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Brazilian and Mexican Small-Scale
Enterprises: A Case Study

Introduction

In Asian NIEs, such as Korea and Taiwan, the relative economic share of small- and
medium-scale enterprises (SMEs) declined during the import-substitution industrial-
ization periods. With protection mainly benefiting large-scale enterprises (LEs), the
development of SMEs was interrupted. However, the relative position of SMEs im-
proved during the 1980s because of trade liberalization policies, as well as govern-
mental emphasis on the development of SMEs, primarily through the formation of
supply chains which integrated SMEs with LEs.

Currently the relative share of SMEs is shrinking in Latin America. If Asian NIEs
prove anything, the shift of policies from import substitution to outward-oriented
trade liberalization will lead to a more balanced industrial structure among LEs, me-
dium-scale enterprises (MEs), and small-scale enterprises (SEs).

As liberalization processes continue, Latin American countries are beginning to
emphasize quality and productivity which are directly related to in-house production
methods, as well as institutional arrangements such as subcontracting. As a result, the
size and structure of enterprises and industries becomes extremely important in the
industrialization process.

Facing a rapid transition to an open economy, how do entrepreneurs respond in
terms of production, procurement of raw materials, labor, finance, management, mar-
keting, technology, and institutioral structure? Little information is available about
manufacturing industries, especially SEs, in Latin America. And without adequate
information, policies lose their foundation.

This chapter examines the SEs of two countries—Brazil and Mexico—using infor-
mation procured through a case study. Brazil and Mexico were chosen for this study
because of the inherent contrast in their respective economic histories, development
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strategies, and structures. Mexico is moving ahead with liberalization while Brazil is
stagnating.

The evolution of SEs is examined first, followed by an exploration of governmen-
tal SE policy. Next, two surveys of SEs—one conducted in Mexico City, the other in
Sao Paulo—are introduced and analyzed. Finally, with the findings of the surveys
noted, policy suggestions, reflecting East Asia’s experiences, will be discussed.

Aside from improving in-house production measures, institutional arrangements
such as subcontracting appear to be the best methods to further economic develop-
ment. The experience of the subcontracting exchange service (bolsas de
subcontratacion) in Brazil and Mexico is reemphasized.

1. Evolution of Small-Scale Enterprises in the Manufacturing Industry
Structural Changes

Historical position of SEs

Between 1970 and 1985, the relative importance of SEs' both in the Brazilian and
Mexican manufacturing sectors declined. According to an industrial census of the
two countries, the SE share of the sector decreased both in terms of employment and
gross sales. For example, the percentage of SE employment to total employment in
Brazil fell from 44 per cent in 1970 to 39 per cent in 1985. Likewise in Mexico, the

TABLE 4-1
STRUCTURAL EVOLUTION OF THE MANUFACTURING INDUSTRY: BRAZIL
(%)

By Size 1970 1975 1980 1985
SEs (599 persons)

Establishments 93.0 92.3 92.0 90.7

Employment 444 44.4 434 38.8

Gross sales 36.3 33.8 29.2 23.5
MEs (100-249 persons)

Establishments 4.4 43 5.3 6.0

Employment 18.5 15.4 20.7 215

Gross sales 21.1 18.0 235 21.6
LEs (250 and over)

Establishments 2.6 34 2.7 33

Employment 37.1 40.2 35.9 39.7

Gross sales 42.6 48.2 473 54.9
Total

Establishments 100.0 100.0 100.0 100.0

Employment 100.0 100.0 100.0 100.0

Gross sales 100.0 100.0 100.0 100.0

Sources: Fundagdo Instituto Brasileiro de Geografia e Estatistica (IBGE), Censos econémicos:
Censo industrial, 1970, 1975, 1980, and 1985 editions.
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TABLE 4-2
STRUCTURAL EVOLUTION OF THE MANUFACTURING INDUSTRY: MEXICO
(%)
By Size 1970 1975 1980 1985

SEs  (6-100 persons)

Establishments 87.9 86.9 85.1 87.9

Employment 34.5 30.2 24.7 26.8

Gross sales 24.7 21.6 16.0 16.5
MEs (101-250 persons)

Establishments 7.6 79 8.5 7.1

Employment 20.4 18.8 16.0 17.0

Gross sales 20.5 194 13.6 16.8
LEs (251 and over)

Establishments 4.5 52 6.4 5.0

Employment 45.1 51.0 59.3 56.2

Gross sales 54.8 59.0 70.4 66.7
Total

Establishments 100.0 100.0 100.0 100.0

Employment 100.0 100.0 100.0 100.0

Gross sales 100.0 100.0 100.0 100.0

Sources: Instituto Nacional de Estadistica, Geografia e Informatica (INEGI), Censo industrial,
1970, 1975, 1980, and 1985 editions.

SE employment percentage fell from 35 per cent in 1970 to 25 per cent in 1980, and
bounced back slightly to 27 per cent in 1985.

As for gross sales, the SE percentage of total sales dropped at an even faster rate,
from 36 per cent to 24 per cent in Brazil, and from 25 per cent to 17 per cent in
Mexico (see Tables 4-1 and 4-2; also Figure 4-1). Yet during this fifteen-year period
(1970-85), the percentage of SE establishments, in terms of the total number of es-
tablishments, did not change, remaining in the 91-93 per cent range in Brazil and the
85-88 per cent range in Mexico.

While the influence of SEs waned, the significance of LLEs? grew. In Brazil the LE
percentage of total gross sales increased about 12 points, reaching 55 per cent in
1985. At the same time, however, the percentage of LE employment to total employ-
ment remained unchanged at around 38 per cent. Employment creation by LEs was
limited due to the utilization of capital-intensive production technology, the use of
which was influenced by capital-goods promotion policies. Capital-intensive pat-
terns of development were especially pronounced during the 1970s (444 persons per
establishment by LEs in 1975 as against 552 in 1985).

In Mexico the LE percentage for both employment and gross sales increased sub-
stantially between 1970 and 1980, from 45 per cent to 59 per cent for the former, and
from 55 to 70 per cent for the latter. This reflected Mexico’s economic policies con-
cerning priority-sector development as well as the use of the country as a production
base in the globalization strategies of multinational companies.
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Fig. 4-1. Evolution of SEs: Establishments, Employment, and Sales: Brazil and
Mexico
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Source: Tables 4-1 and 4-2.
Note: (B)=Brazil, (M)=Mexico.

Turning to MEs in Brazil and Mexico, the percentage for MEs in all three catego-
ries (i.e., employment, gross sales, and establishments) are mixed. In Mexico, the
percentage for MEs in employment and gross sales categories dropped between 1970
and 1980, while it increased slightly in the establishments category during the same
period. In Brazil, the three categories did not show clear trends.

In sum, Brazilian data clearly shows that the relative importance of SEs decreased
between 1970 and 1985, particularly in gross sales. Mexican SEs showed the same
trend between 1970 and 1980. During the 1970s and early 1980s, both Brazil and
Mexico were pursuing import-substitution programs. The decline of SEs and the con-
comitant rise of LEs reflected these policies which allowed LEs to invest through tax



A CASE STUDY 103

and financing incentives. The development of SEs and/or MEs was neglected be-
cause existing measures were not adapted to these sectors. Small- and medium-scale
enterprises themselves expected little help from their respective governments.
Changes which took place in the Mexican SEs in 1985 reflected policy changes to-
ward liberalization.

Sectoral distribution

According to the 1985 industrial census, SEs (1-99 persons) in Brazil accounted
for 95 per cent of the total manufacturing establishments (188,183) surveyed (see
Table 4-3). Small-scale enterprises were concentrated in light industries such as non-
metallic minerals (98.5 per cent); wood, cork, and furniture (98.2 per cent); food,
beverages, tobacco (96.9 per cent); and paper, printing, and publishing (95.1 per
cent).

In terms of employment, Brazil’s manufacturing sector tallied 4,639,628 persons
(average per month) in 1985. The machinery and equipment subsector was the heavi-
est contributor to employment (21.6 per cent), which supports the fact that the Brazil-
ian government emphasized capital-goods industries. The traditional subsectors fol-
lowed: textile, apparel, and leather (20.6 per cent); and food, beverages, and tobacco
(15.2 per cent).

Brazilian SEs employed 1,915,160 persons in 1985, approximately 41 per cent of
the total manufacturing employment. The percentage of SE employment was heavi-
est in wood, cork, and furniture (68.6 per cent); nonmetallic minerals (64.5 per cent);
and food, beverages, and tobacco (48.4 per cent). The lowest employment percentage
was in transport equipment (18.9 per cent). Generally, subsectors such as chemicals
and basic metals, which enjoy the benefits of economies of scale, had few supporting
industries or SEs.

Looking at total gross sales, Brazil’s manufacturing industry sold goods worth
1,061.9 trillion cruzeiros (approximately U.S.$171.3 billion), of which SEs ac-
counted for 24 per cent or 255.1 trillion cruzeiros (U.S.$41.1 billion). Large sales
results were recorded by the chemical, petrochemical, and plastics subsector, fol-
lowed by the machinery and equipment, and the food, beverages, and tobacco
subsectors. The SE percentage was highest in wood, cork, and furniture (53.2 per
cent); nonmetallic minerals (37.5 per cent); and food, beverages, and tobacco (34.6
per cent). The lowest recorded percentage was once again transport equipment (6.5
per cent).

In Mexico, SEs (0-100 persons) accounted for 96 per cent of the total manufactur-
ing establishments (129,401) surveyed in 1985 (see Table 4—4). Small-scale enter-
prises were concentrated in subsectors such as wood, cork, and furniture (98.5 per
cent); food, beverages, and tobacco (97.5 per cent); and nonmetallic minerals (96.3
per cent). The percentage of SE establishments was low in the chemical, petrochemi-
cal, and plastics subsector, and in the basic metals industries.

In terms of employment, Mexico’s manufacturing industry employed 2,576,775
persons, of which SEs accounted for 38 per cent or 979,400 persons. The most impor-
tant contributor to employment was the metals and machinery subsector (27.3 per
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cent), followed by food, beverages, and tobacco (20.0 per cent); and chemicals, pet-
rochemicals, and plastics (17.0 per cent). This corresponded to Mexico’s compara-
tive advantage in petroleum. The percentage of SE employment was highest in
subsectors such as wood, cork, and furniture (64.6 per cent) and textiles, apparel, and
leather (56.0 per cent). The SE employment percentage in the apparel subsector was
82.7 per cent, the highest among all subsectors. (This was in sharp contrast to the 39.7
per cent of SE employment in Brazil’s apparel subsector.) The lowest recorded SE
employment percentages were in basic metals (12.2 per cent); automobiles and auto-
motive parts (12.6 per cent); and chemicals, petrochemicals, and plastics (19.3 per
cent), all primarily due to the economies of scale enjoyed by these subsectors.

In total gross sales, the Mexican manufacturing industry sold goods worth
19,131.8 billion pesos (approximately U.S.$74.5 billion), of which SEs accounted
for 17.1 per cent or 3,266.8 billion pesos (U.S.$12.7 billion). The largest contributor
to sales was the metals and machinery subsector (25.3 per cent), followed by food,
beverages and tobacco (24.0 per cent); and chemicals, petrochemicals, and plastics
(23.1 per cent). (This order, not unsurprisingly, corresponded to that of employment.)
The highest SE percentage of gross sales was in apparel (73.8 per cent), while the
lowest was in automobiles and automotive parts (3.1 per cent).

In both Brazil and Mexico, SEs participated primarily in the light, traditional
subsectors such as textiles, food processing, wood products, and nonmetallic miner-
als. Participation by SEs remained low in subsectors which required economies of
scale. In this context, supporting industries (or supply chains) of capital goods and
consumer durable goods have yet to develop and mature in Brazil and Mexico.

In 1985, for example, the Japanese automobile subsector, including automotive
parts and components, had 15,614 establishments employing 774,200 persons.
Subsector sales totaled U.S.$132.2 billion according to the Kogyo tokei hyo, 1985
[Census of manufactures, 1985].> Approximately 80 per cent of the subsector SMEs
were involved in subcontracting systems.

Sales productivity

In both Brazil and Mexico, the productivity* of SEs in all subsectors was lower
than each subsector’s average productivity (see Figure 4-2). Looking at the manufac-
turing sector, Brazil’s productivity (58.2 per cent) was higher than Mexico’s (44.9
per cent). Brazil had high productivity ratios in textiles, apparel, and leather (83.7 per
cent); plastics (82.6 per cent); and apparel (81.0 per cent), while Mexico enjoyed
high ratios in apparel (89.2 per cent) and wood, cork, and furniture (79.9 per cent),
the only two categories in which it had higher ratios than Brazil. Brazil recorded low
ratios in the transport equipment subsector (34.2 per cent), and in basic metals and
metal products (39.8 per cent), while Mexico had low ratios in the automobile and
automotive parts subsector (24.3 per cent), and basic metals (30.7 per cent). These
statistics once again demonstrate that the productivity gap of SEs was wide in those
subsectors in which economies of scale are important, and where subcontracting sys-
tems are immature.



A CASE STUDY 107

Fig. 4-2. SEs’ Share in Sales Productiviry (Gross Sales / Employment)
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2. Policies for Small-Scale Enterprises
Mexico

Incentives for the promotion of small-scale enterprises

During Mexico’s period of import-substitution industrialization, the size of an in-
dustry was usually not taken into account when policy was formulated. Large-scale
industries were implicitly encouraged through fiscal and financial incentives.

It was only in the late 1970s, with the national plan for industrial development,
1978-82, that a program was targeted at sectoral development and emphasized the
importance of SEs. Under this framework, the integral assistance program for small-
and medium-scale industries (Programa de Apoyo Integral para la Industria Pequefia
y Mediana, PAI) was launched in 1978. It aimed at coordinating different credit lines
already in existence and promoting interrelationships with institutions involved in
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technology. The objective was to offer an integrated package of assistance to SMEs,
support that had previously been provided separately.

The PAI program also promoted a subcontracting program called the bolsas de
subcontratacién (subcontracting exchange service). Collaborating with the National
Chamber of the Manufacturing Industry (CANACINTRA, Cédmara Nacional de la
Industria de Transformacién), the service provided information about SMEs which
wanted to initiate subcontracting relationships with larger enterprises. The first
bolsas were established in 1982 with SMEs involved with metalworking and machin-
ery in the two cities: Irapuato and Guadalajara. The bolsas also acted as an informa-
tion exchange, particularly on technological issues.

In 1985 a program called the integral development program for small- and me-
dium-scale industries was announced. Its intention was to increase SME efficiency
and to improve access to intermediate inputs, machinery and equipment, as well
as financial resources. In 1988 the federal law for promotion of micro-enterprises
was promulgated to help nascent micro-enterprises by creating a register of these
enterprises, and by assisting the interaction between research institutions and micro-
enterprises.

Under the Salinas government, the modernization and development program for
micro-, small-, and medium-scale industries 1991-94 was announced in 1991 [45].
Since the liberalization of trade and investment was being actively pursued, the pro-
gram was intended to modernize micro-enterprises and SMEs. Emphasis was placed
on productivity and quality improvement as well as on the internationalization of
these industries. The main features of the program can be summarized as follows:

(a) the formation of consortiums to: improve access to financial resources; better
acquire raw materials, intermediate inputs, and technology; improve access to
domestic as well as international markets;

(b) the strengthening of the subcontracting exchange services network (bolsa sys-
tem);

(c) the improvement of credit systems to finance SMEs, particularly through cred-
its provided by NAFIN (Nacional Financiera S.N.C.) and Bancomext (Banco
Nacional de Comercio Exterior) (The creation and extensive use of credit
unions was given special attention.); and

(d) the increased absorption of technology by these industries through the na-
tional laboratory for industrial promotion (Laboratorios Nacionales de
Fomento Industrial) under CONACYT (Consejo Nacional de Ciencia y
Tecnologia—National Science and Technology Council), INFOTEC (Fondo
de Informacién y Documentacién para la Industria—Information and Docu-
mentation Fund for Industry), as well as private, public and educational re-
search institutions. Quality control, particularly total quality control (TQC), is
to be introduced along with the establishment of a national prize for quality
(Premio Nacional de Calidad).

Financial measures
Nacional Finaciera is the most important financial institution for Mexican micro-
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enterprises and SMEs. Until 1989, NAFIN, Bancomext, and Banco de México ad-
ministered several trust funds that channeled funds to these industries. Under a
financial restructuring, however, NAFIN became less of a direct-credit operation,
and more a second-tier institution (i.e., a discount operation providing two-step loans
through commercial banks and credit unions). In its new form, NAFIN integrated
various trust funds into one, and its financing allocations were directed to the private
sector and away from the para-state sector.

Emerging from its 1989 restructuring, NAFIN operated six programs: the micro
and SE program (PROMYP, Programa para la Micro y Pequefia Empresa), the mod-
ernization program (to purchase machinery and equipment), the technology develop-
ment program (to support research), the infrastructure program (to promote a decen-
tralization process), the environmental program, and the investment study and
consulting program. The PROMYP program was and is the most important,
providing credit to micro- and small-scale enterprises:® for the purchase and installa-
tion of machinery and equipment, for working capital, and for debt restructuring. An
entrepreneurial credit card system was introduced in 1990 to channel resources
through PROMYP to solve the needs of working capital and the purchase of new
fixed assets.®

Nacional Financiera uses financial intermediaries with first-tier institutions such as
commercial banks, development corporations, credit unions, leasing companies, and
factoring companies. It emphasizes the establishment of credit unions because com-
mercial banks rarely reach micro-enterprises to provide assistance, particularly those
enterprises in the informal sector.

Nacional Financiera also provides loan guarantee programs that facilitate access to
financing for projects that do not satisfy bank requirements, or are deemed high-risk.

Brazil

Incentives for the promotion of small-scale enterprises

Brazil’s industrial policies did not place much emphasis on SEs. Its developmental
strategies were based on a big-three rivalry or tripod-type development plan: foreign
capital, state enterprises, and local oligopolies. Nevertheless, there were still several
policies that supported SEs in Brazil’s industrialization efforts.

First, the development of basic industries (steel, petrochemicals, and mining), as
well as infrastructure, was pushed by the Target Plan 1956-61. At the same time, the
import substitution of capital goods and consumer durables was promoted, particu-
larly the initiation of the automobile industry which greatly influenced Brazil’s in-
dustrial structure. With the introduction of the auto industry, a new type of SE was
born in Brazil, one that supported the auto assemblers as suppliers of parts and com-
ponents.

Brazil’s first significant approach to SEs was in 1961 with the establishment of
GEAMPE (Grupo Executivo de Assisténcia 2 Pequena e Média Empresa [Executive
group of assistance for SMEs]) under the CDI (Conselho de Desenvolvimento Indus-
trial—Industrial Development Council) [58]. Although this plan never materialized,
the working papers included ideas such as a study of SMEs, the diffusion of modern
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management methods, and the training of diagnostic experts.

In an effort to promote regional development, SUDENE (Superintendéncia de
Desenvolvimento do Nordeste—Superintendency for the Development of the North-
east), in collaboration with the BNB (Banco do Nordeste do Brasil—Bank of the
Northeast of Brazil), set up a network of NAIs (Nicleos de Assisténcia Industrial
[National nuclei for industrial assistance]) in the mid-1960s to diffuse management
technology throughout northeast Brazil.

The 1970s in Brazil were a golden age for SMEs as far as SME policies are con-
cerned. In 1972, CEBRAE (Centro Brasileiro de Assisténcia Gerencial & Pequena e
Média Empresa—Brazilian Management Support Center for SMEs) was estab-
lished.” The center offered SMEs management training and consulting; its branches
were gradually extended to other areas of the country as it became more popular.

Under the Geisel administration, the second national development plan (II Plano
Nacional de Desenvolvimento—II PND), 1975-79, was launched. The plan explic-
itly outlined the development of SMEs through the strengthening of CEBRAE and
the expansion of BNDE financing. Two important organizations were formed when
CEBRAE was reinforced: (1) subcontracting exchange services (bolsa system) be-
tween SMEs and LEs, and (2) export consortium designed to assist SMEs with ex-
ports. In financing, a resolution of the Central Bank (No.388, 1976) forced the Banco
do Brasil to lend at least 12 per cent of its demand deposits to SMEs.

In the 1980s most of Brazil’s industrialization plans were either abandoned or
dropped due to apathy. The second oil shock, the external debt crisis, plus succeeding
heterodox-type stabilization policies created a vulnerable Brazilian economy. Small-
and medium-scale enterprises, in particular, were seriously affected by the credit
crunch and recession. Facing increases in informal sector activity, the government
announced the micro-enterprise statute (Estatuto da Microempresa) by presidential
decree (No. 7256, 1984). The paternalistic nature of the statute, however, was criti-
cized, and in the same context, the 1988 constitution included two articles on micro-
enterprises, mainly for political reasons.?

The first national development plan of the new republic (I Plano Nacional de
Desenvolvimento da Nova Republica) in 1985 stated that the role of SMEs was to be
as follows: (a) complementary to LEs, (b) for strengthening Brazilian firms, and (c)
contributing to regional development. The emphasis on the complementary role of
SMEs was new. Unfortunately the weak foundation of the Sarney administration,
coupled with a scarcity of funds, caused the plan to gather dust.

The Collor team (as has been explained) stressed international competitiveness
and quality/productivity in its industrialization policies. To fulfill the planned goals,
the role of SMEs as supporting or complementary industries was once again accentu-
ated.

Financial measures

Like Mexico’s NAFIN, Brazil’s BNDE (BNDES after 1982) is a national develop-
ment bank whose main purpose is to provide long-term credits for development. The
first loans designated specifically for SMEs were made available by BNDE in 1965.
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Called FIPEME (Financiamento & Pequenas e Médias Empresas [The fund for SME
credit]), they provided funds for fixed assets purchases. A special fund for the pur-
chase of domestic machinery and equipment, FINAME, established by BNDE in
1964, helped SMEs as well as LEs to finance fixed capital expenditures [8, pp.17-
18).

The development bank, BNDE, also channeled financial resources for regional
development through federal and state savings banks. In 1977 a plan called
PROGIRO (Programa Especial de Apoio 2 Empresa Brasileira de Pequeno e Médio
Porte [The special program of support to Brazilian SMEs]), initiated by the Federal
Savings Bank (Caixa Econdmica Federal, CEF), was approved. More than 50 per
cent of the funds provided in this plan were allocated to SMEs; over 20 per cent went
to Brazil’s northeast region.

Between 1984 and 1989, BNDES was substantially restructured to reflect the new
policy directions emphasizing private sector initiative. Under the Collor administra-
tion, the privatization of state enterprises was directed by BNDES.

Currently BNDES has command over eleven programs involving economic devel-
opment. These include a general support program for industries, a technology pro-
gram, an enterprise restructuring program, an infrastructure program, an agriculture
and livestock program, a commerce and service program, an internal trade of ma-
chinery and equipment program, an external trade of machinery and equipment pro-
gram, an importation of machinery and equipment program, an environmental con-
servation program, and a capital support program for privatized national companies.’
The technology program, with its three subprograms—technology training, quality
and productivity, and capitalization—is of particular importance because Brazil has a
dire need to improve its competitiveness, a need that had been exacerbated by the
ongoing economic liberalization effort.

Under the national economic plan, BNDES’ quality and productivity subprogram
offers a line of credit to improve quality and productivity. Other programs and insti-
tutions offering lines of credit include: FINEP (Fundo de Financiamento de Estado
de Projetos e Programas de Desenvolvimento—Finance Companies for Studies and
Projects), the Banco do Brasil, and SEBRAE.

Recognizing the importance of supporting industries, Brazil has finally made a
commitment to assist SMEs (support which was delayed for many years) through an
integrated scheme. This new policy reflects the recognition that past SME policies
were ineffective and produced enormous bureaucracy.'’ The current emphasis is on
quality and productivity with collaboration from all related institutions, particularly
the new SEBRAE and the restructured BNDES system. The policy direction was
established in such a fashion that a sudden change in the Brazilian presidency, or a
similar major event, will not alter its course.

3. Case Study of Small-Scale Enterprises: Brazil and Mexico

With liberalization and policy shifts toward a market-driven economy, production
competitiveness has come to be recognized as the most crucial factor in Latin Ameri-



112 CHAPTER 4

can development. As explained earlier, both Brazil and Mexico consider quality and
productivity as their top priorities.

To gain more information about the present situation concerning in-house produc-
tion technology and institutional arrangements, such as subcontracting, a survey
(Kagami/Ruiz/Schwartz or K-R-S survey) of SEs (establishments with 0-100 per-
sons) was undertaken in each country (July/August 1992 in Brazil, February/March
1992 in Mexico) [33] [32]. The sample included 196 establishments in the Sdo Paulo
area and 129 establishments in the Mexico City area. Three subsectors were covered:
metalworking, plastics, and apparel. These subsectors were chosen because they use
molds, dies, and patterns, each a key to quality and design in modern industrial prod-
ucts. (Information about survey methodology as well as information about the area
distribution of establishments are provided in Appendix 4-1.)

Overview of the Sample Small-Scale Enterprises

In Brazil the combined total sales of the 196 surveyed establishments in 1991
amounted to U.S.$125.7 miltion (U.S.$1.1 million per establishment). The establish-

TABLE 4-5
PRIMARY CHARACTERISTICS Of SAMPLE ESTABLISHMENTS, 1991: BRAZIL
Metalworking Apparel Plastics Total

Capital

Amount (U.S.$ million) 27.6 104 18.0 57.7

No. of establishments (45) (33) (25) (103)

Awv. per establishment (U.S.$1,000) 613.8 314.0 718.7 548.8
TO[;]. Sales ................................................................................................

Amount (U.S.$ million) 71.9 16.7 31.1 125.7

No. of establishments (48) 37 29) (114)

Av. per establishment (U.S.$1,000) 1,623.6 451.3 1,072.5 1,102.9
Employment (persons)

Total employees (A) 2,379 1,327 1,190 4,896

Permanent employees 2,332 1,289 1,190 4,811

Temporary employees 47 38 0 85

No. of establishments (B) (69) (52) 37 (158)

Av. per establishment (A)/(B) 345 25.5 322 31.0
Monthly wages per worker® (U.S.$)

Office workers 306 228 241 273

No. of establishments (60) (26) (25) (111)

Production workers 260 176 176 234

No. of establishments (68) 39) (33) (140)

Managers, administrators 676 377 670 631

No. of establishments @31 (6) (13) (50)
Total no. of establishments 83 74 39 196

Source: [33].
2 Official minimum wage for the S@o Paulo region in 1991 was approximately U.S.$65 per month.
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TABLE 4-6
PrRIMARY CHARACTERISTICS OF SAMPLE ESTABLISHMENTS, 1991: MEX1CO
Metalworking ~ Apparel Plastics Total
Capital

Amount (U.S.$ million) 1.4 8.7 3.8 13.9

No. of establishments (26) (42) (26) 94)

Av. per establishment (U.S.$1,000) 54.8 207.4 146.5 148.3

Total sales

Amount (U.S.$ million) 32 35.1 15.6 53.9

No. of establishments 24) 47) (31) (102)

Av. per establishment (U.S.$1,000) 135.1 746.6 502.2 528.4

Employment (persons)

Total employees (A) 233 1,743 1,163 3,139
Permanent employees 186 1,630 977 2,793
Temporary employees 47 113 186 346

No. of establishments (B) (33) (58) (38) (129)

Av. per establishment (A)/(B) 7.1 30.1 30.6 243

Monthly wages per worker® (U.S.$)

Office workers 156 364 306 296
No. of establishments (24) (44) (32) (100)

Production workers 320 277 223 270
No. of establishments (24) (44) (32) (100)

Managers, administrators 358 761 683 641
No. of establishments (23) (43) (32) 98)

Total no. of establishments 33 58 38 129

Source: [32].
2 The minimum wage for the Mexico City area in 1991 was around U.S.$130 per month.

ments employed 4,896 persons (31 persons per establishment).

In Mexico the combined total sales of the 129 surveyed establishments in 1991
amounted to U.S.$53.9 million (U.S.$528,000 per establishment). Total employment
was 3,139 persons (24 persons per establishment) (see Tables 4-5 and 4-6). Of the
establishments that replied, approximately 45 per cent of the Brazilian establish-
ments were engaged in exports, while 5 per cent of the Mexican firms were likewise
engaged. The size of the surveyed Mexican firms were smaller than those in Brazil in
terms of sales and employment. Moreover, fewer firms exported despite the early
opening up of the Mexican economy.

Entrepreneurs: The average age of a surveyed entrepreneur was 45 in Brazil, 46
in Mexico. They were city-born, well-educated (college graduates), independent
(many financed their projects through their own resources); and they were risk-tak-
ers—in Brazil 24 per cent established themselves after 1985 when a civilian govern-
ment was returned to power; in Mexico 38 per cent did so after 1982 which was the
height of the debt crisis.

The number of entrepreneurs who were highly educated is impressive. In Brazil 48
per cent had obtained college- and graduate-level education, while in Mexico 52 per
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TABLE 4-7
EpucaTioNAL LEVEL OF ENTREPRENEURS
(%)
Brazil Mexico
Level of Education T - -
Total wMo?lt(?:l g Apparel Plastics Total v},\g‘:{(ﬂ g Apparel Plastics
Primary 8.9 12.5 8.3 2.6 9.4 212 35 7.9
Secondary 23.5 21.2 31.6 15.7 117 152 14.0 5.3
Preparatory — — — — 12.5 12.1 15.8 7.9
Vocational/technical 19.1 26.2 16.6 7.8 14.1 242 10.5 10.5
University 449 36.2 433 65.7 49.2 24.2 54.4 63.2
Graduate school 2.8 2.5 0.0 7.8 3.1 3.0 1.8 5.3
Others 0.5 1.2 0.0 0.0 0.0 0.0 0.0 0.0
Total 100.0 100.0 100.0  100.0 100.0 100.0 100.0 100.0
No. who answered 178 80 60 38 128 33 57 38
Source: [32] [33].
TABLE 4-8
EDUCATION OF ENTREPRENEURS IN INDIA: PERCENTAGE DISTRIBUTION BY EDUCATIONAL LEVEL
(%)
Middle and , Above
Industry Below Primar . Inter- Bachelor’s s
: y High : Bachelor’s

(No. of Sample) Primary School mediate Degree Degree
Machine tools (78) 5.6 15.7 43.8 7.9 9.0 18.0
Printing (71) 14 14 239 19.7 423 11.3
Powerlooms (37) 64.9 0.0 16.2 54 10.8 2.7
Shoes (92) 30.9 27.7 28.7 2.1 2.1 7.4
Soap (50) 4.0 12.0 44.0 10.0 16.0 14.0
Metal casting (51) 22.0 8.0 20.0 12.0 16.0 22.0

Source: [43, Table 124, p. 206].

cent had done so (see Table 4-7). Considering the three subsectors, the entrepreneurs
in the plastics industry were better educated in both countries. As a reference, an
Indian study [43, p. 206] discloses more variance on education levels depending
on the subsector. For example, in the printing subsector, 54 per cent obtained
bachelor’s degrees or higher while in the shoe subsector it was only 10 per cent (see
Table 4-8).

Initial funding: In the area of initial funding, the entrepreneurs in both countries
obtained most of their funds from their own resources for both fixed assets and work-
ing capital. In Brazil 92 per cent generated their own funds for machinery and equip-
ment, 97 per cent for working capital (see Table 4-9). In Mexico entrepreneurs ac-
counted for 90 per cent of both fixed assets and working capital. Neither government
credits nor commercial banks loans played a significant role in the initial funding of
an entrepreneur’s business. These figures suggest that the lack of collateral and the
high-risk involved in starting up a small business may have hindered borrowing from
established financial institutions. Later, after a firm’s establishment, financing from
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TABLE 4-9
FUNDING FOR INITIAL INVESTMENT (Sources of Funds)
(%)

Brazil Mexico

Total ~Metal- Apparel Plastics Total Metal- Apparel  Plastics

working working

Own funds

Fixed capital 91.9 93.1 90.8 90.7 89.8 87.5 93.3 86.6

Working capital 96.6 97.7 94.5 97.5 89.6 91.8 88.5 89.5
Parents, relatives, and friends

Fixed capital 1.8 0.0 12 4.6 3.0 53 2.1 2.2

Working capital 0.5 0.0 1.7 0.0 1.7 2.1 2.7 0.0
Gov. financial institutions

Fixed capital 3.4 4.5 0.0 6.4 0.0 0.0 0.0 0.0

Working capital 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Commercial banks

Fixed capital 1.9 1.1 2.5 2.9 4.8 0.9 4.6 8.5

Working capital 23 23 2.1 2.5 31 3.0 1.7 53
Non-bank institutions

Fixed capital 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Working capital 0.5 0.0 1.7 0.0 0.0 0.0 0.0 0.0
Others

Fixed capital 0.9 1.3 0.8 0.0 2.4 6.3 0.0 2.7

Working capital 0.0 0.0 0.0 0.0 1.6 3.0 0.0 2.6
Total

Fixed capital 100.0 1000 100.0 100.0 1000 100.0 1000 100.0

Working capital 100.0 1000 100.0 100.0 1000 100.0 100.0 100.0
Number who answered

Fixed capital 77 39 24 14 125 32 56 37

Working capital 92 43 29 20 127 33 56 38

Source: The same as Table 4-7.

commercial banks increased slightly, particularly for working capital (5 per cent in
1991 in Brazil, 14 per cent in 1991 in Mexico).

A Colombian study [21, p. 170] showed similar results. It stated: “Their enter-
prises are generally quite small at first, with respect to capital, which comes mainly
from their own funds (savings and severance pay) and from family loans; official
credit institutions play little part in the early capitalization of SMI firms” (see Table
4-10)."

Competitive Edge

In-house production technology

The quality of products depends on several variables including, among others,
materials, intermediate goods, molds/dies/patterns, machinery, tools, and workers.
Uniformity of quality depends on the uniformity of the production process, the con-
sistency of the supply chains, and the cooperation between workers and management.
These issues were explored in the K-R-S survey.
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TABLE 4-10
MAIN SOURCES OF INITIAL INVESTMENT FOR SMALL AND MEDIUM METALWORKING FIRMs: COLOMBIA
Main Sources (%)
Previous business:
Sale of business 13.2
Inheritance 8.8
Savings and transfer of assets 2.9

Own resources:
Savings and family loans 29.4
Severance and savings 29.4

Other resources and credit:

Suppliers, savings, and severance 11.8
Institutional credit, savings, and severance 4.4
Total 100.0
No. of firms (68)

Source: [21].

TABLE 4-11
MAJOR MACHINE AND MOLDS / PATTERNS
(%)

Brazil Mexico

Total Metal Appare] Plastics Total Metal- Appare]  Plastics

working working
(1) Nationality of the major machine
National 81.9 89.4 61.8 97.4 234 32 21.7 44.1
Foreign 18.1 10.6 38.2 2.6 76.6 96.8 78.3 559
Total 1000 100.0 1000 100.0 1000 1000 100.0 100.0
No. who answered 160 66 55 39 111 31 46 34
(2) Average years of the
machine (years) 9.5 10.2 10.2 8.2 14.7 25.7 10.2 10.6
No. who answered 163 67 60 36 91 27 35 29
(3) Where do molds/patterns
come from? (Multiple answers) (Single answer)
In-house 77.6 83.3 86.8 60.6 81.6 85.7 92.7 61.8
Imported 7.0 1.7 79 9.1 39 0.0 1.8 8.8
Purchased from pattern
shops 7.7 33 0.0 9.1 1.9 7.1 1.8 0.0
Supplied by clients: 154 11.7 0.0 242 29 0.0 0.0 8.8
Others 26.6 23.3 10.5 333 9.7 7.1 3.6 20.6
Total 1214 1233 1052 1364 1000 1000 100.0 100.0
No. who answered 131 60 38 33 103 14 55 34

Source: The same as Table 4-7.
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Major machinery: The principal machines used for production in the three
subsectors were the lathe for metalworking, the sewing machine for apparel, and the
injector for plastics. In Brazil 82 per cent of the surveyed SEs bought national ma-
chines, while in Mexico only 23 per cent did so. This was particularly true in metal-
working, which depended heavily on foreign machines in Mexico (97 per cent). (See
Table 4-11.) Because of Brazil’s strong import-substitution policies concerning
capital goods, it is notable that Brazil established an industrial machinery base (re-
gardless of its quality). Moreover, the average age of major machines in Brazil (9.5
years) was less than that in Mexico (14.7 years)."

In Brazil the most popular imported machines were most likely to have been pro-
duced by Japan, Germany, and Italy in that order, while in Mexico, U.S., Japanese,
and German machines was the order of preference. If an additional machine was to be
purchased, the Brazilian preference was (in descending order): Japan, Germany, and
Italy; while the Mexican preference was: Japan, Germany, and the United States.

Molds, dies, and patterns: Of the 196 surveyed Brazilian establishments, 131
were using molds or dies (or patterns), while 103 of the 129 surveyed Mexican estab-
lishments were doing so. In both countries, the molds and dies were mainly fabri-
cated in-house, which was contrary to what was initially thought. In the case of Brazil
(multiple answers), 78 per cent were produced in-house, 15 per cent were supplied by
clients, and 7 per cent were imported. The corresponding figures for Mexico (single
answer) were 82 per cent, 3 per cent, and 4 per cent respectively (see again Table 4
11). The “supplied by clients” statistic suggests that subcontracting is more fre-
quently practiced than was initially believed.

Since molds, dies, and patterns are a crucial factor in product quality, export-re-
lated industries usually import these products, or rely on the designs generated by
multinational companies. This low dependency on foreign molds might be related to
the fact that the surveyed SEs were mainly selling their products domestically.

Quality control: In both countries, more than half of the surveyed establishments
replied “yes” when asked about the application of quality control methods. The aver-
age of the three subsectors surveyed was 55.2 per cent in Brazil, 51.2 per cent in
Mexico (see Table 4-12). The highest application level recorded in either country
was in Mexico’s apparel industry (64.3 per cent); the lowest was in Mexico’s metal-
working industry (30.3 per cent). Regarding total quality control (TQC)—quality
control measures and quality control circles which are practiced not only for produc-
tion processes but also for every aspect of business activity such as administration,
operations, marketing, and distribution—contrasting results were obtained. Seventy-
six per cent of the Mexican establishments intended to apply TQC at some time,
while only 10 per cent of the Brazilian establishments were planning to do so. The
degree of urgency to increase quality seemed higher for the Mexican entrepreneurs
than for the Brazilians, and this is likely due to the accelerating pace of liberalization
in Mexico when compared with Brazil.

Defect ratio: The average product defect ratio decreased in both countries be-
tween December 1989 and December 1991. In Brazil the average decreased 2.5 per
cent, from 6.8 per cent in 1989 to 4.3 per cent in 1991. The figures for Mexico
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TABLE 4-12
QuaLity CONTROL (%)

Brazil Mexico

Total Metal- Appare] Plastics Total —Metal- Apparel  Plastics

working working
Did you apply any method of
quality control?
Yes 552 54.9 57.7 526 51.2 30.3 64.3 50.0
No 44.8 45.1 423 47.4 48.8 69.7 35.7 50.0
Total 100.0 100.0 1000 1000 1000 100.0 100.0 100.0
No. who answered 172 82 52 38 127 33 56 38
If “yes”, have you intended
to apply total quality control?
Yes 9.5 6.7 16.7 5.0 75.5 60.0 77.1 78.9
No 90.5 93.3 83.3 95.0 25.0 40.0 22.9 21.1
Total 100.0 100.0 100.0 1000 100.0 1000 100.0 100.0
No. who answered 95 45 30 20 64 10 35 19

Source: The same as Table 4-7.

showed slightly less improvement, decreasing 1.5 per cent, from 7.0 per cent to 5.5
per cent (see Table 4—13).

A cross tabulation of the Mexican data showed a tendency that the smaller the
establishment size, the higher the defect ratio; likewise, the younger the entrepreneur,
the higher the ratio. The defect ratio data according to size of establishment showed
the following: 5.2 per cent for establishments with 0-5 persons; 6.5 per cent for those
with 615 persons; 5.6 per cent with 1629 persons; 5.7 per cent with 30-59 persons;
3.2 per cent with 60—79 persons; and 3.5 per cent with 80-100 persons. Taking the
age of the surveyed entrepreneurs into account, the defect ratio was: 8.0 per cent for
entrepreneurs less than twenty-nine years old; 7.5 per cent for those thirty to thirty-
nine years old; 5.0 per cent for those forty to forty-nine years old; and 4.0 per cent for
those more than fifty years old.

The reduction of the defect ratio was mainly attributable to on-the-job training (43
per cent in Brazil, 67 per cent in Mexico). With plans to export goods, this ratio is
expected to decline even further to less than one per cent as is now the case in Asian
NIEs.

Subcontracting

As explained earlier, efficient supply chains reduce cost and save time. It was gen-
erally believed that subcontracting'® was uncommon in Latin America for three rea-
sons: (a) the processing of primary products did not require many processes; (b) indi-
vidualism and independence are part of the intrinsic nature of the Latin people; and
(c) modern assembly firms, such as automobiles and electronics, are a recent phe-
nomena, except in a few countries. However, as the K-R-S survey demonstrated,
even SEs which sell their products mainly in the domestic market are actively in-
volved in subcontracting activities.
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TABLE 4-13
DereCT RATIO OF PRODUCTS
(%)

Brazil Mexico

Total Metal- Appare] Plastics Total Metal- Apnarel  Plasti
working ppare asties working ppare astes

December 1991 43 4.9 4.7 3.0 5.5 4.5 4.9 7.1
December 1990 5.2 59 6.0 3.8 6.1 34 58 8.3

December 1989 6.8 7.8 6.4 5.5 7.0 4.7 6.6 9.2

Source: The sames as Table 4—7.

TABLE 4-14
SUBCONTRACTING
(%)
Brazil Mexico
Total ~ Metal- Apnare] Plastics Total Metal- Apparel  Plasti
otal working pparel astics Tota working ppare astics
Offering subcontracts 14.6 121 21.8 8.6 20.3 6.1 37.9 54
Receiving subcontracts 18.9 14.9 16.4 314 242 60.6 52 21.6
Both 7.9 12.2 3.6 5.7 5.5 3.0 1.7 135
None 58.5 60.8 58.1 54.3 50.0 30.3 55.2 59.5
Total 1000 100.0 1000 100.0 1000 100.0 100.0 100.0
No. who answered 164 74 55 35 128 33 58 37
No. of samples 196 83 74 39 129 33 58 38

Source: The same as Table 4—7.

Fig. 4-3. Subcontracting: Brazil
Offering subcontracts (14.6%)

—Receiving
subcontracts (18.9%)

None (58.5%) Both (7.9%)

Source: Table 4-14.
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Fig. 4-4. Subcontracting: Mexico

) T Offering
i subcontracts (20.3%)

None (50.0%)

Receiving
subcontracts (24.2%)
Both (5.5%)
Source: Table 4-14.

TABLE 4 -15
SUBCONTRACTING: KOREA AND THAILAND
Korea Thailand
No. of No. of
Establishments (%) Establishments (%)
Offering subcontracts 38 135 23 11.5
Receiving subcontracts 107 379 39 19.5
Both 43 15.2 33 16.5
None 94 333 105 52.5
Total 282 100.0 200 100.0
No. of samples 283 200

Sources: [18, Table B-23a, p. 110] [57, Table 4.1, p. 47].

Extent of subcontracting: In Brazil 42 per cent of the surveyed establishments
were engaged in subcontracting in one form or another, either outsourcing or produc-
ing or both. In Mexico the figure was 50 per cent (see Table 4-14 and Figures 4-3 and
4— 4). It is interesting to note that a rather substantial segment of the apparel industry
was offering subcontracting work to other firms: 37.9 per cent in Mexico, 21.8 per
cent in Brazil. The extremely high ratio of firms in Mexico’s metalworking industry
which are working as subcontractors (60.6 per cent) may indicate the effective diffu-
sion of subcontracting through the bolsa system.

An interview study of Mexican affiliates of multinational corporations [68, pp. 42—

43] indicated that sixty-three firms or 58.7 per cent were subcontracted nationally.
The study found that: (a) enterprises with technology-intensive production processes
made better use of national subcontracting possibilities and (b) industries dominated
by subsidiaries with high levels of exports have the highest propensity to subcontract.
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TABLE 4-16
SHARE OF SUBCONTRACTED PRODUCTS IN SALES OF SUBCONTRACTORS (Subcontractor’s Response)
(%)
Brazil Mexico
Total Metal- Apsarel Plastics  Total ~Metal- i
ota working pparel astics ol working Apparel  Plastics
100% 472 40.0 62.5 46.2 64.9 81.0 60.0 36.4
80-99% 0.0 0.0 0.0 0.0 8.1 0.0 0.0 27.3
60-79% 2.7 0.0 0.0 7.7 5.4 0.0 0.0 18.2
40-59% 139 133 0.0 23.0 5.4 4.8 0.0 9.1
20-39% 25.0 26.6 25.0 23.0 10.8 9.5 20.0 9.1
0-19% 11.1 20.0 12.5 0.0 5.4 48 20.0 0.0
Total 1000 1000 1000 100.0 100.0 1000 100.0 100.0
No. who answered 36 15 8 13 37 21 5 11
Source: The same as Table 4-7.
TABLE 4-17
IncomE EFFECTS OF SUBCONTRACTING (Subcontractor’s Response)
(%)
Brazil Mexico
Metal- A, | Plastics Metal- i
Total working pparel astics  Total working Apparel Plastics
Have subcontracts helped to
improve your income?
Yes 78.0 88.8 454 91.6 87.2 90.5  100.0 76.9
No 22.0 11.1 54.6 8.3 12.8 9.5 0.0 23.1
Total 100.0  100.0 100.0 100.0 1000 100.0 100.0 100.0
No. who answered 41 18 11 12 39 21 5 13
Source: The same as Table 4-7.
TABLE 4-18
ASSISTANCE FROM THE PRIME FiRMs (Multiple Responses of Subcontractors)
(%)
Brazil Mexico
Total ~ Metal- Apsarel  Plastics Metal- stics
otal working ppare! astics  Total working Apparel  Plastics
Supply of raw materials 57.5 56.2 81.8 38.5 41.0 429 60.0 30.8
Technical assistance 27.5 312 272 23.1 15.4 19.0 0.0 15.4
Managerial assistance 20.0 12.5 454 7.7 0.0 0.0 0.0 0.0
Financial assistance 12.5 6.2 272 7.7 7.7 4.8 0.0 15.4
Supply of equipment 15.0 6.2 36.4 7.7 0.0 0.0 0.0 0.0
Others 32.5 18.7 272 53.8 48.7 42.8 40.0 38.4
Total 165.0 1312 2454 1385 1128 1095 1000 100.0
No. who answered 40 16 11 13 39 21 5 13

Source: The same as Table 4-7.
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TABLE 4-19
FuTuRrE PERSPECTIVES (Subcontractor’s Response)
(%)
Brazil Mexico
Total ~ Metal- Appare]  Plasti Metal- i
otal working ppare. astics Total working Apparel Plastics
Future perspectives for
your subcontracting?
Good 55.0 70.6 18.2 66.6 28.2 23.8 20.0 38.5
Moderate 10.0 5.9 9.1 16.6 61.5 66.7 80.0 46.2
Not good 10.0 235 0.0 0.0 7.7 4.8 0.0 15.4
Uncertain 25.0 0.0 72.7 16.7 2.6 4.8 0.0 0.0
Total 100.0 1000 1000 100.0 1000 1000 100.0 100.0
No. who answered 40 17 11 12 39 21 5 13

Source: The same as Table 4-7.

Examples from Asia show similar results. A Thailand study [59, p. 47] verified
that 47.5 per cent of Thai establishments had participated in subcontracting, while a
Korean study [18, p. 110] showed that 66.7 per cent of Korean firms practiced sub-
contracting (see Table 4-15). The Korean ratio corresponds to its export-oriented
industrialization patterns.

Share of subcontracted products: Of the thirty-six Brazilian establishments in-
volved in subcontracting, 47 per cent were subcontracting 100 per cent of their total
sales; 25 per cent were doing likewise for 2039 per cent of total sales; and 14 per
cent were doing so 40-59 per cent of total sales (see Table 4-16). Of the thirty-seven
Mexican establishments, 65 per cent were subcontracting out 100 per cent of their
total sales; 11 per cent were doing so for 20-39 per cent of sales; 8 per cent were
doing 80-99 per cent; and it was 5.4 per cent for each of the remaining three levels. In
both countries, the apparel industry relied heavily on subcontracting. In Mexico the
metalworking industry’s high dependency on subcontracting was again pronounced
(with 81 per cent subcontracting 100 per cent of sales value).

Income effects of subcontracting: Tt is usually believed that subcontracting in-
creases income through a stable give-and-take relationship. The surveyed establish-
ments confirmed this to be true. In Brazil 78 per cent of the establishments replied
that their income had improved, while in Mexico 87 per cent likewise responded in
the affirmative (see Table 4—17).

Assistance from prime firms: It is well recognized that prime firms offer various
forms of assistance to subcontractors to keep the subcontracting relationship running
smoothly. Upgrading the subcontractor’s quality level is critical to the overall quality
of final goods, which the prime firms produce. This proffered assistance includes the
supplying of raw materials, technical assistance (production techniques, mold de-
sign, quality control, etc.), managerial expertise, tools and equipment, as well as
financial support. The main concern of both the prime and the subcontracting firms
was the supply of raw materials (58 per cent in Brazil, 41 per cent in Mexico) (see
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Table 4-18). Technical assistance was the second most frequently mentioned con-
cern (28 per cent and 15 per cent respectively). In Mexico concerns involving mana-
gerial assistance and the supply of equipment were not traced. Brazilian subcontrac-
tors, on the other hand, were receiving an assortment of assistance from prime firms.

It is worth mentioning that subcontractors in Brazil benefit by receiving raw mate-
rial supplies from prime firms which enables them to sidestep the extremely high
inflation rate. With hyperinflation—running 20 per cent per month during the study
period—the consistent availability of raw materials and their procurement at reason-
able prices was impossible. Consequently the supply of raw materials from prime
firms greatly aids many subcontractors.

As corroboration, the study on Mexico by the United Nations Commission on

TABLE 4-20
PromT RaTio (Gross Profits / Gross Sales)
(%)
Brazil Mexico
Total Metal- Appare] Plastics  Total ~Metal- ap, i
ota working ppare astics ota working Apparel Plastics
1991 15.2 11.4 17.2 19.2 20.9 24.0 17.3 233
1986 19.4 31.7 18.6 17.3 23.3 26.2 215 232
No. who answered
1991 113 49 36 28 89 24 38 27
1986 94 48 26 20 66 18 28 20

Source: The same as Table 4-7.

Fig. 4-5. Reasons for Not Applying for Government Credits: Brazil

Others (9.3%) Unaware (8.0%) _ 1 ack of knowledge on credit prog.

(7.6%)
Lack of collateral (20.3%) Procedures not known

(6.8%)

Excessive procedures
(15.2%)

High interest rates (32.9%)
Source: [33].
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Fig. 4-6. Reasons for Not Applying for Government Credits: Mexico

Others (12.6%) r Unaware (15.9%)
Lack of collateral Lack of knowledge
L (3.3%) on credit prog. (21.2%)
High interest rates
(13.2%)
Zoaan
Excessive procedures (22.5%) Procedures not known (11.3%)
Source: [32].

Fig. 4-7. To Raise the Level of Technical Education: Brazil

Others (13.4%)— Improve tech. high schools
(39.5%)

Strengthen math.
(9.4%)

Tax relief for tech. edu.
(9.4%)

Increase scholarships (19.4%) Improve vocational schools (9.0%)
Source: [33].

Transnational Corporation disclosed that “87 per cent of the affiliates involved with
subcontracting provided training in quality control, 68 per cent supplied some kind of
technical assistance, and 22 per cent offered financial assistance to their subcontrac-
tors” [68, p-44].

Future perspectives: Approximately 90 per cent of the Mexican SEs surveyed
believed that future subcontracting prospects were “good” or “moderate,” while 65
per cent of the Brazilian SEs thought likewise. However, a sizable number of Brazil-
ian respondents—35 per cent—answered “not good” or “uncertain.” (See Table 4 —
19.) Significantly, the unstable macroeconomic climate in Brazil seems to be produc-
ing shaky times for all businesses, but perhaps even more so for small enterprises.

Other Interesting Findings

Profit ratio: The profit ratio (gross profits/gross sales) of SEs was high in both
countries, although a downward trend was evident between 1986 and 1991. Brazil
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Fig. 4-8. To Raise the Level of Technical Education: Mexico

Others (18.9%) Improve tech. high schools

(36.2%)

Strengthen math. (3.9%)
222
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Increase scholarships (15.0%)

Improve vocational schools (23.6%)
Source: [32].

experienced a 4 per cent decline, from 19 per cent to 15 per cent, while Mexico’s ratio
fell 2 per cent, from 23 per cent to 21 per cent (see Table 4-20). This was closely
related to cost structure. In Mexico the three largest cost items were raw materials,
labor, and taxes, while in Brazil the heaviest cost burdens were interest rates, labor,
and raw materials.

In Japan, for instance, the profit ratio (gross profits/net sales) was approximately
22 per cent in 1987 [29]. The high profit ratios, especially in Mexico, were compa-
rable and suggest that small businesses in Latin America may do well indeed, earning
owners and investors handsome returns.

Government loans: Government programs that provided assistance for SEs were
unpopular in both countries. There were several reasons why businesses waived gov-
ernment aid, including a lack of knowledge about the programs, an unawareness of
government facilities, and inexperience with procedures. In Mexico excessive proce-
dures were mentioned specifically by some as a hindrance to participating. In Brazil
high interest rates were most often mentioned as an obstacle, followed by a lack of
knowledge, and a lack of collateral (see Figures 4-5 and 4-6). These results suggest
that governments need further promotional efforts to reach small businesses with
information about available assistance.

Better form of technical training: SEs in both countries considered the improve-
ment of technical high schools a top priority in the provision of critical technical
training (see Figures 4-7 and 4-8). In the training of their own workers, and workers
in general, both emphasized the importance of on-the-job training (82.1 per cent in
Brazil, 82.8 per cent in Mexico).

Different macroeconomic situations: The different macroeconomic conditions
present in the surveyed countries made for an interesting contrast of results. Mexico,
which is eagerly expecting NAFTA, has been accelerating its economic opening up,
while Brazil has been suffering through a profound period of hyperinflation and un-
certainty. For instance, in response to questions concerning the future business out-
look, 62 per cent of the Mexican SEs surveyed answered “excellent” or “good,”
while only 32 per cent of the Brazilian SEs responded likewise. For questions on new
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investment, 64 per cent of the Mexican SEs surveyed had new investment plans, and
of these, 85 per cent intended to implement their plans within the coming three years.
The same query, when put to Brazilian SEs, received only a moderately positive
response, with 51 per cent planning investment, 77 per cent of these expecting to do
so in the next three years. Brazilian SEs also cited uncertainty about market behavior
as the main reason for slowing or suspending new investment plans, primarily since
the end of the Cruzado plan in 1986.

4, Possible Policy Directions

There is an ongoing development debate in which it is often argued that latecomers to
economic development should foster LEs in order to earn foreign currency through
exports. Only LEs, it is maintained, have a competitive edge against foreign multina-
tional corporations, and because of this, the creation of monopolies and oligopolies is
admissible.

Korea is representative of this strategy. Its enormous private LEs did contribute
to export earnings,'* but a key factor often overlooked was the keen competitiveness
among themselves. Korean oligopolies fiercely competed against each other, first in
the domestic market, then in the world marketplace. But with cozy protection ar-
rangements, the LEs soon neglected this competitive spirit and began to look inward.
As a result, the Korean government in the 1980s began not only to liberalize its
economy, but also to foster supporting industries. Its aim, among others, was the
formation of a more balanced industrial structure.

Taiwan provides a contrasting example. The country’s exports have been sup-
ported by SMEs; they contributed almost 57 per cent of total exports in 1990."* Like
Brazil, the Taiwanese economy has a three-pronged foundation: state enterprises,
SMEs, and domestic LEs [62, p. 2]. By subcontracting with foreign large retailers,
Taiwan’s SMEs are well-known and respected as the world’s miscellaneous-goods
producers. Moreover, Chinese groups, located overseas, formed a strong commercial
network that has helped market Taiwanese products.

It is interesting to note that both Korea and Taiwan experienced a decline in SMEs
during the import-substitution phase, but when each country opened its economy,
SMES rebounded, and in fact, became more influential than before (V-shaped devel-
opment of SMEs). This bodes well for Brazil and Mexico, both of which are just now
attempting to create industrial structures that are more balanced.

In creating this balance, the utilization of Korean and Taiwanese measures, which
have been tried and tested, may be of some help. Government initiatives to promote
supporting industries through the establishment of links between SMEs and LEs are
of growing importance. For instance, Korea initiated the strengthening of subcon-
tracting arrangements in the mid-1970s, while Taiwan in the early 1980s promoted
the center-satellite scheme to establish a bridge between SMEs and LEs.

In this context, the efforts to promote the bolsa subcontracting system in Brazil
and Mexico are highly significant. The survey results prove that subcontracting in
Latin America is practiced to a greater degree than what was earlier believed. It was
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surprising to find, however, SMEs which were not specialized in exports but which
were practicing subcontracting arrangements. Mexico’s success with the formation
of a subcontracting system through the bolsa system in its metalworking industry is
an auspicious sign. In Latin America’s economic climate, governments must support
SMEs indirectly, either through systems like the bolsa or through chambers of com-
merce and industry. Initiative through private means as well as through industrial
associations is essential.

The subcontracting system, which is primarily thought of as involving outsourcing
in assembler-supplier relationships, also encompasses relationships between large
traders or foreign retailers and exporters of goods produced by SMEs. The lack of
knowledge of SMEs about foreign markets is counterbalance by these large, global
trading networks. This means that SMEs, which are engaged in light processing of
primary goods, are able to utilize the subcontracting system to sell their products in
the global marketplace.

The creation of SMEs (supporting industries) and their integration with LEs—i.e.,
the formation of industrial networks—is essential for goods to be efficiently pro-
duced in our modern industrial society. To reach this goal, a social consensus empha-
sizing the cooperation and collaboration between different interest groups is needed.
Even though product improvements will be enhanced through in-house measures
made possible by government aid, the entrepreneur working at the small-shop level
will need to have his say too.

Regarding governmental assistance, institutions must embark on serious and con-
tinuous efforts to promote their programs. This is crucial because SMEs usually have
little knowledge of these facilities. The lack of information flows between the private
and public sectors must be addressed. Since the profit ratio of SMEs is higher than
expected, it may be best to limit government credit for SMEs to the initial investment
stage.

Regarding technical education, the training and education of middle-level techni-
cians is required. This can be accomplished by strengthening technical high schools
and vocational training courses through funds provided by both the central and local
governments.

Finally, macroeconomic stability is absolutely necessary for economic activity to
flourish. Hyperinflation, high interest rates, and volatile exchange rates are barriers to
the development of healthy industries, particularly the development of SMEs. What
it all comes down to is governmental policies. Some work and others fail. It is of vital
importance that governments choose the right path.

Notes

1 Due to differences in the available data, in this study Brazilian SEs are defined as estab-
lishments with 5-99 persons while Mexican SEs are classified as having 6100 persons.

2 Establishments with more than 250 persons in the case of Brazil and 251 persons in the
case of Mexico.
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Ministry of International Trade and Industry, Minister’s Secretariat, Research and Statis-
tics Department, Kogyo tokei hyo, 1985: sangyo-hen [Census of manufactures, 1985: re-
port by industries] (Tokyo, 1987).

Sales productivity is defined as total gross sales/employment. All enterprises, including
SEs, of each subsector were analyzed. Then the percentage of SEs—the ratio between the
productivity of SEs and all enterprises—was calculated.

The definition of micro-enterprises and SEs is as follows: micro—1-15 persons or annual
net sales up to 110 times the minimum wage of “A” zone (approximately U.S.$177,000);
SEs—16-100 persons or annual net sales up to 1,115 times the minimum wage (U.S.$1.7
million).

In 1991, NAFIN channeled 12.2 trillion pesos (U.S.$4.1 billion) through its discount pro-
grams, supporting 54,364 enterprises, of which 52 per cent were micro, 46 per cent SEs,
and 2 per cent MEs and LEs [48].

Under the Collor administration, this entity was privatized and renamed Servigo Brasileiro
de Apoio as Micro e Pequenas Empresas (Brazilian Support Service to Micro and Small
Businesses). It has ninety-six offices in all the states covering sixty-six cities. Its fund
mainly comes from 0.03 per cent of each payroll registered to the National Institute of
Social Security (Instituto Nacional do Seguro Social, INSS). According to SEBRAE, the
definition of enterprises is as follows: micro—1-9 persons or sales up to 140 million
cruzeiros (approximately U.S.$344,000); SEs—10-99 persons or 1.4 billion cruzeiros
(U.S.$3.4 million) in 1991.

For a further review, see [13].

Compared to NAFIN, BNDES seems not yet to have a special interest in providing credits
for SMEs. The definition of enterprise size by BNDES also seems comparatively large.
For example, the 1991 definition was as follows: micro and SEs, annual net sales up to 1.4
billion cruzeiros (approximately U.S.$3.4 million); MEs, from 1.4 to 4.2 billion cruzeiros
(U.S.$10.3 million); and LEs, more than 4.2 billion cruzeiros. In 1991 the BNDES system
(BNDES and its subsidiaries like FINAME and BNDESPAR—BNDES Participactes
S.A.) disbursed 2.7 trillion cruzeiros (approximately U.S.$6.6 billion), of which the manu-
facturing industry accounted for 66.3 per cent. The disbursement reached its peak in 1983
at around U.S.$15 .4 billion, and since then it has declined [10].

The case of India is another example of an ineffective and bloated bureaucracy, according
to an Indian survey [22]. They pointed out that “the system built up by the government to
assist small firms seems to help the wrong firms, benefiting them at the expense of the
consumer, and create a bureaucracy with no essential function” [22, p. 252].

These figures should be carefully interpreted because entrepreneurs might hide the fact
that they borrow some funds from non-banking entities such as usurers, pawn-brokers, and
informal moneylenders, particularly for working capital. El Financiero (Mexican newspa-
per, March 6, 1993) reported that approximately 80 per cent of small entrepreneurs are
borrowing money from these kinds of shops which are known as agiotistas in Mexico.
According to cross tabulation by size of employment, the average age of a machine in
Mexico (14.7 years) shows that the smaller the establishment size, the older the machines:
22.8 years for establishments with 0-5 persons; 15.3 years for those with 6-15 persons;
11.1 years with 16-29. persons; 7.3 years with 30-59 persons; 9.0 years with 60-79 per-
sons; 4.5 years with 80-100 persons.

In this study, subcontracting is used to denote the contractual relationship between a firm
(the prime) which places an order, and a firm (the subcontractor) which receives the order
to produce the parts, components, or repairs for the prime firm.
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14 Korea’s industrial structure has changed dramatically during the last thirty years. LEs in-
creased rapidly during the 1960s, but their relative position declined from the middle of
the 1970s to the end of the 1980s. For example, their relative employment share was 34 per
centin 1963, 61 per cent in 1973, 50 per cent in 1980, and 38 per cent in 1990. Their value-
added share in the same years was 47 per cent, 73 per cent, 65 per cent, and 56 per cent [6,
p-6]. This means that, the share provided by SMEs declined during the 1960s and 1970s,
but later grew, reaching 62 per cent in terms of employment, and 44 per cent in terms of
value added in 1990. This shift was attributable to a government policy shift toward pro-
moting SMEs during the 1980s. The government realized that too much protection for LEs
no longer produced balanced industrial growth without the additional development of sup-
porting industries such as parts and components industries.

15 According to Chen [17, Table 1, p. 19], the SMEs share of employment in Taiwan had a
similar pattern in Korea: 43 per cent in 1966, 36 per cent in 1971, 62 per cent in 1981, and
71 per cent in 1990, a pattern of decline followed by growth. It is interesting that the trough
period corresponded to the Lewis-type turning point in Taiwan around 1970 and in Korea
around 1975.

Appendix 4-1: Kagami/Ruiz/Schwartz Survey (K-R-S Survey) of 1992

Brazilian Industrial Survey of Small-Scale Enterprises

An industrial survey of small-scale enterprises (SEs) was undertaken in the City of
Séo Paulo and its vicinity in July and August 1992 with the collaboration of Professor
Gilson Schwartz, Institute of Economics, Campinas University. It covered more than
200 business establishments. Of these, information was obtained from 196: 107 mi-
cro-enterprises and 89 SEs (see Appendix Table 4-1-1). The establishments were
concentrated in three industrial subsectors: metalworking (83), apparel (74), and
plastics (39). Business factors such as production, capital, employment, finance,
technology, and organization were examined. Of particular importance were produc-
tivity and competitiveness factors. These were examined through questions about
shop-floor production processes and organizational aspects, such as subcontracting.

The questionnaire, which was comprised of 114 questions, was conducted orally at
the place of business. The interviewers first telephoned entrepreneurs who were
listed in association directories or the yellow pages, and those who agreed to be sur-
veyed were visited directly. The survey area covered the greater Sdo Paulo and
Campinas area (see Appendix Table 4—1-2).

The surveyed establishments had an average capitalization of U.S.$549,000 per
establishment. Each establishment sold on average goods worth U.S.$1,103,000 per
year and had thirty-one persons employed in 1991.

A report of the interview results [33] is under negotiation with SEBRAE for publi-
cation. As reference, readers are recommended to consult a study on micro-enter-
prises which was carried out by IBGE (Instituto Brasileiro de Geografia e Estatistica)
in 1985 (IBGE, Microempresas: Censos econémicos, 1985 [Rio de Janeiro, 1989]).

Mexican Industrial Survey of Small-Scale Enterprises

An industrial survey of SEs was undertaken in the Federal District of Mexico and
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APPENDIX TABLE 4-1-1
SizE AND TYPE OF SURVEYED ESTABLISHMENTS: BrAzZIL, 1991
(No. of Establishments)

Distribution by the Number Metal-

of Permanent Employees working Apparel Plastics Total
Micro-enterprises
0 to 20 employees 36 55 16 107
Small-scale enterprises
21 to 100 employees 47 19 23 89
Total 83 74 39 196

Source: [33].

APPENDIX TABLE 4-1-2
REGIONAL DISTRIBUTION OF SURVEYED ESTABLISHMENTS:
SA0 PauLo anp ITs ViciNity

Metal-

County working Apparel Plastics Total
No. % No. % No % No. %
1. Americana 0 0.0 14 18.9 3 7.7 17 8.7
2. Aracatuba 0 0.0 0 0.0 1 2.6 1 0.5
3. Birigui 18 21.7 7 9.5 2 5.1 27 13.8
4. Campinas 17 20.5 21 28.4 15 38.5 53 27.0
5. Cerqueira Cesar 0 0.0 0 0.0 1 2.6 1 0.5
6. Diadema 0 0.0 1 1.4 0 0.0 1 0.5
7. Guarulhos 2 24 1 1.4 0 0.0 3 1.5
8. Nazare Paulista 0 0.0 0 0.0 1 2.6 1 0.5
9. Nova Odessa 1 1.2 1 14 1 2.6 3 1.5
10. Osasco 1 1.2 0 0.0 1 2.6 2 1.0
11. Pirassununga 1 12 0 0.0 0 0.0 1 0.5
12. Santa Barbara d’Oeste - 0 0.0 0 0.0 1 2.6 1 0.5
13. Santo Andre 2 24 0 0.0 2 5.1 4 2.0
14. Sao Bernardo 0 0.0 1 1.4 0 0.0 1 0.5
15. Séo Paulo 39 47.0 27 36.5 12 30.8 78 39.8
16. Sumare 2 2.4 0 0.0 0 0.0 2 1.0
Total 83 100.0 74 100.0 39 100.0 196 100.0

Source: [33].

the state of Mexico in February and March 1992 with the collaboration of Professor
Clemente Ruiz Duran, Faculty of Economics, National Autonomous University of
Mexico (UNAM). It covered more than 200 business establishments. Of these, infor-
mation was obtained from 129: 65 micro-enterprises and 64 small-scale enterprises
(see Appendix Table 4 —2-1). The enterprises were concentrated in three industrial
sectors: metalworking (33), apparel (58), and plastics (38). Business factors includ-
ing production, capital, employment, finance, technology and organization were ex-
amined. Productivity and competitiveness were of particular interest and were exam-
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APPENDIX TABLE 4-2-1
Size AND TYPE OF SURVEYED ESTABLISHMENTS: MEXICo, 1991
(No. of Establishments)

Distribution by the Number Metal-

of Permanent Employees working Apparel Plastics Total
Micro-enterprises
0 to 15 employees 29 21 15 65
Small-scale enterprises
16 to 100 employees 4 37 23 64
Total 33 58 38 129

Source: [32].

APPENDIX TABLE 4-2-2
REGIONAL DISTRIBUTION OF SURVEYED ENTERPRISES:
Mexico City AND ITs VICINITY

County vl\/\gflt(?rl;g Apparel Plastics Total
No. % No. %o No % No %
1. Alvaro Obregon 0 0.0 2 34 0 0.0 2 1.6
2. Azcapotzalco 1 3.0 1 1.7 1 2.6 3 23
3. Benito Juarez 1 3.0 9 155 4 105 14 10.9
4. Coyoacan 0 0.0 2 34 0 0.0 2 1.6
5. Cuauhtemoc 16 48.5 27 46.6 8 21.1 51 39.5
6. Gustavo A. Made 1 3.0 1 1.7 1 2.6 3 23
7. lIztacalco 3 9.1 9 15.5 12 31.6 24 18.6
8. Iztapalapa 0 0.0 2 34 1 2.6 3 23
9. Miguel Hidalgo 1 3.0 2 34 2 53 5 39
10. Milpa Alta 1 3.0 0 0.0 0 0.0 1 0.8
11. V. Carranza 9 273 3 52 6 15.8 18 14.8
12. Ecatepec 0 0.0 0 0.0 1 2.6 1 0.8
13. Naucalpan 0 0.0 0 0.0 1 2.6 1 0.8
14. Netzahualcoyotl 0 0.0 0 0.0 1 2.6 1 0.8
Total 33 1000 58 100.0 38 100.0 129  100.0

Source: {32].

ined through questions about shop-floor production processes and organizational as-
pects, such as subcontracting. The questionnaire included 108 questions and was ad-
ministered orally at the place of business. Interviewers first telephoned entrepreneurs
who were listed in association directories or the yellow pages, and those who agreed
to be surveyed were visited directly. The survey area covered Mexico City and its
vicinity (see Appendix Table 4-2-2).

The surveyed establishments had an average capitalization of U.S.$148,000 per
establishment. Each sold on average goods worth U.S.$528,000 per year, and had
twenty-four persons employed in 1991. Compared with those in Brazil, the Mexican
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SEs surveyed were, on average, smaller particularly in the metalworking industry.

A report of the inverview results [32] is also partly cited in Ruiz Durén and
Kagami, Potencial tecnoldgico de la micro y pequefia empresa en México, published
by NAFIN, Mexico in 1993 [55]. As reference, readers are recommended to consult
studies on SMEs, including a NAFIN study (Encuesta de la industria mediana y
pequefia, 1985 [NAFIN, 1988]), and one conducted by Ruiz Durdn and Zubirin
(Cambio en la estructura industrial y el papel de las micro, pequefia y mediana
empresas en México [NAFIN, 1992]).





