priyé).

This national programme, elaborated with the fim@nsupport of UNDP and validated by

he

national stakeholders in September 1998, reflecisnaprehensive and ambitious plan of agtion

at the sectoral and cross-sectoral levels. Itsémphtation involves a vast range of national
local organisations and actors in both the pultid the private sectors. The objective of
programme is to gradually reduce the barriers hampeprivate sector development, ang
combat poverty by promoting the creation of incand employment opportunities.

A unit established under the lead Ministry, the iliry of Trade, Industry and Small g
Medium Enterprises, is responsible for the daydg-doordination of the programme, includ
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its ongoing funds mobilisation efforts. A board ststing of representatives of the major
stakeholders will guide and monitor the overall ggeonme, thus reflecting a private-pulplic
partnership and shared ownership in both the faatimri and implementation of the national

programme.

The technical assistance programme is managedhytadisciplinary and cross-organisatiopal
team that covers an array of fields such as: im@dlispolicy, investment and technology

promotion; SME policy framework, business suppodrviEes, quality, metrology and

standardisation; information; agro-industry; clegm®duction and waste management.

UNIDQ's support to the national programme considta package of complementary service
three levels:

Policy and strategy implementation (including stgtsupport to the coordination of
national programme);

Capacity building at the level of a number of seevicoviders; and

Enterprise-level support through existing instios.

The focus of UNIDO'’s support is on sub-sectors whastential impact is highest: agro-indu
including fisheries, building materials industriemd mechanical industries. The types
enterprises targeted depend on the activities edyesarying from micro- and small enterpri
(such as artisans in the traditional textile s§dmformal, medium-sized enterprises (such a|
ones seeking partnerships with foreign investors).

The programme involves a range of local partneed Hre expected to work together i
network to create synergies not only among UNID&ises but also among local institutio

s at

stry
of
ses
5 the

n a
ns.

The local partner institutions vary depending oe tfature of the activities and include, inter

alia, the Ministry of Trade, Industry and Small aMkdium Enterprises; the Chamber,
Commerce, Industry and Handicrafts; the InvestmeoimBtion Bureau; the Standards Instit
the National Environment Division; the principal emgy to support SME developm

of
Ite;
ent

('Agence Autonome d’Assistance aux Entreprisesll NGOs.




2.10. Innovative new approaches - the private sectgartnership
programme

In view of the new economic realities facing deypéhg and developed
nations, the Secretary General of the United Natloas proposed a new
partnership between the UN and the private sectorore of the
cornerstones of his reform programme to preparéJtdesystem for the
21st century. Responding to this initiative, andognising the benefits
that SMEs in developing countries can gain froomgdinked to the
supply networks of Transnational Corporations (TNGSNIDO has
initiated a programme to forge an innovative paghip between SMEs
and government institutions, civil society orgatimas and the business
community with the objective of enhancing the eéircy, productivity
and competitiveness of developing country SMESs.

This programme was launched on a pilot basis imalirdlate 1998,
with the objective of improving the structure oétbountry’s automotive
component industry and enhancing the performancdemwiestic SMES in
this sector to transform them into globally comipeti suppliers. This was
intended to enable the components industry to rtteetchallenge of
international competition in 2002, when India iguiged by the terms of
its WTO agreements to end all local content regtns on its domestic
automotive producers. At the same time, this progna was also
intended to enable the automotive producers to fibeinem stronger
backward linkages with a pool of efficient locahmgonent suppliers.

To achieve these goals, UNIDO has put together Hi-sactoral
team comprising the following programme partners iaterests:

The Government of India assumes overall ownership of this
initiative; it ensures that a broad developmen&kpective remains
at the forefront; it will maintain a favourable lsss environment;
and it acts as official counterpart and coordinator

FIAT S.P.A. (represented througMagneti Marelli, the FIAT

Group’s automotive component system company) aseadaling

global player in automobile manufacturing. The campis raising
its investment profile in India and has an obviouagerest in

rendering its investment as cost-effective as pssind in meeting
local content requirements. It is thus interestedradually building
up an efficient industrial system to support it\aites in India.



In terms of Indian private sector support instdos, the
Automotive Component Manufacturers Association of hdia and
the Automotive Research Association of Indiaepresent the voice
of industry. They will be crucially important to gure sustainability
through institutional capacity-building, be it ipecialised training,
quality issues, or environmental dimensions.

The European Institute for Management (INSEAD)is among the
leading global business schools. It operates acdtstl research
centre on the automotive industry and commandsifspeontextual
knowledge on Indian industry.

The Prince of Wales Business Leaders Forum (PWBLF) as a
global advocacy and capacity-building organisation socially
responsible business - has pioneered new modatitiesoperation
between the UN, the private sector and civil sgcikt this role, the
Forum enjoys full endorsement from the UN Secretaeneral. In
India, as in many other countries, it acts as ptemand facilitator
of UN-Business cooperation.

UNIDO itself has brought to the Programme its mdithensional
expertise and existing networks. At Headquarterselfit a
cross-organisational team has been set up unddeddeof the Private
Sector Development Branch. In addition, UNIDO’sesdive network
of Investment and Technology Partnership Offices ikey player to
promote any investment opportunities emerging ftbenProgramme.

The partnership programme has three defining ctexiatics, and
must meet three further preconditions for its dffecfunctioning. The
defining elements are:

To agree on joint objectives;

To engage in a collaborative relationship towardsieving these

objectives with clearly delineated roles for eaahtper; and

To share responsibility and accountability for thecome.

While these are necessary conditions for an effegtiartnership,
they are not sufficient for the success of the nmadhip. The further
preconditions for the effective operation of thetparship are:

To consider it as an instrument, a modality, whichy be time-
bound, and not an end in itself;



To ensure that clear-cut benefits are generatethéypartnershi
which exceed its costs; and

To share the resulting value-added in a mannerep@&d as bein
fair by all partners.

Box 17
The UNIDO-private sector partnership programme in India - first results
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The automotive component industry in India is chamsed by a large number of snall

enterprises with a low volume of production of vagyquality. These conditions have plays
part in inhibiting the evolution of effective supplinkages between component supplier
different levels of the supply-chain, thus creatmdighly fragmented market in which
automobile manufacturers must operate. The lowl lomatent and domestic value-added of
automobiles on the road in India bear witness i fdct.

In response, UNIDO has taken the initiative to tduma programme to upgrade the industr
partnership with FIAT, INSEAD, the Prince of WalBssiness Leaders Forum, the Automo
Component Manufacturers Association of India (ACMA)dathe Automotive Resear
Association of India (ARAI). The programme is intledl to take advantage of the wealt
know-how, technology, and experience of each pamsea building block for the formulati
and delivery of an integrated package of solutfonshe automotive component sector.

Implementation of the programme commenced in DeeerhB98. During the first phase, wh
lasted until the end of 1999, a demonstration aggrovas adopted to provide expert advig
the participating small and medium-sized componsuappliers at the shop-floor lev
Specifically, the activities of this phase focuss®d inducing non-capital changes by us
world-class manufacturing (WCM) methods such aslsingnute exchange of die (SMED),
activities (organisation, neatness, cleaning, stedisation and discipline), variations of

Kanban system and other recognised methods of gfmgproductivity gains. The objective
the first phase of the programme was to help isgrdhe production volume of export-qua|
components as well as employment levels in theéqizating enterprises.

At the end of the first phase, the partnership mogne was found to have yielded signifig
results in three areas:
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*Substantial technical improvements (reflected indpctivity increases) and heightemed

awareness resulting from the application of modeamufacturing methods;
Sound market approaches developed through worksaogsseminars, leading to a f
sighted market vision and marketing strategies lai@paf creating sourcing and joint-vent
opportunities; and
An emerging culture of continuous improvement whatho fosters collaborative effo
among participating enterprises, such as network$é ather mechanisms for informat
exchange and experience sharing.

A comprehensive system was devised to measureuhstitptive changes resulting from
programme. The major results included:

A reduction in the average through-put time inpalticipating enterprises by 52% fr
15.3 to 8.1 days;

An increase in shop-floor training from negligidkvels to an average of more than
days per month;

A reduction in absenteeism by 39%;

A increase of 53% in the application of standardraping procedures (SOP); and

An average increase in production space by 25%utfirahe use of 5S methods, impro

the
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stock control and the application of single-flowogposed to batch production methods.




The pilot programme, as applied to the automotieenmonents
industry in India, meets all of these criteria. Theently concluded first
phase of the programme has consequently achievetarkable
successes, as described in Box 17, and the sedwsk ps currently
being drawn up. In view of the successes achiewethls moreover,
UNIDO has decided to expand this programme to cotlegr sectors in
other countries with other partners. Negotiations ander way with
potential partners in such industries as engingetelecommunications
and information technology, and life sciences. ddigon, UNIDO has
begun to codify the experiences gained so far antmmprehensive set
of guidelines based on these experiences.

3. SUMMARY AND CONCLUSIONS

This paper has shown that the industrial sect@emeral and industrial
SMEs in particular continue to play a pre-eminesie rin driving the

process of economic and social development. At shene time,

however, the forces of globalisation and domestcld liberalisation
have given rise both to significant opportunitiesd ao considerable
risks for SMEs in developing countries and coustiéth economies in
transition. These same forces have also dramatie#téred the scope
for public-sector support for SMEs, and the methalst can be
effectively employed to provide this support.

An intense debate is in progress within the devela@t community
on best practices and on lessons learned in progn@MEs. A new
sobriety is gaining ground in assessing the widesprfailures of the
past - of trying to protect SMEs rather than expgsithem to
competition; of trying to build up huge and censadl state capacities to
support SMEs rather than creating a decentraliggaiark of service
providers, etc. Some of the best practice prinsiptientified by the
Donor Committee for Small Enterprise Development,ifistance, are:

To work with groups of SMEs to ensure a joint léagnprocess and

experience-sharing for the targeted industry ashalevas well as

greater cost-effectiveness for development agencies

To insist on at least partial cost recovery forgbevices provided,;

To involve the private sector directly as a provideservices; and

To design a framework for performance and impacsugement.

These are all principles embraced by UNIDO, whishan active
member of the Donor Committee. In addition, UNIDi@sgly believes



that a holistic approach must be adopted toward& Slevelopment -
that efforts to promote the development of SMEstralee into account
related policy issues, the need to strengthen @pjpte institutional

capacities in the public and private sectors, thavipion of required

business development services, the encouragemeetwbrks between
SMEs and links with other enterprises and insbnd] and the
integration of SMEs into global value chains. Irdiéidn, UNIDO also

believes that there is a role for the promotiorSME development on
equity grounds, for example in the context of rugabiployment and
income generation schemes or in the context of woemerepreneurship
development programmes, so long as efforts are n@mdmsure that
these schemes operate within the highest possdgecd of economic
rationality under the prevailing circumstances.

Through its many years of global involvement in rpating
industrial SMEs as the specialised agency of thiedrNations system
for supporting the industrial development effortsleveloping countries
and countries with economies in transition, UNID@shacquired a
uniquely extensive degree of experience and eseeiti all of these
fields. As indicated above, this has enabled thga@isation to develop
a wide range of services to address either anyifgpeeaknesses in the
operating environment for SMEs, or to formulate aimtplement
comprehensive integrated packages of measures dmopg SME
development. In a particularly exciting developmetitis existing
portfolio of services is currently being expandedrotigh the
conceptualisation of a new form of SME promotionsteyn in
partnership with transnational corporations in orebenefit from the
access to capital, technology and markets that¢heyprovide.

The judicious adoption of such support measures,aad when
necessary, will go a long way towards enabling SNtEsleveloping
countries to take advantage of the opportunitiésred by the process of
globalisation while reducing the risks.



