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Gamarra

Lima

Textiles and Apparel

12,000 

               

 

Domestic and External

Mercado Central

Lima

Retail and Wholesale

11.377 

               

 

Domestic

Tacna

Tacna

Retail and Wholesale

9.409 

                 

 

Domestic and External

Cuzco

Cuzco

Tourism

4.200 

                 

 

External and Domestic

Arequipa

Arequipa

Tourism

3.984 

                 

 

External and Domestic

El Porvenir

Trujillo

Footwear

1.545 

                 

 

Domestic

Villa El Salvador

Lima

Furniture

522 

                    

 

External and Domestic

Paita-Talara

Paita-Talara

Fishery

253 

                    

 

Domestic

Bambamarca

Bambamarca

Cheese

200 

                    

 

Domestic

TOTAL

31.502 

               

 

Table 3. Peruvian Clusters


I. Globalization: A Challenge for SMEs

Over the last decades, the globalization phenomenon has produced a considerable impact on economies from both, developed and developing countries. Local, regional and national agencies in charge of promoting sustainable progress have been forced to address in their strategic action plans the critical elements that have characterized the process of economic integration. Those elements can be summarized as follows:

a. Rapid development of information and communication technologies (ICT) such as the Internet, mobile phones, faxes and e-mail, among others;

b. Reduction of barriers to trade as a result of more regional and bilateral integration schemes (i.e. the European Union - EU, the North America Foreign Trade Agreement – NAFTA, and the Asia Pacific Economic Cooperation - APEC);

c. Growth in capital and investment flows among nations and the expansion of financial markets; and, 

d. Strengthening of governments’ role within the promotion of market friendly policies. 

Nevertheless, while some nations and specific regions have been able to take great advantage from this new worldwide order, others have lag behind. From a private sector perspective, globalization has motivated the incorporation of ICT in businesses, reducing transaction costs and nearly eliminating time and space constraints. On the other hand, the removal of barriers to trade and investment has caused a major shift in the international productive structure. Indeed, commerce and capital flows are i) enabling economies to specialize in those activities in which they possess comparative and competitive advantages; ii) creating more and more concerns among consumers about quality of products and social responsibility; and iii) opening new entrepreneurial opportunities and hence nurturing businesses’ products participation in domestic and international markets.
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Micro 

1/

467.001 

 

 

91,7%

Small 

2/

35.075 

   

 

6,9%

Medium and Large 

3/

7.348 

     

 

1,4%

Total

509.424 

 

 

100%

Source: SUNAT, 2001

1/ Annual revenue less than US$ 80,000

2/ Annual revenue between US$ 80,000 and US$ 750,000 

3/ Annual revenue more than US$ 750,000

Table 1. Peruvian Formal Business Structure

SME

98,6%


This is the context in which micro, small and medium size enterprises, specially from emergent countries, are experiencing a tough path in their road to the global arena. Not simply they must compete with large scale corporations or productive companies with similar sizes from developed countries. Also they have to face common problems that impede them to adequately insert their products into local and external markets. These central problems are related to the limited access to financial resources and technologies, scarce managerial skills and the lack of relevant market information, among others.

Therefore, governments need to focus their efforts on improving micro, small and medium size enterprises’ competitiveness in order to allow them to efficiently participate and integrate the world markets. Policies aimed to do so must address the mentioned problems so as to foster this particular sector’s capacity and to contribute to sustainable economic growth.
II.  The Importance of SMEs: The Peruvian Case

Since the beginning of the nineties, Peruvian economy went through major structural changes. The successful stabilization programme implemented to cut down inflation, as well as the liberalization of different domestic markets, encouraged both, foreign trade activities and the establishment of transnational companies in Peruvian territory, specially in the mining, telecommunication and financial sectors.   

Although, these strategies were followed by an increase in gross domestic product between 1993 and 1997, they were not enough to create a permanent welfare on a regional basis. This fact was mostly triggered by the lack of an action plan that otherwise would have allowed small and micro entrepreneurs to confront the consequences of a more outward - oriented economy.

However, nowadays the potential role of Small and Micro Enterprises (SMEs)
 for the development of Peruvian regional and local economies is almost well understood. Certainly, as shown in Table 1, SMEs represent almost 98.6% of Peru’s formal business structure. From this total, 52.9% of them are dedicated to retail and wholesale activities, 34.4% to the provision of services, 6.4% to the manufacturing industry and 4.5% to agriculture activities. Likewise, it can be pointed out that SMEs are a major source for jobs creation, contributing with approximately 75.9% of national employment. 

In spite of this importance, SMEs have not yet made a significant progress towards their insertion in different markets. This can be linked to their low levels of productivity and competitiveness. While the 1% of total enterprises (medium and large scale companies) contributes to 57.9% of GDP, SMEs (98.6%) only explain 42.1% of it. Meanwhile, SMEs’ exports reached US$ 221 million in the year 2001. This amount represented 3.2% of Peruvian total exports, explained by 48.5% of all exporting companies or 0.4% of the entire SMEs formal sector.

These last figures provide evidence that SMEs traditionally have oriented operations towards local markets, reducing the benefits that can be gained through their insertion into the international scope. Moreover, their capacity to insert even in the local level has deteriorated in the last years mainly caused by the increase of competitive import products. Such a bad performance can be due to the following reasons:

a. Small – scale production, which impedes penetration into larger markets

b. Low managerial skills and absence of business long term plans

c. Weak competences to manage production processes

d. Lack of information and knowledge regarding markets and business opportunities

e. Limited and inadequate use of available technologies

f. Limited access to financial funding due to their high risks.

For a more comprehensive approach of SMEs current status, the following Table reviews their main strengthens, opportunities, weaknesses and threats. All of them have been taken into consideration by the author in order to evaluate and propose some strategies aimed at promoting effective SMEs integration into global markets. 

Table 2.

	SMEs 

STRENGHTS
	SMEs 

OPPORTUNITIES

	1. Are a major platform for regional development (on average 99.4% of regional companies are SMEs).

2. Are flexible enough to adapt to market changes.

3. Need less resources to implement changes in productive processes.

4. Incorporate high levels of hand -made products, which are extremely valuable in markets.


	1. Peru’s participation in trade agreements (Andean Community, ATPDEA).

2. Multilateral resources oriented to SMEs development programmes. 

3. Cyber Private Platforms constitute a national network that may provide access to ICT  for SMEs.

4. National export growth goals need the participation of SME.

5. Success of microfinance schemes in Peru.

	SMEs 

WEAKNESSES
	SMEs 

THREATS

	1. Absence of collaboration within other SMEs.

2. Weak competences for managing production processes.

3. Limited use of available technologies.

4. Little concern about quality of products or environment.

5. Weak private SMEs institutions.

6. Lack of concern about market preferences.


	1. Peru’s participation in trade agreements (Andean Community, FTAA) will produce and increase of import products.

2. Local market does not encourage SMEs to provide competitive goods and services.

3. The existence of an informal sector (unfair competition). 

4. Globalization increases quality products’ and environmental requirements that SMEs are not accustom to obey. 

5. The majority of local medium and large scale enterprises do not consider SMEs as strategic allies.




III. Peruvian Government’s Role in Promoting Strategies for SMEs Participation in Global Markets

It is considered that Governments should have a critical role in the promotion of SMEs development. The Peruvian Commission for the Promotion of Small and Micro Enterprises (PROMPYME) fulfils that role in Peru. Since 1997 it is the sole public agency in the country in charge of fostering SMEs insertion in domestic and external markets, based on a “wealth creation” approach. This is focused on the need to incubate and encourage a mass of entrepreneurs that would be capable of producing wealth by themselves. Furthermore, this approach is supported on a “market targeted vision”, in which it is fundamental to identify and posses a strong knowledge about the demand-side, before applying any entrepreneurial initiative. 

In that sense, PROMPYME is concentrating its efforts in facilitating business’ competitiveness through the implementation of policies that addresses the reduction and elimination of SMEs major weaknesses. It is expected that an increase in SMEs revenue as the result of higher levels of competitiveness will produce a positive impact on enterprises’ profitability. This assures the possibility to invest in R&D, in training and the possibility to increase the quality of employment or to create more jobs
.

Given that PROMPYME’s financial resources are limited, the institutional strategies being followed are directed towards the development of certain economic sectors or specific geographic areas. Among economic sectors, textiles and apparel, tourism, furniture, agro industry and handicrafts have been identified as those with higher levels for potential demand and a great capacity to strengthen Peru’s productive structure.

On the other hand, among specific geographic zones, PROMPYME has identified and classified some of the most important Peruvian SME clusters
 (see Table 3) and in several of them has been carrying out development projects.


Based on this information, PROMPYME’s strategies to promote SMEs insertion into markets have been divided into three main scopes: horizontal networking, vertical networking and access to government procurement information. In all of these strategies, best practices are always pursued in order to disseminate their results and methodologies, and to encourage the implementation of similar programmes in other regions and economic sectors.   

3.1 Horizontal Networking

In view that the vast majority of businesses in Peru produce in a smaller scale, that they need to penetrate larger markets and to compete with medium and large size enterprises, the promotion of horizontal networks arises as a key policy to revert their current situation. 

Horizontal networking means that SMEs from the same supply chain and with similar problems, difficulties and goals may strategically join together so as to be involved in a common development project. Combined actions should provide them with a solution to achieve efficiency and to attain different markets that otherwise, on an individual manner, they would not be able to reach. There are three concepts that are being considered when thinking on a networking programme: i) confidence among entrepreneurs, ii) networking does not imply loosing independency and iii) the formation of a network has to imply a voluntary process.

Therefore, PROMPYME’s networking strategy is based in the United Nations Industrial Development Organization’s (UNIDO) approach, which focuses on the following five elements to develop and strengthen competitive networks:

a. Promoting and selecting SMEs.- includes i) the dissemination among SMEs about the benefits of networking, ii) the identification of enterprises who are willing to integrate groups, iii) a preliminary evaluation and analysis of companies and iv) a final process of selection to conform networks.

b. Strengthening entrepreneurial trust.- involves i) collective business meetings to share information and experiences, ii) visits to “prototypical companies”, iii) definition of internal regulations that will govern networks’ activities and operations, and iv) the establishment of common funds to allow the implementation of preliminary action plans.

c. Developing preliminary actions plans.- includes i) the definition of short term goals and ii) the design of specific small projects that will give entrepreneurs the first benefits from networking (i.e. inputs and equipment purchasing).  

d. Designing long term strategies.- involves i) the evaluation of the network members’ organizational and productive current status and ii) the development of Strategic and Business Plans based on market research analysis. At this stage, training and technical assistance programmes are provided in order to improve managerial skills, production processes and the adequacy of goods and services according to demand requirements.

e. Sustaining networks’ operations.- includes the i) formalization of networks, ii) hiring Business Managers to be charge of networks’ operations and ii) the  monitoring of the implementation of Strategic, Business and Action plans. 

It is expected that working with networks will enable businesses to produce in a larger scale, hence reaching larger markets, specially outward oriented. Likewise, SMEs alliances may gain negotiating power, not only with suppliers, but with final customers and with technical assistance entities as well. They also represent a powerful instrument to encourage product standardization, the implementation of quality monitoring processes and the design of common marketing plans. Moreover, networks can be seen as platforms that may foster clusters’ competitiveness, supporting rapid learning procedures and productive upgrading schemes.

In these regards, PROMPYME is currently developing two different projects with the Inter American Development Bank’s financial cooperation. The first one concerns the networking of 30 rural cheese producers in Cajamarca (870 km to the north of Lima) in order to penetrate the market of Lima. The second, involves the networking of more than 160 textile and apparel enterprises of Peru’s major productive cluster (Gamarra) and the networking of more than 160 service companies from Peru’s most important tourism cluster (Cusco).  

3.2 Vertical Networking

Understanding that foreign trade activities, as well as private investment is necessary for economic progress, in 2001 the Peruvian Government announced the desire to duplicate national exports from a level of US$ 7,000 millions to US$ 14,000 millions by the year 2006. In order to do so, clearly there are two alternatives: i) that new enterprises are incorporated into export activities; or ii) that the same companies which currently export, increases their levels of exports.

In particular, PROMPYME’s vertical networking strategy aims at promoting subcontracting relationships among SMEs with medium and large scale exporting companies that need to expand their trading capacities to benefit from Peru’s major trade agreement: the Andean Trade Preference and Drug Eradication Act (ATDEA). Nonetheless, this strategy is not restricted to relations concerning the international market, since vertical networking supports the increase of value chains efficiency and the reduction of transaction costs, independent of their market orientation.

In that sense, PROMPYME´s methodology is based in the following main elements:

a. Defining the demand.- includes i) the identification of potential buyers, and ii) the definition of norms, standards and requirements from the identified market.

b. Strengthening Training and Technical Assistance (TTA) Supply.- involves i) the identification of different institutions that provide training and technical assistance to design curricula that will fit SMEs needs; ii) the establishment of institutional cooperation agreements to secure TTA during programmes; iii) the development of training programmes for SMEs trainers; and iv) the consolidation of SMEs training programmes based on demand information.

c. Strengthening SMEs competences.- includes i) the identification and selection of a group of SMEs with clear potential to satisfy market requirements; ii) the implementation of training programmes for small and micro entrepreneurs and their employees; iii) the development of technical assistance programmes for SMEs; iv) the evaluation and certification of all trained SMEs which satisfy market requirements; v) the linkage among SMEs with the demand-side through trade fairs, among others; and vi) the evaluation of the programmes’ results.

It is important to mention that in the case of vertical networking, PROMPYME will develop a project at the beginning of next year with the World Bank’s financial cooperation. This project will provide TTA to a group of 1,000 – 1,500 Peruvian SMEs from different economic sectors and will promote networks for subcontracting schemes with medium and large scale exporting companies.  

3.3 Access to Government Procurement Information

To complement the horizontal and vertical networking approaches, one of PROMPYME’s main task by Law has been to foster SMEs participation in government procurement processes, a market that annually involves more than US$ 1,000 million. As a result, the institution is in charge of i) providing SMEs with information about government entities’ demands; ii) ensuring transparency in procurement processes; and iii) developing programmes to improve SMEs’ production quality towards satisfying the public market requirements.

In that sense, since mid-2001 PROMPYME set up a Public Procurement Web Site as a useful tool to gather in a one-stop shop and to make available all the information regarding government procurement opportunities in Peru. It is important to mention that public entities are required by law to provide their annual procurement plans to PROMPYME, although sometimes not all of them comply with such norms, due to the lack of legal enforcement and appropriate sanctions.        

However, the results from offering a business friendly Web Site have been successful and can be resume as follows:  

· 2,834 procurement processes informed per month on average in the present year ;

· 60,000 visitors to the Web Site each month by June 2003. 

· 3,843 entrepreneurs subscribed to PROMPYME´s procurement individualized services.

· SMEs has at present more time to prepare their participation in government procurement processes than they had in the past: from 4.4 on average in July 2002 to 6.5 days in July 2003.

· More than 30% of public procurement is being supplied by SMEs.

Additionally, PROMPYME has been implementing programmes with a similar methodology as the one used to promote vertical networks (called “Competitive SME”), so that SMEs can participate as public entities’ suppliers. Indeed, once a public demand is identified, PROMPYME begins the work for strengthening private and public institutions that offer technical assistance, in order to adjust their training programmes to SMEs’ needs. Finally, a group of SMEs are identify to go through technical assistance so they can meet the requirements that will satisfy the demand.

IV. Concluding Remarks

Having revised PROMPYME´s fundamental policies that foster SME´s penetration into global markets, it would be useful to make some final comments and recommendations. 

Peruvian business structure includes a high informal sector, as well as formal enterprises that in a vast majority do not posses a strategic entrepreneurial culture and perspective. This situation have fed a paternalistic attitude towards government’s role in the economy and in the promotion of businesses. For instance, there is a generalized view that government should find concrete markets or buyers for SME´s products or that public entities must compulsorily buy SMEs goods. 

However, what needs to be understood is that governments are responsible for the implementation of both, a basic infrastructure and a good legal environment that will facilitate entrepreneurial activities. Also, it is in charge of creating business opportunities through trade agreements and providing SMEs with the appropriate tools that will allow them to go through their own decision making processes (i.e. where and what products to sell). In addition, other major governmental task would be to create conscious among Peruvian entrepreneurs (even among the population) that all business initiatives should take into account one particular issue: to produce what the market needs, instead of encouraging the market to consume what Peru’s SMEs produce.  

PROMPYME´s market-based approach has served significantly for the definition of development programmes that have addressed SME’s major weaknesses and has contributed to start the transformation of the paternalistic approach into a wealth creation one. Nevertheless, the strategies followed have been focused on small groups of entrepreneurs from specific sectors or regions that have the minimum levels to successfully enter into the different markets. Though it is expected that these kind of groups will generate spill over effects and lead business progress in their respective fields, there is still work to do and a large mass of SMEs and potential entrepreneurs to reach with different  type of programmes.

In that sense, two main agendas can be proposed in order to help strengthening SME´s abilities to integrate global markets: the development of Centres for Business Promotion and the establishment of Private Market Information Networks. 

On the one hand, a Centre for Business Promotion can facilitate the incubation of any type of business’ idea or the development of current SMEs through assistance in the designing of Business Plans, in technical and managerial training, in market research analysis or even with financial funding. Consequently, there is no need to be part of an specific economic sector or geographic zone, neither to be willing to integrate networks or to focus the company’s activities towards international markets. 

It is important to mention that this type of Centre is called to reach a great mass of business actors, to foster entrepreneurial capacities and to provide SMEs with certain tools that can guide the company’s own market and productive decisions. One of those tools should be the incorporation of information and communication technologies in business activities, in particular the Internet. In order to achieve that, dissemination campaigns urge to be done so as to demonstrate ICT benefits for SMEs: market information and business opportunities, permanent linkages with suppliers and customers, possibilities to improve distribution channels, e-training, among others. 

On the other hand, a Private Market Information Network can replicate PROMPYME’s Access to Government Procurement Information programme, through a partnership between public and private sectors’ associations. This might give the possibility to build up a Web Site Information System to inform about private purchasing opportunities.

As it can be noticed, SME´s sustainable progress not only depends on the willingness of government’s authorities to dedicate efforts in programmes addressing their major problems. Instead, It is a joint challenge that involves civil society and private associations participation and, mostly important, the desire of small and micro entrepreneurs to change.

In a context of rapid global economic integration, this paper focuses on the Peruvian SMEs situation that impedes them to benefit from global market opportunities. Additionally, it presents the experiences that are currently being implemented by Peru’s government to promote SMEs’ sustainable development and finally presents some comments and policy recommendations.








� The views in this paper are solely responsibility of the author and not necessarily of the Peruvian government.


� According to the country or economic activity under analysis, there are many possible definitions of SMEs. For the purpose of this paper, SMEs is used in reference to Small and Micro Enterprises, which are defined in Peru either by their number of employees (less than 50) or by their annual revenue (less than US $ 750,000).


� It is necessary to point out that sub employment, instead of unemployment, is one of the major problems of the Peruvian economy. In the year 2001 sub employment reached 48% of Economically Active Population.


� According to Michael Porter in its paper “Clusters and The New Economics of Competition”,  clusters can be define as geographic concentrations of interconnected companies and institutions in a particular field, which encompasses an array of linked industries and other entities important to competition.
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