ECONOMIC COMMISSION FOR LATIN AMERICA AND THE CARIBBEAN

ECLAC

NEEDS AND OPPORTUNITY AREAS FOR SMEs IN MARKETS OF ENVIRONMENTAL GOODS AND SERVICES: CASE STUDIES OF COLOMBIA, CHILE AND MEXICO

Marianne Schaper                                                                                                        

I will talk very briefly about a project that we are currently carrying out in ECLAC  related to the potential for strengthening the role of SMEs in the context of environmental requirements.

The major inspiration of the project is the fact that SMEs are in the forefront of Latin America's economic policy debate. Proposals emphasizing their relevance for economic development are promoted by academic circles, and Latin American governments also consider them to be one of the engines of growth, and each country has some type of policy instrument to assist them. However, the support for SMEs is more nominal than real, and part of the official discourse and actions are not followed up by sufficient funds and human resources to affect on the performance of SMEs, even less so concerning the environmental performance. 

This is why the situation of SMEs is of particular concern and is the subject of research in the context of a project that we are presently carrying out, with the funding of GTZ and which is titled "Assessing opportunity areas in markets for environmental goods and services in selected Latin American countries". We have chosen Chile, Colombia and Mexico as our first case studies.

What is the approach of this project? As the title indicates (opportunity areas), we believe, and this has been decided with the relevant national experts of the countries, that the focus of the analysis needs to be placed on the business opportunities that arise around the environmental issues for SMEs, instead of the usually prevailing view of fears related to additional restrictions and costs that environmental requirements would most likely be imposing upon them, threatening their survival. We believe that there are good reasons to assume that the driving forces that will move markets, governments and firms towards the incorporation or not of environmental good practices will certainly be related to the business opportunities and economic benefits that are perceived by these agents. And the crucial issue here is that environmental policy has to be designed and implemented with economic incentives for SMEs, and not against them.

And in this line, two central guiding issues constitute the framework of the project when searching for economic opportunities for SMEs in this competitiveness and environmental performance relationship. First, the opportunities that emerge in the present highly dynamic development of the environmental markets and second, the opportunities that need to be generated for Latin American SMEs in order for them to participate in this growing market and create their own domestic capacity as suppliers of environmental goods and services.

The first issue is related to the worldwide growth of the environmental goods and services industry. According to OCDE data, the market represents around US$500 billion, which exceeds the pharmaceutical industry but is below the industry of information technologies. Therefore, were are facing and talking about a sector that is economically and environmentally very important.

Several studies indicate that eventhough the environmental market in Latin American countries has participated only marginally in the national economies, in absolute terms as well as in terms of relative share in GNP, the same studies project a growing importance of environmental business opportunities in the countries of the LAC region.

Why? Because the environmental market is definitely starting to respond to new environmental rules and regulations at the national level, it needs to respond to growing international requirements and also to demands from an increasingly environmentally sensitive local community. For example, a study done by the Nafta's CEC estimates an average annual growth rate of 12 % for the regional environmental market.

We also know that all the countries share similar problems of air pollution, lack of water treatment facilities, insufficient equipments for disposing toxic waste and household waste, etc. which are becoming increasingly visible problems and therefore also a politically sensitive issue. Consequently, as the pressure on firms to reduce emissions and pollution increases, there will also be a growing demand for environmental goods and services.

Therefore, the second guiding issue of the project is related to the role that SMEs could play in this growing market, not only in terms of their demand for environmental goods and services, but also as a provider. And why SMEs?

Firstly, because it is increasingly realized, and the case studies confirm it, that SMEs are an economically and socially relevant reality in the LAC countries. Their contribution to employment and production is definitely important. Evidence also shows that the environmental goods and services sector generates significant economic returns for suppliers. However, in most countries of the region, SMEs have been forced to face new market rules, increased competition from imports and a reduced and different presence of the State, generally meaning a scant support from public policy. In many cases this has meant a reduction in their productive capacity or even enormous financial difficulties and as a consequence, many deaths of SMEs.

Being of socioeconomic relevance, SMEs are also the most vulnerable economic agents when facing increasing environmental requirements in international markets and increasing social and regulatory pressures at the national level, not only because small firms are generally knowledge and information poor, but also because public policy support has not been adequate.

However, empirical evidence at a comparative regional level is scant and information on the industrial organization of SMEs is extremely poor. This requires that we have to work with the information predetermined by the availability of data. It has not been very clear either, whether the size factor in the definition of SMEs is determined by the number of employees, the figures on Value Added or any other variable. The definition varies depending on the country:

For example in Mexico small means less than 100 employees, medium between 100 and 500 and micro, less than 30 employees. But then in the services sector more than 100 employees is considered to be a large firm. For Chile and Colombia the definitions of small and medium are different. So we have to be careful when talking about medium or small companies, because it is a very heterogeneous group with different realities, needing different approaches.

Accepting these limitations of the available information, the studies undertaken reveal a number of general and common conclusions for the three countries:

· The first general conclusion that emerges from the studies is not whether to regulate or not, but how to do it. Although there has been a considerable institutional and legal modernisation in the countries to deal with environmental matters, the policies aimed at supporting and fostering the environmental performance has paid little attention to SMEs. Environmental authorities tend to design regulations thinking mainly about large industries -maybe because they are more visible- and in many cases they do not even consider SMEs and the impact that such regulations may have on them. 

· Many SMEs operate with unskilled labour in highly competitive and unregulated markets, so it seems unlikely that they would be willing, able or effectively required to control pollution or environmental damage, unless they perceive clear economic benefits.

· From the environmental perspective the lack of human and financial resources are pointed out as the main factors under the weak response of SEMs. They have as well limitations concerning easy access to information regarding environmental regulations and government subsidies and financial schemes.

· There is insufficient coordination between institutions that provide environmental support and institutions that provide credit availability. Public policies have had little impact because of fragmented decision-making among government agencies and lack of financial and human resources for implementation. For these reasons, although the countries have developed new efficient instruments, their impact is still weak and is concentrated on a limited number of larger enterprises.

· The environmental market is still relatively small and forces that push demand do not work adequately. Why? This is partly because regulations and norms are relatively weak or lax for SMEs, in most cases they are not enforced by governments, due to financial difficulties of SMEs, and due to their large number and the difficulty in regulatory monitoring and enforcement, 

· The sectoral composition of industry is a key determinant of potential environmental demand, because some industrial processes are dirtier or more emmission-intensive than others. It is therefore interesting to look at activities that increase or decrease their share in the aggregate production of SMEs by country, because it is an indicator of the direction in which the pattern of SME specialization is moving. 

For policymakers it is important to know whether SMEs are dynamic or stagnant in environmentally benign sectors or in highly polluting sectors. If they are dirty and fast-growing, there is cause for concern because small plants are difficult to regulate.

In order to set policy priorities on certain target groups, the studies identified a number of environmentally sensitive sectors where the share of SMEs in total production was found to be important and in some cases also the geographic concentration around certain municipalities or areas in each of the three countries:

Chile

The universe of SMEs account for 99% of the total number of enterprises. 50% is concentrated in the Metropolitan Region of Santiago, followed by the region of Concepcion and Valparaiso with 9% in each region. In 1997 they accounted for 24% of total national sales, 48% of employment and for 4.8% of total exports. 95% of exports are concentrated in large firms.  

SMEs are defined according to the number of employees: micro(less than 10 employees), small (10-49 employees) and medium (50-199 employees)

The following sectors were selected as being environmentally sensitive and concentrating a high proportion of SMEs, therefore needing particular government attention:

· Food products

· Textiles and garments (decreasing in total SME share, loosing sector)
· Metalmechanic industry

· Wood industry 

· Paper, printing and editorials

· Chemical industry
· Leather and footwear

Mexico 

85% of exports are concentrated in large firms, medium firms (101-500 employees) account for 13% of exports and small enterprises (1-100 employees) only 2%, employing however 41% of the workforce. 

The universe that was analyzed were firms with less than 250 employees leading to the following selected sectors, needing particular attention:

Leather and skin products:  in Guanajuato, Guadalajara and Nuevo León

Brick and clay products : in Puebla and Coahuila (winning)

Textiles and textile articles: Mexico State and Puebla (winning garments, loosing textiles)

Tortilla manufacturing, with no specific concentration.

Colombia

The SMEs is classified into micro (less than 10 employees), small (11-50 employees) and medium (51-200 employees). They represent 40% of GNP, 50 % of employment (which is strongly associated to peace) and 30% of  National Value Added.

The sectors that were chosen as being relevant in terms of their environmental problems and where SMEs account for a large share of production

· Food products

· Textile products

· Leather industry and leather products
· Wood industry
· Printing and editorials

· Chemical manufacturing

· Metalurgic industry

· Transport sector

The studies will be available on our Website (www.eclac.cl), in Spanish of course, and they constitute a first approach to the environmental problems and environmental needs of SMEs in the three countries. At the present second stage of the project, we are now studying the potential supply capacity of the identified potential environmental demand at the national level, where we see an important role for SMEs to develop as providers of these needs, either through the help of focussed incentives of the government fostering their own capacity or through joint ventures or partnership agreements with SMEs in developed countries. In fact, there are several success stories in this respect. 

The third part of the project will then identify public policy priorities meaning active public policies for developing "demand side" factors and trying to address "supply side" limitations for the SME relevant and environmentally sensitive sectors identified in the three countries. 

These are certainly ambitious objectives, but environmental performance and SMEs need to be addressed together with employment issues and business opportunities. It seems to be the only way forward.

