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Developing countries need a boost
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In the past decade, wealthy nations and international organisations have been
captivated by the idea that microfinance initiatives, which provide small loans to the
poor to invest in their own businesses, could be the panacea for two of the most
tenacious problems of development: alleviating poverty and creating a seedbed for
industrialisation. Heartening stories of poor people pulling themselves up by their
bootstraps by building viable economic enterprises with loans of $50 to $1,000 appeal
to our belief that companies are all started in a garage with nothing but entrepreneurial
spirit and angel capital.

Microfinance has been a valuable tool of poverty alleviation and deserves continued
support for helping the poor build income-generating micro-enterprises. But
microfinance can only accomplish limited objectives since these businesses can rarely
graduate beyond subsistence level to become competitive, employment-generating
enterprises. Even if they could, the amount of capital microfinance provides is too
small, the terms too short and the costs too high to support significant growth in such
businesses.

On the other hand, small and medium-sized enterprises (SMES) in developing
countries - the agribusiness processors, the components manufacturers for
multinationals, the software outsourcers - are the real potential engines of growth and
employment and have a much greater possibility of becoming competitive businesses.

Though SMEs may not be as prevalent in developing countries as they are in wealthy
nations, a significant number of entrepreneurs are similarly oriented towards adding
value to commodities, creating and applying innovations in their markets, achieving
economies of scale, re-investing profits and personal capital in their businesses, with a
multiplier effect on employment. Yet their companies, requiring investments in the
range of $100,000 to several million dollars, have little access to long-term capital or
the support programmes they need to grow.

Developing countries need much more help from wealthy nations and international
organisations to address this large capital and resource gap at the SME level. Unlike
microfinance, which can be deployed through stand-alone institutions independent of
the local business environment, support for the SME sector requires resources devoted
to three broad initiatives. First, governments of developing countries must reform their
business environments, concentrating on ineffective legal and regulatory regimes for
small businesses and on the corruption that plagues them. If these old problems are
not resolved first, other efforts to support small businesses will fail. Second, SMEs'
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access to capital must be expanded through accelerated development of financial
markets, with government or donor-supported capital augmenting investment by private
investors. Third, entrepreneurs and managers of small businesses need access to
skills and knowledge gleaned from practical experience and international best practice.
These types of initiatives have all been analysed and attempted separately in myriad
forms by international bodies and governments. But all these components are critical
and must be pursued simultaneously; otherwise competitive businesses will not form.
Furthermore, instead of the traditional conflict between government and the private
sector, effective deployment of these initiatives requires a long-term commitment from
disparate stakeholders including local and foreign governments, international
organisations, local and international investors, successful businessmen, multinationals
and entrepreneurs themselves.

The Group of Eight and other wealthy nations should follow up on several recent
initiatives - including the United Nations Commission on Private Sector Development,
the proposed activities of the US's Millennium Challenge Corporation and the G8's
recent Sea Island Action Plan on applying the power of entrepreneurship - and develop
an action plan to support the development of SMEs. Capital from G8 countries must be
made available through new forms of hybrid instruments and it must flow to the
companies with real potential for growth. Government- or donor-supported capital
should leverage capital from private investors, especially the few local investors who
have capital, knowledge of local companies and a long-term interest in building the
local business sector.

These nations could mobilise a new “Peace Corps” of business ambassadors -
successful entrepreneurs, finance professionals and industry experts - to help their
counterparts in developing countries learn the international language of business. G8
nations could also provide incentives to channel a portion of the $100bn in remittance

flows to developing countries from the diaspora towards productive investment in SMEs.

By supporting these indigenous companies, wealthy nations will begin to create an
environment of opportunity and potential in developing countries and to alleviate the
sources of discontent and frustration.

Alan Patricof, a recent participant in the UN Commission on Private Sector in
Development, is co-founder of Apax Partners; Julie Sunderland is a consultant to
governments and international organisations on small business policy

CrE=a EMAIL ARTICLE C<£2y PRINT ARTICLE C%s MOST POPULAR

Comment & analysis | Reports | Arts & Weekend | Sport | In today’s FT | Media inquiries

Personal office
Download news ticker
FT mobile

FT Research Centre
Currency converter
FT conferences

Research tools

Analyst reports
FT Research Centre

Free annual reports
Market research
Growth companies
D&B business reports

Contact us | Help

© Copyright The Financial Times Ltd 2004. "FT" and "Financial Times" are trademarks of the Financial Times. Privacy policy| Terms| Advertising| Corporate

http://news.ft.com/cms/s/af dcfa88-e959-11d8-b556-00000e2511c8.html (2 of 2)8/9/2004 9:11:08 AM


http://ads.ft.com/event.ng/Type=click&Segments=3099,6198,6235,8535,9128,9179,9220,9630,10086,10158,11059,11079,11353,11555,11693,11751,11950,12970,13043,13212,13350,13522,13967,14386,15179,15245,15532,15545,15993,16156,16157&Targets=3099,7972,15407,6224&Values=31,51,63,77,81,94,102,150,165,166,239,250,253,505,557,600,639,664,931,1613,3614,3624,3800,3858,4432,4570,4658,4796,5461,5466,6192,6390,6394,6407,6618,7137,7684,8073&RawValues=&TargetID=7972&FlightID=8864&AdID=14011&Redirect=http:%2F%2Fwww.ft.com
http://ftoffice1.ft.com/VerifyCookie/NewVerifyCookie.asp
http://globalelements.ft.com/NewsAndAnalysis/Ticker/download-interface.html
http://news.ft.com/mobile
http://askft.ft.com/askFT/
http://mwprices.ft.com/custom/ft-com/currency.asp
http://news.ft.com/ftconferences
http://news.ft.com/cms/s/46698522-e45e-11d7-81c6-0820abe49a01.html
http://custom.marketwatch.com/custom/ft-com/multex/?FTSite=FTCOM
http://news.ft.com/FTCorporate/Site/html/uk/research/askft.html
http://ftcom.ar.wilink.com/asp/P002_search_eng.asp
http://www.ft.com/marketresearchhome
http://news.ft.com/growthcompanyinvestor
http://www.do-business.net/microsite/ipp/entry.asp?l=7327540
http://registration.ft.com/registration/sub/landing.jsp
http://news.ft.com/
http://news.ft.com/world
http://news.ft.com/business
http://news.ft.com/markets
http://mwprices.ft.com/custom/ft-com/html-marketsDataTools.asp
http://news.ft.com/industries
http://news.ft.com/lex
http://news.ft.com/yourmoney
http://news.ft.com/comment
http://news.ft.com/reports/special
http://news.ft.com/artsandweekend
http://news.ft.com/sportnews
http://news.ft.com/fttoday
http://news.ft.com/siteservices/mediainquiries
javascript:void 0
javascript:void 0
javascript:void 0
javascript:void 0
http://www.ft.com/corporate
http://ads.ft.com/event.ng/Type=click&Segments=3099,6198,6235,8535,9128,9179,9220,9630,10086,10158,11059,11079,11353,11555,11693,11751,11950,12970,13043,13212,13350,13522,13967,14386,15179,15245,15532,15545,15993,16156,16157&Targets=3099,7972,15407,6224&Values=31,51,63,77,81,94,102,150,165,239,250,253,505,557,600,639,664,931,1613,3614,3624,3800,3858,3967,4432,4570,4658,4796,5461,6192,6390,6394,6407,6618,7137,7684,8073&RawValues=&TargetID=7972&FlightID=8864&AdID=14011&Redirect=http:%2F%2Fwww.ft.com

	ft.com
	FT.com / Comment & analysis / Comment - Developing countries need a boost


	AKBINOGKMACEIIAHENHGAFAOGLKKLAJI: 
	form1: 
	x: 
	f1: http://news.ft.com


	form2: 
	x: 
	f1: ts
	f2: 
	f3: FTCOM
	f4: equity
	f5: 
	f7: news

	f6: 




