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As the field of micmenteqrise developmetlt becomes more sophisticated, practitioners 
require grcater technical skills to meet increasingly complex challenges. As part of its 
continuing efforts to meet the needs of microenterprise practitionas, GEMINI is producing a 
&a of technical notes and training materials on topics selated to microenterprise development. 
This technical note looks at subsector analysis. 

The GEMINI technical note series is divided into three sections. The mimterprise 
firmrice section include3 notes on setting interest rates, the expansion of mimterprise finance 
programs, and other specific topics. The nonfhancial assistance section contains notes on how 
to carry out subsector analyses and identify cost-effective ways of enhancing tie productivity and 

- competitivenes3 of microaiteqniaes. The microenterprise research section contains notes on 
survey methodologies designed to increase understanding of the growth and dynamics of the 
microenterprise sector. Each note can be used on its own; however, those interested in one note 
within a section will probably be interested in all of the notes produced in that stion. 

The notes can be wed as xef-a materials and can also serve as the basis for c~ltating 
c\\sbmized tainir.g materhls for individual organizations. Although these "Tools for Micro- 
cntcqnisc Programsa arc spdically designed for practitioners, they shouid also prove usefirl 
for &mom, eva!uators, and others intuested in microenterprise development. 

For a complete listing of other technical notes and training materials available fiom 
GEMINI, as well as a list of all GEMINI Technial Reports and Working Papers, please see the 
last p g e  of this document. 

llrc GEMINI h j e c t  is the U.S. Agmq fir Intenuational Dewlopmcnt's primary technical 
m w w e  in thejleki of micm and mall-sc& enrcrpr2re &~~lopmcru. GEMIM ~ b m s  the 
larut in mlcmnterpdw dkwhptnent Md brings newjondings to thejIeU thmgh d i m  w& 
Wh A.I.D. missio~u, U.S.-bcud p-e wluntaiy organizations, and k a l  organiaxionr in 
W b p i n g  cbwtrfw. GEMIM ofim teMcal assistance, trw'ni.'~g, eeonmic mearch, a d  
~~n to A. I.D., implanenfing otga&&om, rnome insdtutions, national ~ O H G I I V I I C ~ U ,  
Md &rpmctitioners inmtwd witir nicr~~nterprise &rvlopment. l% pmject oimr to haw a 
c@tic @m on a b d  spcctnun of Mom to promote the gmwh of micm- and small-scak 
Cnurplisa. 
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SECTION OPm 

SUBSECTORS AND MSE PROMOTION 

WHY SUBSECTORS? 

Micm and small-scale enterph (MSEs) employ vast numbers 
of people Wughout the Third World. They provide a k y  sowa of 

1 income for the poor and for women. Yet MSEs struggle tr, survive in a 
highly competitive, fhstchanging business environment. Some operate in 
rapidly growing markets while 0th- are sqwcd by changes in demand, 
technology, labor costs, M a ,  input prices, government regulations, and 
competition fiom large h s  and imports. 

M i o -  and small- 
scale entetprises 
(MSU employ vmt 
numbus of pooplo 
in h&h& 
c o m p o ~ ,  futl 
changing buwiwm 
enwionments in 
the Tlsrd World. 

In spite of their nesomfulness and sawy, small h s  often lack 
political influence as well as the vantage point fiom which to understand 
the wedl competitive system in which they operate. Fidd agencies can 

I 

L help by serving as advocates, monitoring and influencing change for the 
rn benefit of MSE3. But to do so, field agencies need ways of i d e n w g  

niches where MSEs have a competitive advantage so that these agencies 
can assist those MSEs with the greatut potential while avoiding 
investment in arcas where they cannot e!YMvely mmpete. Subsactor 
analysis offers a tool that can W t a t e  small-firm moves to promising 
technologies and market niches. 

1 Normally, a subsector is delineated by a pticular final piodr~ct A subswtar is the 
and include all firms engaged in raw material supply, production, and no-k of 8- 

distribution of that product. In some casu, howcva, the &defining thvt sypply r w  
mrrwrws, chanckristic is a key raw material, with the subsector daaibing the a,,,m m*n. 

alternative transformations and distribution systems ~~g from it. urdd;sHba, 
The hides and ma, cotton, ud CitfUS Subr~tOfll Srr examples of thh fini&.dooods to 8 
second type. They are common in the literatue on agricultural economics puri~dw 
marketing, w h m  they are known as commodity sub-rs. Many of the mns- n ~ ~ k o t .  



analytical tools used in subsear analysis come from these early subsector 
studies on agricultural commodities. I 

Subsector analysis offen a framework for rapidly evaluating MSE 
dynamics and the prospects for cost-effective intervention. It does not 

I 
prejudge the nature of in2tnention. Subsectof analysis can lead to 
projects invoiving technology development, input srrpply, marketing, 
management assistance, or credit. I 

Governmen&, donors, and nongovmmental organhtions (NGOs) 
have sucassfully applied subssctor analysis in a wide range of settings. 
In Indone& local NGOs have translated subsector analysis into project8 
that unblock MSE growth potential in shrimp and rattan fwniture 
pnduction. In Rwanda, the Ministry of Finance initiated a series of 
subsector studies in a systematic effort to review policy constraints to 
MSB activity. Subsector analysis done jointly by governmmt and 
university researchers in Iatin America has led to major interventions in 
marketing infrastructu~~ and regulqtory reform in a range of agricultual 
commodity subsectom. 

It is not pawW to 
mdustnd tho 
omwtmitias md 
~anstr~hts f&g 
s m d f f h s b y  
lookihg !St SnW 
nhn8Jan.. Hh 
mt Jlo ormnba 
t ) H ~ # m n s d M t  
-m@h - 
thm, SWY 
bpuh, w mwk8t 
m - f l m r  output. 

CEARACTERWXI~ OF THE SUBSECTOR APPROACH I 
1 
I 

Systems Pcrspbdive 

The subsector approach recognize that small firms opeate within 
a fusa production and distribution system. It is not possible to 
wwlasmnd the opportunities and constmints ficing small finns, or to 
develop sarsible policiez to pmmote small-enterprise growth, by looking 
at small h s  alone. We must alw examine the large firms that compete 
with them, supply inputs, and market small-finn output. 

I 
*I 

Subsector analysis centers on a ahmatic map that dmaibes this 
eamomic system. The subsector map sum- the eumornic 
felati~(~dips between MSEs and other actors in the system. It tn#s 
system flows and, within them, the options available to MSEs. The 
subsbctor map serves as the focus of discussion and as a basis for 
displaying key information. 
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Key Concepts 

Subsector analysis relies on four key concepts, which together lead 
to a systematic search for growth opportunities for large numbers of 
micmartaprises. 

1. Vertical Perspective 

- Most small businesses work in vertical supply chains. They 
purchase inputs and marhR output through others, o h  through larger 
i h ! 4 .  

Small firms compete among themselves. They also compete with 
medium and large firms using different technology. By understanding 
their competitors, we can determine a m s  in which small firms have an 
adge, and how they can develop this advantage. 

Qmhation dacribes the linkages among h s  active in the 
subsaw* It exam@ how policies and rcgulation~ influence market 

- ricass and interaction, and how insiders regulate product flows within the 
sy-• 

Oneon- assistance to MSEs is expensive and rarely a t -  
efkdve. Rrr?nnlrc firms am small and dispersed, individual contact cats 
are high. M t s  per firm, even if projects double income, arc small in 
abmlute value. 

Subsector analysis starts fiom the premise that interventions most 
likely to be c~~tleffdctivc oro those that influence large numben of small 
fSnns at a single stroke. This is known as levercrge. With the benefit of 
leverage, d focussd project inputs can generate large output, just as 

subs.ctor wal)&s 
pnmrpnmr8m mt 
rht.nrWn-8 m t  
k'kdy to bo cost- 
e m * e  we dhow 
that inflmce I&-#@ 
numbamof& 
firm rt 8 dnglo 
stroke. 
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a small person using a lever can lift a large mass. Leveraged 
interventions multiply benefits and reduce perofinn contact costs. 

Sigh Activity 

Thesearchfibrlevuagclcads toafocwongroups of busin- 
engaged in the same activity. Fms supplying the same markets, because 
they fhce sirnilat -tics and constraints, can benefit from 
interventions aimed at unblocking common growth potential. 

Anyone intemted in MSE promc2on or dynamics will h e f i t  
from familiarity with the tools of subsector analysis. 

Subiector analysis does not require technology expats, special 
certificates, or higher degrms of any kind. It offers a framewurk for 
organizing thinking. Common sene is the most important ingndient fix 
successful appliatim. 

Institutional 
rfllirtion with a 
pomw 
impl~l~nting 
rgancy off- 
m y  8dVmt~os 
in mdysls n d ,  
subs8~uy)W, in 
tlm&W -8 
into &on. 

In practice, the mourca applied in subssctor a-mlysis have varied 
widely, hnn as little as one person-week to scvaal years. The most 
common operational fonnuh includes a ~ ~ / n  team in thc field for 
four wab. If the team members live outside the country of study, two 
local assistants are required as well. 

Institutid aflihtion with a potential implementing agency offers 
many advantages in analysis and, s u b ~ ~ ~ n t l y ,  in translating analysis into 
action. Resident #perti& in local agdu may also allow reduction in 
the field work. In some cues, agencies have completed their analysis in 
as little as two calendv w a b ,  although this is rare. Except in unusual 
instances, a four-week 5WCe should suffice. 



SECTION TWO 

ANALYTICAL PROCEDURES 

This manual describes stepby-step procedures for those who wish rnrj m u d  
to engage in subsector analysis. The manual provides checklists and - ~ ~ s C r l ~ s s t @ - b y -  
practical observations from prior experience. It divides subsector analysis st- ~ ~ U N S  

for those who 
m - 

into three phua u m ~ g  a total of nine steps. At each step, it offen ,,,,.* to anO.Qe exrunples from two d i f h a t  case studies. subsmtw anJwk. 

In practice, subsector analysis is an iterative process, in which e a ~ h  
individual d y s t  develops her or his apyronch to understanding a pm 



duction and distribution system. The or& of steps pmented here is a 
g e n d  guide, not a rigid m p t i o n .  Feel fra to experiment! Fhd the 
right apploach to suit your needs. 

For those Wliar dth subsector analysis, this manual will serve 
as a refkmcc guide. It chronicles cwrent best-practice technique and 
sumrPlarizes standard conventions and ~ o l o g y .  

For others, less steeped in subsector work, it o f f s  an introductory 
'how to" manual. Many people f M h r  with small enterprise or MSE 
projects will be abic to engage in subsector analysis successfully aRcr 
studying this manual and perhaps some of the subsaw case studies listed 
in the bibliography. You should feel free to experiment with the 
procaium M b e d .  

Try the sotphum The t w ~  case studies that accompany the description of procedures 
bow caw study contrast in many ways. Because the sorghum b subsector is a much 
fiat. &we ttu) simpler system to understand, novices may wish to concentrate on it the 

coromatd first time through. h e  more complicated silk case study will make more silk study for r 
s c o n d p w .  sense on a second pass. 

TT~oae who wish assistance getting started may supplement this 
manual in three ways: (a) with the written case studies listed in the 
bibliography; (b) with the forthcoming G F !  instructional video and 
workbook; and (c) with specialized training sessions, which can be 
arranged through GEMINI. 

Table 1 provides an overview of the subscctor analysis procadum, 
which are h r i b a i  in the sections to follow. 



. ~ 

5 .. 
8: 
p- 
i!. 
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To g M o  W t w  
am, you 
dwlddauar&h 
drt.mtbaWm 
t w a  cn*twk: ah, 
gmwll, l m w o c M ,  
and tuvot g m .  

Objectives 

Your objective at this stage is to iderrtifit subscctors where 
interventicn will yield the highest payoff. Usually, this boils dam to 
selecting the largest ones and, among them, those with the best growth 
prospects. Depetlding on data availability, laagest can be defined by 
number of enterprises, employment, or perhap0 income. In some casts, 
a relatively small subsector undergoing rapid growth may o f f  the belt 
potential for income exjmsion or employment generation. In yet other 
instances, agency priorities will mandate a focus on particular target! 
gmps or regions. Small-~~krprise programs commonly focus on 
wo;:rcn, Mvantagzd gioups, squatter scttlcments, or impoverist~ed 
regions. 

Slabsector selection offers one of the most potent ingredients for 
locating large numbers of firms W g ,  similar constraints and 
opportunities. This translates into leverage and costdffkctive interverticm. 

To guide subsector selection, you should assemble data that 'bar 
on thm cri- size, growth prospects, and target groups (Worfshmt 1 
in Appcrdix B). Table 2 o m  an example fmm a rsarrt subsactor 

r-I. 

review in Lesotho. As it show3, subsector selection involves clear trade- 
offs, Although home brewing employs by fhr the largest contingent and 
is most irnpmtnt for women, its growth prospects are lower than the 
piwpsc ŝ for construction, garments, and leather work. As you aelect 



TABLE 2 

SUBSECTOR SELECIlON IN LESCYIMO 

one or two subsectom for review, you will be fonxd to makc your 
priarities and p r e f m  explicit. 

- In assembling the neassary data, it is normally helpfir1 to start 
with a broad overview of enterprisa and employment by type of activity, 
firm size, and location. Population censuses o m  an important starting 
point because they provide a compreharsive picture of the eumomic 
activity of dl &dents of the country. Frequently, they offer regional 

Subsector 
sdection invotves 
cltw trade-offs. 
Atthoug/, ha.me 
brewing Qmploys 
by f u  the lmest 
continomt and is 
mast linpoftant for 
wornon, its @rvrwtJl 
prospects sr. 
lower than those 
fw  construction, 
gwmmnts, wd 
lsrthw work. As 
you sdoct on. or 
two subsectom for 
review, you wYl bn 
forcod to make 
your pnpnarities w ~ d  
pr0f~1enc.s 
mpliw't. 

TuOsr 
0- 

Womsau 
F t r o s  
of w 
-by- 

mau 

Brmviag 34 5.0% m %% 

G-CI 14.5 9.1 Y S ~  90% 

Iluilaing ud 12 13.9 no 5% 
r 'm#nwua 

Waving 1.8 0.0 Ysr 92% 

Hidss, dciar;, md 0.3 4.2 Ysr 14 % 
lwthrr 

Activity 

Siz8 
OiowthPatsatirt 

MSE 
I l o y -  

nKnt 
(thou- 

Domatic 

slum of 
dditioarl 
incoxca 
V t f J "  
tbsrs 

rctivitig' 

axpolt 

Brport 
-a 

I d  
Mlunl 

faoulcd 
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and gender breakdow~s as well. National accounts, labor fbrce surveys, 
licensing lists, Chamber of Commera files, industry establishment 
st'meys, and specialized informal sector studies furnish wefut and more 
detailed supplementary information. 

Where they are available, conwmptiorr. studies provide fiuther 
invaluable information on ;.~e relative size of different markets as well as 
growth prospects. In many M, these studies provide the only 
suffiriatly detailed source for estimating the relative b of dif fmt  
i n a r h .  They have been used, for example, to estimate the value of used 
clothing versus new clothes versw tailoring &ax in Rwanda, and rural 
versus urban construction expenditures in Lesotho. Rough e s t i m  of 
per capita cxpcnditure for individual commodities allow estimates of 
regional or even subqional market sizes. In the absence of time-series 
data -- and they arc almost alurays absent - consumption data offa one 
of the few windows into dynamics. See Tables D-1 and D-2 in 
Appendix D for details on how to do this. 

Trade statistics and key informants offer further important input. 
For MSE products aimed at export markets, tade data measure both the 
absolute size of total output and trends over time. Key informants - 
long-time residents, members of trade associations, government 
promotional agencies, NGO field staff, a d  others -- o h  offir 
perspdve and judgment you will find valuable in making an initial 
selaction. 

In many casca, those data that ar: available Seriously underestimate 
the role of small enterprises, especially seasonal, part-time, and female- 
dominated activity. In these cases, you may wish to fill the g q  by 
perfonig some rapid m.onnaissana and quick strat counts to project 
relative sizes. Some investigators adopt mom f m  pi#xdures, what the 
standard small enterprise research has called a Phase I sample census. 
Liedholm and Mead (1987) and Licdholm and Chuta (1976) provide a 
summary of these procedures. 





Objectives 

Your ood is to 
descnbe the supply 
chains in whkh 
hf%s pwlt'ciph 
and undmmd the 
way the OVUM 
pmduction and 
dismbutbn rystwn 
fits togalhw. 

Your goal is to W b e  the supgly chains in which MSEs 
participate and understand the way the o ~ v d  production md distribution 
system fits togetha. How many functions does ?ha subsector perfom? 
At a minimum, most systems include raw material supply, production, 
wholesaling, and retailing. Many involve much mmplmty. What 
altanative tschnologies and scales of production compete in p&&g 
each function? At what stages do small and large firms compete? Do 
large firms supply inputs or markiet output for small entcfprh? Can 
you trace out the system of product flows that channel raw mat&ls to 
producers and through the distribution system to Ibl cansumers? 

Whar you begin the investigatia, there is no substitute for total 
immersion. Read everything you can about your subsector, its history, 
stnrcture, size, and technology. Above all, visit p d c i p n t s  and observe 
their operations firsthand. Knock on doors, amble in, and engage in 
openclded discusdons with repr#etlhtive astors thughout the system. 
Visit firms of diflet~lt size, and try to lccatc brwhaum m t i n g  at 
diffbnt levels in the subsector. 

As you proceed, keep an eye open for &servess who are well 
positioned to hiwe an overview of the whole subsector. These by 
inf-ts can prove extremely valuabfe in helping you pull together the 
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d ' i  widena accumulated from your smattering of subsector 
fepmatatives. A tannery opator, for example, may prove unusually 
well placed to describe tbe entire system of raw skin prqmtion, 

1 

coktion, tanning, leathemorking, ld disttib~~tion, and Trade 
aswchtion represcntativ~~, gwernment o m ,  and local ISGO sWf or 
m a c h m  hquently have a broader perspective than most individual 

A- 

business opem&rs. Simitatly, wholesa.1~~~ or suppliers of b y  inputs are 
often but pla#d to register cbanges over time for the system as a whole. 

Think of yourself as an investigative ;journalist. Check your 
mrcu. Never take one person's word without double checking. 
Anormlierr abound, and you must be able to stparate the casts 
from the nonn. Follow your leads. One iPI~terview may serve as a 
qrinm to the next. 

During the intavicws, ask four s@adard questions: (1) Where do 
you get your raw materhls? (2) To whom (lo you sell your output? 
(3) What technology do you use, what altematim exist, and why do you 
use this am? (4) What major changes have occurred in your line of 
business since you bqp? The respondents perceive none of this as 
threatening. E v a  without introductions, they axe normally pleased to 
discusr these general fmhms of their business with you. 

If you anticipete needing quantitati\-e overlays (sa Step 6), it is 
ltefpful to think abut your data ~ ~ t s  up fiont. Although your top 
priority at this stage must be to undentand the g a d  system flows, you 
an often begin collecting a fiiw bey numbers without compmising that 
objective. For example, pias at each stage in the production chain axe 
auy to collect and pnnn invaluable later in constructing budgets, returns 
to labor, Md income profiles. To help you guide intcdew discussions, 
Worksbet 2 in Apgcndix B provida a set of common questions to 
umsida* 

1 

You my find it helpful to taloe even a rough preliminary sketch of 
system flows along with you to intdews, upahl ly  with key infornwts. 
lbht of than d y  grasp what you are trying to accomplish. The 
sketch Mps guide dimusion and focus their input on areas of special 
htaW to you. 

Durihg the 
interview, ask 
four stand& 
quem'ims: 
( I )  M w u  do you 
get yow raw 
matdds? (2) l o  
whom do you sell 
your output? 
(3) M a t  
teehndo~y do you 
US., what 
&UM&OS U I ~ S ~ #  

Md why do you 
us@ *is me? 
(4) mt m4nf 
chngas h.wo 
occumd k y w  
/he of bushoss 
since you bgcm? 

Kap a lookout fot clues rrbor~t Wrical evolution of the 

- subaectm. Tlmsscrier data and s~lrces offer insights into 
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long-tam trends, and fkeqbmtly stimulate interestkg questions and 
hyp~theses about likely futun, developments. 

Example!? 

~~. T h s ~ i o ~ b ~ b y ~ ~ f b c t o y  
b m m ,  mrlwen, bmrlull opermton, d r, brpdttl of  homo bmwm. Two 
mcbkghb with l o q  experience in r d  BasAloar proved to be VJuabIe b y  
lnfibmraa Brulv of the large dhbacm involved in duct ing a d o d  d y ,  
thirrtsptodrtwowwlrr 

L 

SPlr. In thh romewhrt pnuaui cue, the r u b ~ ~ t o r  rsview team requid a0 
initial field work. During tbe prior thme-yaw pild project, CARE M b d  acquired 
r good mrview of tho rydem. So the rubrector aadw rimply rpent twu intadve 
&yr with them, probing d working together to &etch the prelimiauy 
nrbrsctor map. Several recent L O  and l o d  university m o m l r ~ ~ h a  oa silk helped 
fill in gap and cMQ hm to which the project rbfl could not rpdr. 
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The subsector map summarizes your initial understanding of the n o  subs=tw r r y v ~  

subsector structure. Although conceptually simple, the map is a pow& su-2.s 

tool for W b i n g  what you how about a set of related business initid undu- 
stmdk,~ of tho dvit*r, It identifies the subsector's principal tunctions, pticipnts, SubrMw 

lad channels. In prepin8 the map, it is useful to review the elements s * ~ , ,  
in that ader. The functions &scribe the transformpbons that take place. 
The participants indicate who performs them. And the channels -be 
how poducts flow among pmicipnts, who buys from whom, and how 
the network hangs together. 



To draw your initial map, follow the pmedurea listed in Step 3 
above. Figure 1, which summarizes subsector mapping cos~ventions, gives 
you a f d  for how your map will look. Worksheet 3.A (s8e Appendix B) 
h e l p  summarize i n f o d m  you have collected on system flows. After 
completing it, Worksheet 3.B (Appardix B) offers a sample grid onto 
which you can map your findings. Draw in pencil; you will be erasing 
fW=tly 

The subsector map evolves along with your u n a d i n g  of the 
system. Eapdally at the outset, each interview adds to the complexity 
as you discover new participants and channels. Eva  in the later stages 
of a subsector study, it is not unusual to uncover one or more imprtant 
new channels. 

Most investigators are anxious to enumerate the full array of 
subsector participants and interrelations. Pmscating all of thew 
comp1exitits in the subsector map often results in a bewildering c b m s a  
of lines connecting participants in all possible permutations. Do not 
worry if the initial subsector map resembles a hopelessly confusing 
electrial arginecring diagram. At a later me, you will have the 
d b c c  to pane away the special cases and highlight the more general. 

As you draw the map, you will inevitably ccmfhmt the problem of 
where to draw its boundaries. You usually start fiom a particular final 
product, and map out all firms engagad in its supply, production, and 
distribution. The final product may be furniture, garments, or agricultural 
machinery. Altmatively, you may start fiom a key raw material, and 
W b e  the various transformation and distribution systems in which it is 
used. Raw materials such as hides and skins, cotton, or citrus provide the 
basis fbr many subsector studies. The of drawing bodaria lies in 
defining a manageable yet meanin@ unit of analysis. Too we a frPme 
~ d e s t o o m ~ y f i r m s a n d t o o m a n y r e l a t i o n s h i p s t o ~ i n o n e  
map. Too small a fnme omits key firms and industrial relationshipa that 
must be undentood to a p p m b  what is going on in the subsector. 
Although you will have to use your judgmart in deciding w h  to draw 
the fines, the examples below offer some guidelines. 
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Figure 1 

Su bsector Mapping Conventior.s 

Channel 1 Channel 2 Channel 3 

Produotlon 

Input Arlornbly 

Inputr 

Location Entorprlsse Coordlnrtlng Mschanlsms Overlays 



Examples 

Sorghum Bee?. Botmma'r mrghum beer mbrsctor involver only three 
fuaetionr: malting, brewing, and retailing. Although crop production c a d  have 
been included M a fwrth function, the analyst defined the subrector to exclude it. 
Becaua only IS percent of all grain consumed in Botrwano goea into mrghurn beer, 
farmen and grain troden mrve a much broader market than jwt mrghm beer. 
Furthennore, eince all maltaten Pad brewan procure p i n  from the r m e  fiee 
market, inclusion of the grain production and marketing h t i o n  d d  have 
Ibrnhhed m important additional idghb into syrtem dynamic8 or performance. 
Participcmo in the rubrector include home brewer8, firctory maltden, htory 
brewers, home rotnilen, d l i c e d  mum beer ban. Each employr a different 
tbchaolopy for malting, brewing, and refailing (see Figure 2). 

Participants supply sorghum boer through finv principal channel8 (em 
Figm 3). 'Ihvo revolve a m ~ d  home brewing and two around ktory-brewad 
mrghum beer. Cbrurnsl 1 includes W y  integrated home brswen who mait their awn 
rorghum, brew their own beer, and retail it themnlver in their compound. 
Channel 2 brawn difhr only in that they p w c h  My-mado trade malt from 
%tory maltaten. The two bctory brewing channels diffbr only iE their retailing 
outleb. Channel3 dirtributea firctory-brewed mrghum beer through home rotnilen, 
while Chumel 4 sells through lice& mrgkum beer bars. 

SAMPIS COMPLSIZD WORKSHEET' 3.A - BEER 
FUNCI'IONS, PARTIL~PANTS, AND TECHNOLWY 
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Silk. The Thai dk subrector ir much larger a d  more complex. It emprloyr 
360,000 haursboldr and qwu 8 di.rinet b t i o m ,  from mulberry and rericullture 
rerst~ch up through retailing, 

Tbe principal pdcipmtr  include tnditiod dk-pmducing haueholdr, 
houmhoIdm that have rprc;nl;rw! in yarn proddon; &tory teeling and wsrviag 
milla, both luge ad d; and the m y  integnted hdunhy lander, & e S i  Thomproa 
Compauy. See P ' !  4 for a rumm~ry s f  the firnctionr each pefinru and the 
tschadogiaa they we. 

The participants aup3ly d k  cloth to nveml principal curtomen: traditiod 
Thai conrumen for ceremonial wear, hmarcic touristr, Pad export marketa. A clear 
quality diffkmnw d h h g d a b  tb modern ThPi ailk, dutincd for tourid and export 
markear, from the courer, traditional weaves. 

Parts of the map (Figurn 5) ore clearly uadenEsndpble at thh m e ,  while 
dm remain bzy .  The hw exhwmer mom upeci.lly clew. The intaptoti 
tnditioarl hausholi producen contrPrt vividly with the fully integratul but highly 
modern Jim Thompm company. Both perhrm aU firnctionr in-howe, fiom pmhg 
mulberry to weaving and retailing cloth. But where haurebold pmducen mar 
tnditionrl rithuonnr, the Jim Thornpaon company repn the fima white hybridr. 
Where tndi t iod haueboldr m l  lilL yam by had, Tun Thompaon urer automud 
multi+nd reel@ machinery. Where hourebolda weave on slow, luuxlrhuttle loom, 
the Jim Thompmn company hvon carefully a b m t s d  flyduttle W o o m r .  

But bemen them trmo errreme8, ia the middle portion of the mbrsctor map, 
product flawr ud participant intenetion ue l ea  clew. We know that nd 8U 
baurbolb wave Mu awn yam into cloth. Some rpeci.litr u p m d w n  of yam, 

ohm rsu whit, cocooam ud nll withat even mlhg yam themmlva. Whrt 
nmriar b l u y  ir au unQm of which dkwm vuietiu am umd d o t  
di i lbra  Iewb of hamhold integration. And the relrtionahipr am= factory m l e n  
md hetory warn, luge and d, nmrinr murky. 

Although we have c lwly delineated two principal chanwlr, the remaining 
middle put of t4e ryatem could cornprim u many u three to lix mars. To m f i  our 
d m m a d h g ,  M e r  field intervim rbould concentntr on the portioam of the 
map, oa hetay -elerr and factory m v e r r ,  both luge md anall. 

J i o  CARE targob i b  datanee to village haumholdr, it ir not rurpdhg 
tlut with its clientr left ur uncertain about how tie we wuvin# 8ad rwliag 
hcrorkr qm;c rcuther up8tmm in the ry8tem. Simiiculy on equity groundr, CARE 
aprrrswin~m~~ofmrtb~Tbrilmd,whiktheTmTbomploacamp.ny 
rad v i r t u r l l y r l l ~ r # ~ d m r v ~ k e o r i w c l ~ r ~ r 1 0 0 m i k r m y  
mar the village of PlLton CbA. So to clviiy our undo-of the d k  ubwctor, 
mmWtmwl toP&toaC;hri,aolwdryri&~hway. 

J' 
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FIGURE 5 
PRELIMINARY SILK SUBSECTOR MAP 
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The environment in which participants operate includes the rules The environment in 
aff&g firms in the sub- as well as the ~orga&aticn1s that exist to which pa*jc@ants 

support them. operate includes 
the rules affecting 
firms in the 

The d e s  may be formal oi informal. Government pricing sUbS8ctoras 
legislation, tariffs, labor regulations, interest ]rate ceilings, investment ns the 
codes, and import and exyo~? 1-m all alYkct output prices, input oroanizations that 
pkices, and quantities avzilable. All exert an inlportant influence on the exist to support 
operation of the s u b m r .  The e m  of ~~~oeulhual &tors will be them* 

harder to identify and mu, but thew arc equally important in affecting 
the behavior of h s  in the subsector. 

Support orgmhtims and programs cover a range of different 
pups .  Trade assocMons, the Chamber of Commerce, ministerial 
depautmarts, export agencies, and a welter of NGOs all potentially offer 
sources of support. Cruiit and financial institutions are also mcial 
elements of the institutional support network. 

In discusdons with subscctor participants and key informants, you 
will discover which rules and support m t i o n s  operate in your 
subsector. Although you cannot easily graf€ them anto the subsector map, 
they rrpra~nt imptant facton you must 'keep in mind and consider along 
with the map. S h e  the envhment often affdc:ts individual channels 
m t l y ,  you will find the map helpful in f c d g  discuaion on 
segments of the subssctor where the policies or institutions impinge. 

Your output in this step is improved understanding of the way the 
business envinvnment aE(r:ts the d y z d c s  and competitiveness of different 
channels. As in much of subsector analysis, yau understanding will 
improve throughout your entire investigation. It do# not stop at Step 4. 



An importent part An important part of your investigation should focus on ways in 
of your which the environment affects different channels. Differential impacts 
investigation occur frequently. Many times they explain the relative strength of 
should focus on 
ways in which the different channels. In some cases, channels may owe their very existence 
environment to a particular set of rules or regulations. A study of the Egyptian 
affects d i f f m t  garment subsector, for example, found that one entire t a i l o ~ g  channel 
chennc 's. exisxd d y  because of a government cloth subsidy program. 

Sorghum Beer. Retail licendng regulationr critically affact home retailer 
accea to fpetory-brewad mrghm beer. Chvernment statute8 specifically provide for 
home retailer acceu to &tory-brewed mrghum beer. The intent of the law ir to 
enabla h m e  brewem dirploced by FPctory brew to recoup 1- brewing income by 
retailing fpctory-bred mrghum beer. Even so, lice& retailem periodically exert 
prsrrure on licewing office- of the local councilr to forbid delivery of factory- 
hrewed mrghum beer to: the home retailerr. When &ed to rule, the Attorney 
Cbmd indicated that thmb attempts to d c t  home retailer accw were clearly 
illsgd and that home retdsn enjoy, ru a legal right, unencumberedacceor to btory- 
brewed mrghum beer for retailing at home. 

In addition to the d M c t  and town councils, which regulate retailing, the 
ocher key government idtution influencing mrghum beer is the Minisby of 
Commerce .nd Iadurtry. Becww of the minisby's maodab to promote rural 
iadurcrier, it her ctowly monitored evolution of the brewing iodmtry. 

Other important inditutiom include the Sorghum Beer Wtu te  in South 
Africa and the Rural Indurcrier InaovationCenter, a BdnwPno wopmfit organization. 
XW Sorghum B m  Inrtitute her undertaken technical remarch l d i g  to major 
cb ;w  in melting and brewing technology. The Rural Iaduntrier Innovation Center 
dm maintairu an ongoing interest in mrghum milling and proce~iog. 

rn - 
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Sillr. Government quobu on imported dk yun mngly influeace the 
pmfit.tility of vuiaur rubrector puticiplatr and c h ~ ~ l r .  When the government 
Wtutsr  quobu, they hvor d o m d c  feeling bb#ier but impom co# oa wb.vipg 
milh, ~ u s t h e n f i b r e o d t o p r o c u r s y u n ~ y o t ~ r a c u Y 1 l a w s r  
quality. In coatmat, frse yun imparb p m  f e e h  but improve qurlity and 
pmfihbity of umving. The Rruggle belwm large reolen md largo umven h r  
influmm with poky maken ham r#lltd in vacilhthg, a#, off* qwtpr. 
Houwbdd pmducen who mpply white cocoonr to the reeling milh rre whiprowui 
by thwr wid policy rbiftr. Om year cocooar am in great demmd. The next, 
haowhddr cmmt mU them bec~ure yem imporb redm der horn the reeling miUr. 

Second, the government'r SO-percent albidy on hybrid e~~ urificially 
&ream tbo Anraeid rstprnr to houmhokt y d m  Pad white hybrid 
dlhuomu. It plro limiO the apply of eOgrbsetr by reducing budgetary mourcea of 
the National Sariculture RsrsPtch lartitutb and by stifling h n t i v w  hr private h s  
to alpply eggmheeb. 

~ t u t i o d y ,  the National Sericultum Remearch Ixutitute (NSRI) and the 
Doputmoat of Agricultural Jxtbnrian @ O N )  provide vitally important mearch and 
extodon wrvicer to hauehold d k  pducen.  The IUD and CARE run donor- 
finured p r o g m ~  to pmmots hauehold dk production. 



To refine your 
undustmding of 
subseetar flows, 
you must clw up 
ambiguities md 
uncm.~'ndes 
revedod by your 
prdrinnary 
subsoctor mm. 

Ta *fine your understanding of subsector flows, you must clear 
up ambiguities and uncerCainties revealed by your preliminary subsector 
map* 

Begin by targeting your second round of interviews at segments 
of the subsestor map where your understanding is least clear. 

As you p r o d ,  you will want to begin collecting intemting 
quantitative infofmation as w d .  Although described separately, in 
Step 6, quantitative data collection normally proceeds in tandem with the 
second round of mapping interviews. The two steps are closely related 
because the quantitative overlays will help you refine the map by 
identifjhg which channels are important and which are merely 
curiositie!!. 

The subsector map will evolve almost continuously during your 
study, along with your understanding. Over the course of your 
invmtigations, you will discover new channels and cross out others that 
you l a m  are in&,#icant. Like an artist on canvas, you will r c h  
some portions of your picture, fill in new scgment3, and paint over othen 
entirely. 

As you hone your understanding of the system, you will revie 
a d  simplify your map, from the excruciatingly comt rendition that 
includes every special case and curiosity (and resembles an electrical 
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engineer's wiring diagxam), to a more operational map that highlights 
important channels and ignores special cases. 

Strive to simplify your map. Special casa always exist. Since Strive to dmp/lify 
you will never catalog them all, your excmcWngly correct map will Your mwe 

probably never be exactly comet, even if you make it your life's work. 
Your contribution wiU lie in showing othen, leu staepcd in the subsector 
than you, whem fundamental option3 and opportdtiu lie. Your final 
subsactor map should olanv9 the following masage to other interested 
partic9: I think the arc the important channels. They include the major 
ones operating today plus any smaller onea with clear poterrtial. These are 
the channels to watch. Examplea follow. 

1 



hr. Wsth only t h o  AIIIEtiw, thh is an u n 4 y  dmpb 
ryrtsm. Camqwatly, tho dmcmr map never wied much, aa you can ma by 
comparing Figww 3 and 6. It proved amy to keep rimple. 
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Silk. Iu, coutrm, the d k  rubrector map changed many times in a brief two= 
week period. (her the caure of the d y t i c a l  ebbs and flows, it ranged in aize 
anywhere fmm eight chrnnslr to W. h the field wrk ended, the investigator8 felt 
confident that five prhwipal Eh.nnalr summhd the e n m m  of the system. But at 
the eleventh hour, they dimwered a ah&, the ~ l o o m r ,  tbt did not even f i p m  
on theprsliminvy mrp. 

The final v d o n  of the rubrsctm nup, in H m  7, delinsotsr aix principd 
rupply c b I r .  k b e h ,  C h m d  1 includes the fhUy integrated hawahold 
produeen who apply the I o d  Tb.i markst for ceremonial silhvrvs using traditional 

Bun C h a d 2  mw mpmeats houmhohi producen who have begun to 
speciaIiza M yarn p d u c e n .  Nats that mme of them have begun to rear hybrid 
yellow rilhmnnr. They mll hrud-reeled yellow yam, which is ured am the 
horicontal, lor weft, weave by the htoy waaven. The howohold p d u c e n  mll 
their yam tbmgh a network of yam metcb ta  who deliver the home-reeled dk yam 
to the waving fbtoria. 

Cll~nablr 3 thmugh 5 reprerent the modern Thai silk industry, built up since 
World War I1 by Jim Thornpaon around the tourist a d  export marketu. Channel 5, 
the Jim Thornpaon counpaay, remPinr depicted ru bebre, a fully inteOrpted IargescPle 
pmducer withsits own in-baue rweuch W. The company uees the moat modem 
dkworm vuietier, reeling equipment, and handlcomr a d  server ru de fkto arbibr 
of quality mdds b r  Thai rilk. Ch.ansl4 ursr dmilpr techaology but operatea 
witb luge rwhg milb .ad q a m b  companiw involved in weaving. Channel3 
mvm tho Dlme market but though a mom heterngeneour network of s o d  reeling 
mills and r d  waving hotoriu. V i e  womn and d farmerr qeciaIiza in 
uppl* the white hybrid cocaoar that provide the raw materid b r  Channel 3. 

C b m 1 6 ,  the ~ 1 o o m r ,  import dl their rilk yam and export their 
umm cloth directly in an intsrnatiod rubcontracting arraagment that fiePturer no 
direct m I y  l i d  with the rsrt of the subrsctor. Nonetbeleu, the d y r t r  included 
them u part of the rubrsctor becuw they influence yam pricer and import quoha 
that govern competitivener of the other hrudlwrn ch~nwlo. 

Not until the ve y end of the atudy did Channel 6 come to the invertigatom' 
attention. Becam the parwsr1ooms operate only in Bnngkok, they were not vimble 
in the ~~ when the handloam indutry ope* and where the field work hed 
hcu8ed. 



FIGURE 7 
THE THAI SILK SUBSECTOR MAP 

T = Traditional Silkworms 
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The bmk 
subsoctw map can 
$ w e  8s 8 
found.tlon 
$upporlrng my 
number of 
uumtitativdJ 
embdlishments. 

Concepts 

In producing the subsector map, at a minimum you will gain a 
mugh notion of the relative importance of different channels. Fquently, 
you will find it necessary to quantifL more precisely by adding overlays 
to the plain map. In the same way that an overhead projector enables you 
to superimpose information onto a clean diagram, the basic subsector map 
can serve as a foundation supporting any number of quantitative 
embellishments. 
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Objectives 

Overlays summarize information in a way that is easy to 
understand. Although any data can be displayed as an overlay, they most 
commonly relate to size, income and its distribution, efficiency, leverage, 
and target pups.  

Most investigators need to consolidate what they know about the lnvestiiators need 
size of the subsector and the relative size of di&rent channels. Size to Consolidate 

overlays reveal wheze in the system small h s  are major players and what they knaw 
about the size of w h a e  they am only minor actors. W v e  sizes of cliff-t channels tho susecm,,r 

idartti@ the most widely used technologies and marketing outlets. This the size of 
knowledge is often helpful in targeting investigations and interventions and differrent channels. 
setting priorities. The most common measures of size include number of 
entuprisa, employment, volume of product, and sales d u e .  

Depending on the purpose of your review, you may want to 
includc other overlays as well. Basic financial budgets are extremely 
valuable for determining how much income is earned in the subsector and 
what share small enterprises receive. As a crude proxy for income, price 
margins have much to ncommard them. By simply comparing the cost 
of purchased inputs with the selling price of output, these price margins 
reveal how much of the find ccmsumer price is earned at each stage in the 
system. In marketing systems, cs@ally, these price margins are useful. 
for comparing the efficiency of diffixent channels and identifling which 
participants capture the bulk of the profits. 

From basic financial budgets, you will o h  find it helpfi-1 to A returns-to-labor 
calculate ntums to fvnily labor (See ApIvdix D). Returns to labor Ov~/*Yprovid@s 

memum how much mic~uenterppn'se workers can earn per day in va/u&/e clues 
about pam'c@mt al-itive activities. S h e  poor -15 have mainly their labor to sell, incmblrt nd 

income per day offen onc of the best available indimton of where their s~~~, , , , ,  dYnmiCS. 
i financ,hI *tiires lie. High returns oftea flag growing channels, while 

low returns @rd thm on. the wane. Caiscqllmtly, retuns to labor 
provide valuable clues about both @;i-pmt inantives and system 
dynamics. 

For desilping projects, special leverage-locating overlays can help 
idenlifu the highest-payoff points of intervention. For an example of these 
"gearing ratioa overlays, see the examples in Step 8. Other overlay 



candidates include inventmy holdings, technology, female participation 
mtes, and spatial distribution. 

But you need not feel constrained by convention. If something 
seems important for your study, by all means include it as an overlay. 

Once you have Once you have detemhed which overlays matter, you must 
detQrnu"d wh* collect sufficient data to quantify them. In some cases, secondary sources 
ovwl~ys mattw, 
you must colluct 

and technical manas will provide the data you require. In others, you 

suf/ioomt data to will. have to piece together the data yourself through field interviews. 
qumtify them, 

Gene~ally, it is prudent to avoid intensive data collection until you 
are reasonably confident that your latest iteration subsector map capturn 
most essential finn types and production/distribution channels. Atter you 
know what the universe of firms looks like, you will be able to seek data 
from each category of participant. You should not worry about scientific 
sampling methods. Just try to inkniew a cross section of representative 
f h s ,  Don't visit only the large businesses in the capital city. Don't 
visit only the small. 

Most important, don't forget the dis~butors and input suppliers. 
Since they operate at system nodes, where large  volume^ of a product 
pass through only a few hands, they offer a means of estimating sales and 
output volumes for large numbers of small firms in a singb visit. Often 
the distributors and input suppliers know most about the system and 
w h m  it is headed. 

How can you estimate income fiom suspicious, illiterate 
businesspeople who do not keep good records? Rather than asking about 
income directly, select a standard output - a square meter of silk cloth, 
for example. Then ask a Series of producers how much yam it requires. 
Ask others about yarn prices. Befm long, you will have a good feel for 
standard input-output ratios as well as prices. Putting the two together, 

I 
you can colrstruct sec~sible, standardized budgets for each category of 
pmicipant. I 



As a crude, second-best inemme indicator, price margins (sale price 
minw purchased input costs) have much to recommend them. They are . 
easy to obtain and b d l y  indicative of income spreads. 
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Examples 

Sord;pr  err. lhir i n v e r t i ~ n p d u c e d  a f\lll complement of overlayr: 
employment, entarprim rmmbsn, d e r ,  h e ,  economic efficiency, rural v e m  
dhtxibution of income, mle venw ferndo diotributibn of income, and efficiency in 
grain we by chnnael. Figm 8 teproducee a gender overlay for each channel. 

To quantiPy them overlap, the field interviewing lPrted two monthr. It 
hllowwl rtrrtified random ounplin~ promduma thot msuited in the mlection of two 
reprsrentrtive tawnr, twlo major viuqer, and two 8maU villager. In all, the 
investigabm i n t e n i d  both fietwy b m e r ,  both maltatan, a dozen lice& 
mhilbn .ad nvercrl hundred bauwhold bmwm and netailen. Data Pnolyrir requited 
another mvenl months. Most operational nludiw do not reqh'auch rigor. 

.. 
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FIGURE 8 
A GENDER OVERLAY FOR 

BOTSWANA'S SORGHUM BEER SUBSECTOR, 1982 
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Secondary sources 
proved extremely 
valuable h 
collecting d m .  

SOL. Overlays produced in this dudy include enterprim numben, sales, 
income, and returnr to labor. The baab rubator map in Figure 7 dirplays the 
atandad enteqrilb n u m b  a d  d m  overlayl. It a h  hludem a technology overlay 
indicating which variaty of rilhvrnn srrch participnnt mum. Another overlay, the 
returnr to labor overlay mpmducul in F i g u ~ ~  9, proved extremely valuable in 
aualyzhg rubrsctm dynamics, a8 vm will ree in continuing inntallmenu of the silk 

To collect the nscew~ry quautitptive data, investigators epent two weeks 
interviewing firms in the field. Withaut any ampling, they opportunistically eelecEed 
repmntative firnu using each &%rent technology. In all, hey interviewed mved  

Secondary soutces proved exlremoly valuable in this study. Technicai 
manuals on mriculture, project data from the pilot project, mveral ILO studies, and 
farm budget data fiom aa agricultural wivemity ofired ueeful data ar well M a 
m m u  of crosrchecking hut-output coefficient# (the yarnlcocoon and yarnlcloth 
mtioe, for example), income, and mturnr to l h r  crrlculsltiom. 

AAer the field interviewing, another two m b  with the secondary data and 
a qrs9daheet produced the mcaawy income budgeu. Because the final tabulatiom 
and recondary documenb revealed wide variation in two numben, mulberry yields 





Analytical hccdures: Step 7. Amlyre Dynamics 4 1 

Objectives 

This step is vital for moving from analysis to action. By 
understanding how the subsector is changing, you lean; where the 
opportunities and pittals lie. Further understanding of the forces driving 
this change often reveals the key opportunities for MSE growth. 

In analyzing subsector dynamics, you seek answers. to the 
following three questions: Which channels enjoy the most secure 
prospects for growth? What role can small enterprises play in those 
channels? How can you enhance their ability to participaF in the growing 
niches? 



ij! 
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Driving Forces and Constraints 

Answering these questions r e q W  understanding how the 
subsector is changing, and why change occurs. Among the forces 
affecting change, the following are often key: 

Market demand - population growth and changes in the 
larger economic environment (prices, wages, harvests, 
adjustment programs, and so on) can cause consumption 
patterns to change rapidly. 

Technological change - new machinery or know-how can 
greatly change production costs, making small firms more 
competitive - or driving them out of business. 

Profitability of merent niches - individual niches within 
the production system yield differing returns, providing 
incentives to change to the more profitable technologies, supply 
relationships, and levels of specialization. 

Risk - changes in demand, technology and profitability bring 
both opportunities and risks. The microentrepreneur must 
.balance rewards and risks in choosing which channels to 
operate in. 

Barriem to entry -- regulations (such as licensing and 
zoning), banking practices, lack of information, and collusio 
n can mtrict microenterprise growth opportunities. 

Large firrm behavior -- changes in the level or range of 
activity of a few large firms may dramatically affect the 
opportunities open to rnicroenterprises. 

Input supply - poor quality raw materials or unreliable 
supply s o w  can severely restrict the growth potential of 
firms. 

Policies - policies often discriminate against channels in 
which smaller-scale firms operate. 
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Procedures 

Although it is not possible to format rigidly the blend of analytical 
reasoning and judgment required to understand these dynamics, Step 7 
above offers a useful sequencing guide. 

The checklist in the box also furnishes a list of usual suspects to 
consider when reviewing driving forces and constraints. To summarize 
the forces affecting subsector dynamics, Figure 10 provides a format you 
may find helpful. The following case studies illustrate how you might 
identify opportunities for MSE growth as well as interventions that might 
accelerate that growth. 

subsector has ban the introduction and rapid expansion 

blwing output bu sbgmtcd o v d ,  output of bmvem using bade mnlt 
(Chonnsl2) ir growing at the sxpsnes of t b  wbo malt their own mrghum 
(Chumell). About25percsntao~pfbrtndsmrlt. 
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7 

Several forcse are driving thsse traada. First is new technology in 
malting and brewing. In the mid-1950s, 50 yam of msearch in South 
Africa and Zirnbobws, nsssnrchets !%st de(srmiaed how to btsw sorghum beer at 
firctory production d m .  S u d v e  ~ v a m e n t a  in sorghum malt fonn a 
central component of the scaled-up technology package. Second, aggmmive nsw 
corporate manags lwnched a wrccsseful expansion @pi in the 1970s that 
doubled Botswana's output of fhctory-bmmd sorghum beer within three years 
( I ~ r g a h  behavior). Third, rising urbrraizPtion aad employment opportunitiee 
for women have i n c d  the opportunity c a t  of home-brewing labor. This has 
diminished the profitability of horns brawiag, sspscivlly in urban preps where the 
bulk of population, income, and gmwth in sorghum beer domaad is occurring 
(profitability of diffsieat niches). Fourth, the colorful packaging of factory- 
brewed sorghum bmr, t o e  with mPrlretiag appeals Pimecl at the increasingly 
f luent young consumers, increases the prestige of htory-bmed sorghum beer 
(market demand). F i y ,  the traders who operote licensed sorghum bar outleta 
periodically use their iuflue~co to prevdot home retailer occese to fPctory brew 
(input-supply constraints, largefirm behavior). Although Botswana's legal texta 
explicitly exempt home retail= From licensing requirements for selling both 
home- and factory-brewed sorghum beer, the wedthy license holdem have 
succeeded in capturing 70-80 percent of the lucrative retailing of htory-brewed 
sorghum beer (policies). 

Several consequeaces have occompaaied this transformation. Ernploy- 
nmt  in the sorghum beer s u b t o r  ham Wen 30 percent. National earnings from 
sorghum beer have declined by 5 percent because of partial hmign ownership and 
the higher import content of factory-brewed sorghum beer. Income distribution 
hoe wonrend considerably, with factory brswing transferring ePrnings fiom poor 
aad middle income group to the very wealthy, from women to men, and from 
nvoltOUrbPDarea8. 

Prospects for home brmvsra center m u d  two options. First, iastssd of 
biuwing hmselvee, they can shift to home retailing of Factory-brewed sorghum 
beer (Channel 3). Second, they cm switch to home bmving with trade malt 
(Channel 2). Bemuse of the higher quality of trade malt, this duceu their grain 
fequiremnb by 40 percart, tbenby lowering production cost aad raising profits. 
At the suns time, trade malt improvm bmw consistency md hence 
compet i t i~a l~ .  

The shift to home retailing of ktory-brewed sorghum bmr (Channel 3) 
will cercninly require policy change. Sombone will have to prevent council 
l i d g  officers From minrsltaaly blocking home ratailor rcccrsre to &tory-brewed 
mrghum beer. Although tbe axpamim of tnde molt (Chum1 2) hao moved 
rapidly on its own, it m y  be possible to rccelente its s p d  through rdvertieing, 
extension work, .ad demonsbrrtim. 
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Thriailktotwriebd 

into the finmodlo futurs. Houdwldm in C h a d  2, which supply the 
brhmtal, waft yun to frctory wavem, ma expect to grow in t.ndem, 

Dsmsnd for d i f k e d  qunlitia of silk cloth drive thsse n d i d y  diffbrsat 
growth pmp& rcroer cham&. D e d  for cammid silk ir stagnant. In 
stark contra&, clamnnd for 'Fhni silk seema secura. Declining exporta 
fiom Japan, combined with Qinr'e inability to fill the gap, have resulted in 
robust prwpscte fix otbet supplying coualisr. 

To participate in the growing m~meats of the silk market, nual 
bousebold producers must shift out of Channel 1 Pad into the channole supplying 
modem Tbni silk. 

Where they move depends on whom incentives match opportunities. 
Reviewing driving hrca and cmslmhts (Figure 11) suggests three options: 

(a) Small prodwen would prefer to wok an employees or contract 
weavm for the large weaving mills. Them, they can earn 120 bnht per &y. But 
this opportuuity ie olvaikble only to tboee fortunate emough to live within a 15- 
kilo- mdiw of the village of PPltton Chni, where all of tbe lrrge weaving 
mills are located. Tds exhume corrccartntioa rseulb fiom a long weaving 
tdtim in the uu rdfbmd by Jim Tbompsan's locatioa of hir production 
ficilitytham, Beu~hesetuqurlitystrndudeintbuwemvingindutryand 
b a a m  nmny of the ;,caving fictoiicm are s p b f f i  opented by his fwmw 
employ-, vircurlly dl oQerrte in cloee proximity. Gnnvth pmpecb am 
oxdat ,  but tbey will occur without intervention d d y  to d h b  of PIlLtoa 

(b) Household pmducum am supply white coaxma to s d  reeliug adla. 
TbPt is, they cm shift to Cbrnwl3. This yieldr high ratunu becaw the hybrid 
silkworm am m productive and the egg&& are heavily aubsidic#l by 
govemmsmt. But thb nicb  is currsatly the riskisst oas br a d  pducsn.  
Demrnd for white amom miss dmuticrlly fiam yau to ysu m yun import 
quotu l e d  to gymting demrad for l d y  reeled white yam. Also, the 
DcputumE of Agricultunl Extsosioa @OAE) wmt supply the long writing 
lieb of villagem wiahiag to buy white hybrid eggsbes(s. Subaidisr reduce DOAE 
rweaua and limit the output DOAE cm produce. S U c m  likewim diecomp 
privmte sscOor supply of eggthe&. Avrilrbility of mulbarry Iemvw fivther 
txmdfha p*tim. 
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- 

(c) Houeshold pmducsrs can spscidia as suppliers of yellow weft yam. 
By operotin0 in ChPnnel2, they cm 14 yam to h b  who, in turn, deliver 
i t t o t h e v w ~ v i n g ~ e o i n Q l n n s l e  3-5foruos9eweftyatn. Thedemand for 
weft yarn is gmwhg in tvYlwr with arrpnnaion in Channel 3-5 output. 
comquently, thie niche essnm mod aecwu for village p r o d m .  

Adoption of impmved rssliPg and rsuing technology oppe~rs newssary 
to make this optioa finracially at!mdve. An Pigum 9 indicatm, hand meling a d  
tnditiannl e i h m m a  yield mluma of oaly 9 baht per day, whersur yellow hybrid 
tdkwonm and impmved rssling equipment will inmaso that by 6096, to 15 baht 
per dry. AB with white hybrids, sccssr to eggsbsete d mulberry wmtrPins 
w o r n  who wish to move to the highe~raturn segmaat of thie channel. 

To fircilitate the born prod- move to CbPnnel2 or 3 ~~ support 
i3 thrw a r u ~ :  improviug eggsbed supply, incmiog mulberry output, and 
improved teslipg techwlogy. 
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Concepts 

Leveraged interventions are those that influence large numbers of 
small firms at a single stroke. They are more likely to be cost-effective 
than onmn-one assistance delivered to individual MSEa. Leveraged 
interventions, because they affect many firms at once, simultaneously 
multiply benefits and reduce per-firm contact costs. 

Procedures 

To identify sources of leverage, look for one of three key 
ingredients: system nodes, gwgraphic clustering, or policy constraints. 

System nodes are points where large volumes of product pass 
through the hands of only a few actors. Often, input suppliers and output 
distributors function as system nodes. You can most easily identify them 
by calculating "gearing ratios" at transaction poinis in each channel. You 
can calculate these ratios simply by dividing the number of smaller 
enterprises by the number of larger intermediaries. Figures 12 and 13 
provide examples of gearing ratio overlays. 

Levwa~ed 
interventions are 
those that 
influence large 
numbers of small 
firms at a sin018 
stroke. 

To Identify sources 
of kvwa~a,  look 
fw one of thrw 
key in~rd id~~ ts :  
system nodes, 
g@Oorm;c 
clustering, or 
policy constraints. 

C1 Jstaing, where it occurs, offers the oppordhity to reach dozens 
or even hundreds of small f h s  in a single visit. For a vari.,ty of 
ruwwrs, mi- and small-scale enterprises ficqucntly cluster together. 
They cluster to ensure access to key inputs and market output, or because 
of zoning regulations, ethnic segregation, or historical happenstance. 
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Policies serve as 
the most powedul 
lever of ell. 

Finally, policies serve as the most powerful lever of all. Since 
policies affect thousands of small h s ,  any intervention that brings about 
policy reform will influence multitudes of MSEs, literally at the stroke of 
a pen. Of course, policy reform is usually the most difficult of all 
interventions to achieve. Yet given the regular policy discrimination 
against MSEs, the payoffs to policy dialogue are potentially enormous. 

Examples 

S-hm Beer. This subsector offers three sourcee of leverage. One 
d t e  h m  policy leverage and the other two h m  large-h intermediarim 
@g at system no&. 

Firet, the sorghum beer ratoiling legislation affects 2,400 horn ratailere 
in Chamel 3. It potsatially atk te  many mom who would like to switch h m  
bomb brewing to retailing of factory brew but annot becaw council licensing 
officsee prevcat them by misinterpmting the sorghum besr W a h g  law. aivea 
the single law that affects m m y  biswers, €hie lever offers a ratio of at 
lust 2,400:l. Second, the country'e two tnde mnlhtem mU impmved malt to 
16,000 bomb brewen in Chnnnsl 2, rseulting in a gauing mtio of 8,O;K):l. 
Third, back in Chnnwl 3, the two hctary breweries deliver sorghum beer to 
2,400 WWS, 8 gsuing ntio of 1,200: 1. 

J 
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A GEARING RATIO OVERLAY FOR 

BOTSWANA'S SORGHUM BEER SUBSECTOR, 1982 

Village and Adult Consumers 

Channel 1 Channel 2 

Fully Integrated 
Home Brewing 

Fully Integrated 
Home Brewers 

Legend F] 

Urban and Youth Markets a 
channel 3 

Homo Brewing with Factory Brewing with 
Trsde Malt , , Home Re ta in  , Factory bewing with 

Bar Retailing 

Ucensed Sorohum 
Beer Bars 

N = 160 

N = 16,000 
Home Retailers 

N = 2,400 

"Trade Maltw 
- I I 

Home Brewers Using 

Factory Produced I 'Trade Maltw I 

I I 
1,200: 1 

1 

"Municipal Maltw 



52 r lual for Subseaor Prauitionm 

Silk. Four levera am available hr m d h g  large numbw of huehold 
bueirusrue. One rc;rulb from geographic cluetsring, two fiom l u g a h  
intsrmsdiuisropsrrSing8try&smnodsr,odoasfiompolicymCibnn. 

h h l y  0ffbr 8 l d a l  a 4,000 b~ussbolde 
coavam to procure eggeke& d to sdl thsit cocooos in Chamdo 2 and 3. 
With oight &ly pointr a r t i d & ,  thb d b  in r g&g ratio of 500: 1. 
Sscoad, 100 yam m d u a b  buy yun fiom 65,000 houesbolda in ~ C h d  2, 
themby linking tbem to hctory wavm in Clwmb 3-5. W dlaumbars  
fimnd .cbi~Ul 8 d o  of 650:l. 'Ihird, the w X h & 3 l y  2,400 
houcbold aubcoatnct m v m  in (3unnal. 4 md 5 cm be mcbd through their 
20 0- 8 & l d 0  of 120:l. Fhdy, lWl lDVd of \9- 
wrbsidea o f k s  pmwpecce for incmning egphee4 rvrilobility to mrny t b r x d  
of boursbolde tht .mMt pawlfly proCVb them. The potatid gearing ntio 
berswouldliltslysxcssd400:l. 



FIGURE 13 
A GEARING RATIO OVERLAY FOR 
THE THAI SILK SUBSECTOR MAP 
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Objectives 

Of the opportunities for intervention in your subsector, which 
offer prospects for leveraged delivery? Which offer prospects for 
reaching the largest number of small firms? 

Procedures 

TO determrie To find out, simply explore the convergence between the 
which *tevventiOn opportunities for intervation and the available leverage (Figure 14). In 
offers prospects 
for leveregad 

most subsectors studied to date, the two converge. 

delivery, explore 
the convetvence But sometimes they do not. About 20 percent of all subsector 
betwam the studies fhil to locate c o n ~ . c e  m e e n  opportunities and leverage. In 
opportunities for some cases, no interventions scem appmprhte. So if you are unable to 
intervantion and identifv any opportunities for leveraged intervention, the most probable 
the eva17able cause will be an absena of any sensible intervention. Thm is no shame 
levwsge. in this. Knowing where not to intervene repments valuable information. 

It will spare you costly failures. It allows you to reorient YOUP efforts to 
other subsectors or locations whem you can achieve high payoffs with 
your project mum%. 



DIAGNOSTIC. PROCEDURES 
FOR IDENTFYING LE'VEMGED SUBSECTOR INVERVENTIONS 

- 

Undemtand Dpunia  (Step 7) 

LIswwma 
a. market demand 
b. ~ l o g 3 c a I  change 
c. changing pmfbbility 
d.; iisk 
e. bartien to entry 
f. large-firm behavior 
g* :.a supply 
h. policies 

E % p b m C ~ m d c D p p o r t m n i ~ f o r  
rn-h (Step 9) 

3. 
z thriving niches 
b. wdag chmnels 
c. -ties fir MSE 
d. opportunities fir intawendon 

4- - 
a. system nodm 
b. pgraphic clustering 
c. policies 



axpedal disbibutiaa of trsde mait, converged with oppodmitice for I c N ~ .  
T o a u n u l b b o m e ~ s o ~ t o f a c t o r y ~ ~ u m b s s s , ~ o f  
mtdhg legidation mquku &ow. Aa the wcab rchulty uahlcbd, discussion 
with the Attomey &amd't~ office resulted in a Idtar under hh signatum being 
scat to the ofbding cwncils. It su#.nedsd in cudding hammmmt of home 
raclilsre 86bg ~ - b l u w a i  sorghum beef. 

Exprndad distributioaof tnde rmlt o f h  pmpeda ibr workiag through 
the exiBting two rmltsters to rsrcb 40,000 proepsctive naw cuatombia in 
ch.clMt 1. In this am, intawcam encouraged the aulhtars to ues tbeir dea 
forts to promote bade d t  more aggmaively. So l o q  aa competition kaqe the 
price of d t  fair, ex- sala will bef i t  both tha wmpaay and the horn 
brmvers. Givm the very d numbere here, only hw trade d t e t e ~ ,  and the 
conssqusnt m t y  for collusion, intameam will need to monitor malt p r i a  
d home bmvar budgeta to ensure that both padm gain fiom the tmmction. 
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Silk. Toex~bombprod~~dty~rnenlsaiaChnnnel2requinethrse 
intsrvontianrr: (a) i n c d g  the supply of ydow hybrid eggahaate, (b) inawing 
mulberry output, and (c) ~ s d  reeling t&aology to o v ~ m e  a production 
bottleneck and improve rstume. Lmrmge is rvdable in dl thrss iostpaces. 

(a) To incrsrure the supply of ydow eggsheets, ramoval of the cumat 
5Oqmcmt subeidy seems most important. Project abrff need to lobby for subsidy 
rsmovrl, 8 c h i c  applicatim of policy l w m p .  

(b) To oxpsnd d b m y  output, pmj& staff might consider working with 
dwradcomm6icidhrmbnrtotnintbsmingnttingtcchniquss. The 
n d w  rod commnd hmra cwld cha pqmpta and distribute hybrid 
dbwry ,  d i n g  their g d b g  mrvices directly ir. hnmr fields. Note that this 
eoum of l d ~ m g e  emrgd from d h m w i c ~ ~  with project staff rather than from 
gcuingdoeintbesukbctornmp. ~ i s ~ m o s t n u r s s r i s s d o n o t  
~t lypsr fonnth is~~~barce&wtyat rppsuonthesubeectormrp.  

(c) hnpved d i n g  will r#luire investigation of technological option8 
pad jmr&p~ rsssuch and development. A better d e r  tbat will benefit saved 
h m d d  tbousrnd h o ~ l d a  o h  pmpcts for considerable Iwmage. 

Atlor p j &  staff idratify a p m f d  technology, or a m g e  of options, 
they mad diem- it to home pmducsrs. For bousaholda d g  ydow 
hybridr sithvorme, project sbff cm 2,000 pnxiucm by giving 
dsmoartrrtianr at tbe eight membly point8 where they coavew to collect 
eggdm#a. For lmmholdr tbt still rau tnditioad vuietiw of tilkumm, yun 
mnhnta o* the l o w w t a  coabct point. Siace yun output and qurlity 
dspsad oe d i n g ,  tbe yun mmhmb h v e  r finracial interuet in extemding more 
productive tachnology to the villrgsn fiom whom b y  buy yua. R.rJlru they 
vinit tbsir applying v i l m  rsgutrly rad becum they know intimately tbe 
dstsrmiaPlb of yun qurlity, they ua wall p o a i t i d  to serve as psrwurive, low- 
cort di8tribut4na of my naw lwling trrchnnlogy, 

Nab tbt lwmge mry be rvaihble but not opsnt iody umW. The 
luge waving firm dmctm ir r curs in point. Although puant weaving mill8 
a0 arhrsrchth3ir 120subcontnctwC8~~atlowcort, tbsubcoatnctom 
r p p s u t o b e ~ v i a g d b c l \ u b ~ f i o m t b e i r p . l a n t f i r r r m d & a o t  
~ o u b i d s ~  



SECTION 

FROM ANALYSIS TO ACTION 

The beat way of translating analysis to action is to insist that a 
potential implementer perform the subsector analysis. Although 
consultants and academics can produce camfirl, insighthl studies, 
experience suggests they are less likely to generate action. When the field 
staff of implementing organizations participate in these studies, they 
generate institutional enthusiasm for follow-up action. Whether they are 
NGOs, business groups, or local government agencies, these organizations 
normally participate in the first place because they seek opportunities to 
assist MSEs. Because the analysis is their own, they believe in it. They 
also make key contacts with subsector participants, contacts that help them 
launch and monitor interventions. 

A typical subsector study will identify a range of potential 
interventions. Yet a single organization may not feel equipped to act on 
all of them. 

Don't feel you have to act on all of the opportunities identified. 
Some may fit more clearly within your institutional mandate thar. others. 
In the Thai silk subsector, for example, many NGOs would rather promote 
improved reeling equipment or hybrid mulberry than lobby for policy 
reform. Other organhtions, in this case the ILO and FAO, may step in 
to promote the policy options. Subsdctor analysis provides a g a d  
kamework for orienting a broad range of potential intervenors. 

Differerrt target groups and institutional priorities may lead two 
organizations to respond differently to the same subs4ctor analysis. In the 
Thai silk example, the strong equity orientation of CARE automatically 
directed its attention to opportunities for poor village households. But 

The best way of 
translating analyw's 
to action is to 
insist that a 
potential 
imptementer 
peHorm the 
subsector analysis. 
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other organizations might choose to concentrate on the larger, better-off, 
largely male contract fanners who hce many of the same mulberry and 
eggsheet constraints as the small-scale, female village producers. 

Subsector analysis does not require a Master's degree in economics 
or business administration. It req- conlmon sense, rapport with MSE 
opemtors, and the ability to reason analytically. Generalists and 
technology specialists alike - certainly your c m t  project managers - 
can all aspire to subsector analysis. 

Because subsector analysis looh at the broad system within which 
MSEs operate, it required that you draw infonnatiwn from sources your 
staff may not be used to accessing - n~acroeconomic data, large firms, 
and policy-making bodies. Atthough some staff members will feel 
confident plunging in with only the aid of this manual and examples fiam 
other case studies, others will want training. A threeday training seminar 
followed by field trials will normally suffice. 

~ O S O P H Y  AND LEVERAGE 

Leveraged interventions make some MSE professionals feel 
uneasy, for leverage hquently r e q h  indirect internention. Although 
gmgraphic clustering allows faa-to-fkcc delivery of assistan= to small 
firms, the other two sources of leverage - policies and system nodes - 
do not qu i re  direct contact. Instead, they entail intervening on behalf 
of MSEs by working with other participants, u p  or down-stream in the 
subscctor. These intermediaria then transmit inputs, prices, information 
or technology to the targeted MSEs. 

But if you aim to help the very poor, is it legitimate to assist them 
indirectly? Without looking them in the eye, how can you be sun the 
MSEs will enjoy the benefits you intend for them? Many MSE 
professionals share this concern. 
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- Since staff motivation is key to the success of any inmention, 
implementing agencies must decide up h n ~ t  if leveraged interventions are 
consistent with their institutional mandate. Of course, monitoring and 
evaluation systems can be Wgned to verify that the intended MSE 
beneficiaries actually benefit from indirect interventions. 

But ultimately, the most powerful iugument for leverage is the 7he vritue of 
obsavation that if you really wish to help tbe poor, surely it is bettez to "v*ra~e is that# 

help hundreds and thousands rather than only handfuls. Because one-on- within the confrires 
of inevitably one extension lo MSE is so costly, to insist on it is to limit project iimittddpIO18Ct 

merage drastically. The Ihc of leverage is that, within the confines budoe& it sniva 
of inevitably fimited pmject budgets, it strives to deliver maximum to d&er 
b e f i t s  to target MSm. msxhum benefits 

to tar#et MSEs. 
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1 

SUBSECTOR MAPPING C O W V E ~ O N S  

Why? 

At the hcart of subsector analysis lies !!he subsector map. The rnqp summarizes 
schematically the larger system Vr"idda which micro- and small-sale enterprises 
operate. It p a i d e s  a fiamework for summarizing what you h o w  about a partic~llar subsector, 
for organizing data and thinking, and for focusing discussion. 

For clarity of exposition, and to ensum that discussions focus on substance rather than 
form, standardhi mapping practices are requid. The generic subsector map discussed as 
Figure 1 in Section 'l'wo (repeat& here as Figure A-1) summarizes current mapping conventions. 

The Plain Vanilla Map 

The subsector map lists functions vettically along the left-hand side, starting with raw 
materials at the bottom and ending with final consumers at the top. When quality differences 
l a d  to segmented output markets, the map lists the various final markets across the top of the 
map. The functions and markets form a grid onto which you map the subsector participants. 

Rectan~flea represent the puticipant firm types. The height of the box indicates how 
many W m s  the finn performs in-house. Its width nom1ly hrlicatcs the relative size of that 
category of fiml, with product volume or numbers of k n a  as bI"zesua1 mcasure of size. 

Arrows describe the product flows between par f i~ i~nts .  Solid arrows represent market 
sales, while dashed lines indicate contm.ct sales. 

In many subsectors, geographic locations semc as assembly points where hun- or 
even thousands of firms may gathcr to procure inputs or market output. Since these assembly 
points offa an important source of ieverage, the map p i c t m  them graphically, using a large 
dot - a point - to npnsart the assembly point visually. 

i 

Overlays 

The plain, unadorned map saves as a base on which you can superimpose a wide m y  
of information to help M b e  the differences among subsector supply channels. 



These overlays require symbols that effectively identify the data you are superimposing 
on the map. For number of firms (XU), sales (S), volume of output 0, and employment (L), 
simple letters suffice. Gearing ratios and others may require symbols as described in Figure 1. 
For other overlays, not designated in Figure 1, feel free to adopt any coding system that you feel 
clearly expmses the information you wish to convey. 
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WORKSHEET 1 

Note: Data will ~~)mul Iy  be rvriLble for only r fm of these cohmm. 
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WORKSHEET 2 

IN'IUVIEW GUIDE FOR DISCUSSIONS WITH SUBSECTOR PARTICIPANTS 

A. Corn Questions 

1. Where do you obtain your raw materials? 

2. To whom do you sell your output? 

3. a. What technology do you use? 

b. What alkmatives exist? 

c. Why do you use this one? 

4. What major changes have occurred in this business since you began? 

B. Useful Additional Questions 

5. What price do you normally charge tbr your principal output? 

6. Can you suggest other informants who know this system well? 

C. Overlays, if anticipated in Step 6 

7. Labor time per unit of output 

8. Raw mated use and cost per unit of output 

9. Investment costs 

Easiest 

4 

Harder 
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GLOSSARY OF TERMS 

Channek a vertical supply chain " 7 f h s  that transform raw materials and deliver them 
to cornsurners in the fonf gods. 

Envirolmment. the regulations, informal rules, and support organizations that influence business 
opportunities, incentives, and actions. 

Fhdon:  one step in a supply channel, one step in the sequence of transformations necessary 
to translate raw materials into finished products in the hands of consumers. The 
transformations may include transport, processing, packaging, assembly, or distribution. 

Gerulnff, ratio: the average number of participants in one function purchasing inpuB from each 
.inn in the Pun~tion immediately beneath it. You can calculate gearing ratios from an 
enterprise numbers overlay simply by dividing N, by N2. 

Industry: a collection of firms performing the same function. The automobile industry 
produces cars, while the steel industry produces steel. The weaving industry produces 
cloth, while the spinning and reeling industries produce yarn. A vertical collection of 
industries, together with the transport, financial, and distribution services that tie them 
together, form a subsector. 

Leverage: the ability to reach large numbers of micro-and small-scale enterprises at a single 
stroke. You can achieve leverage in three ways: (a) through large firms that supply 
inputs or rnarkiet output to many small firms; (b) geographic clustering, which allows you 
to contact numwus small firms at a single location; and (c) policies that influence a 
multitude of small bu~inascs at the stroke of a pen. 

Leveraged inhvcntion: a pmmotional activity that affects large numbers of small firms 
simulQneously. Leveraged interventions involve (a) working through large-firm 
intamdkies, (b) delivering services to geographically clustered finns, or (c) policy 
Ieform. 

No& a point in a production/distribution system where a large volume of praluct passes 
through only a few hands. A node is like a funnel. High gearing ratios often idurtify 
system nodes. 

Overlay: inf-on supcrimpod onto a basic subsector map to describe diffcrcnces among 
pmticipts and channels. Common overlays include enterprise numbers (N), 
employment (L), product volume 0, sales (S), or income (Y). 



Plutkiprmt: a household or firm performing one or more functions in a productionldistribvtion 
system. 

Returns to Labor: income per fixed amount of times in a gi~en task. This term is also 
discussed in Appendix D. 

Sector: . one of nine categories of economic activity defined by the International Standard 
Industrial Classification (ISIC) of the United Nations. Agencies producing national 
income or employment data normally disaggregate their results by sector. Sometimes, 
they consolidate the nine sectors into three: primary (agriculture and mining); secondary 
(manuhcturing, utilities, and construction); and tertiary (commerce, transport, services, 
and government). In any case, sectors simply classify activity by type; they do not 
deacribe intemlationships among activities. 

Subsector= a network of related h s  that transform raw materials into finished products and 
transmit them through vertical supply channels to finat consumers. A subsector normally 
includes a series of vertically related industries together with segments of the transport, 
service and commercial sectors that link them together. Subsectors revolve around either 
a common output matla% or a common raw material. MSE subsectors are usually 
defined fnom the top down, as the constellation of h s  supplying a single or closely 
related set of final output markets. In conhrast, agricultural commodity subsectors are 
defined from the bottom up. They include the set of vertical transformations emanating 
from a single agricultural raw material. 

Subaector map: a schematic diagram that describes the product flows and conrtractual 
relationships among h s  in a subsector. It d&bes a of alternate supply 
channels that compete to supply the same final market. In the case of agricultural 
commodity subsectors, the map shows the alternate supply channels through which a 
single fgnn commodity is transformed and delivered to consumers in the form of finished 
goods. 

Systan notk see node. 
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Brewing: production of an alcoholic beverage from grain. Barley, sorghum, millet, 
maize, rice - or any other grain - can be brewed to produce alcohol. Brewing 
involves three steps: (a) the grain is cooked to release its starches into solution, 
(b) malt b m b  down the grain starches into sugars, and (c) yeast transforms the 
sugars into alcohol. 

Malt: grain that has been waked in water and allowed to germinate for 12-48 hours, 
then dried and milled. Looks like very coarse, whole-grain flour. Germination 
produces enzymes, not present in the original grain, that break down staches into 

Malting: the process of producing malt fiom grain. Although any grain can be malted, 
Western bpewers prefer to malt barley while African home brewers malt sorghum 

M i l k  beer: beer produced from malted millet and millet grain. 

Shehen: a home retailing establishment selling sorghum beer and other beverages. 

Skcbren queen: a woman retailing sorghum beer or other beverages fiom h a  home. 

Ssirghum beer: beer produced from malted sorghum. Brewers combine the malted 
sorghum with unmalted maize, sorghum or millet. The unmalted grain is the 
source of grain starches on which the sorghum malt acts to produce sugars and 
subsequently alcohol. 

Yeast: microorganisms that feed on sugars and in so doing produce alcohol and carbon 
dioxide. The carbon dioxide produces the fizziness of sorghum beer. Home 
brewers rely on wild y a t s  present in sorghum grain. In contrast, factory 
bmven add pure strains of laboratory-produced yeast. 
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Cocoons: fibrous shell of silk yarn that silk worms spin at the end of their life cycle. A 
casoon consists of a single strand of unbroken silk thread wound round and round 
the silkworm. Native silkworms produce a sir~gle strand of thread 300 meters 
long, while the much larger white hybrids praiuce a thread 1,000 meters long. 

Mulberry: tree whose leaves me the sole food of the; silkworm. 

Rearing: raising silkworms. ][Involvves allowing eggs to hatch into silkworms. Fed on 
finely chopped mulberry leaves, the sillworms grow, and after about 20 days they 
spin cocoons. If allowed to mature further, tho worm would transform itself into 
a moth, hatch, and lay eggs to start the life cycrle once again. 

1 Reeling: unwinding silkworm cocoons to produce silk yarn. Yam combines the 7-20 
individual stmds of silk thread fiom 7-20 coccnns. 

' Silkwom: small wonn, native: to China, that spins a cocoon of silk thread. It eats 
mulberry leaves as its salle food. 

Warp yarn: the vertical strands of yarn that run the full length of a bolt of fabric. 

Weir yam: the: horizontal strands of yam that run the width of the silk cloth. 
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TECHNICAL POINTERS 

Consumption Data as a Widow onto Size and Dynamim 

Market dm. You will normally find it difficult to estimate total MSE sales by 
aggregating up from a multitude of individual small businesses. Not only do they maintain 
sketchy records, they often op- seasonally or part-time. 

Consumption data, when av~ilable, can help determine the magnitude of specific MSE 
markets. Government statistics offices and central banks are the agacies that most frequently 
collect these data, often as part of their responsibility for tracking changes in prices of a standard 
basket of consumer goods. You may find these studies r e f d  to as consumption surveys, 
studies of household budgets, or howhold expenditure. 

Using an example from Lesotho, Table D-1 illustrates how to estimate market size fiom 
consumption data. Note that this method allows you to estimate the size of regional or national 
markets simply by knowing population size and average expenditure p person. In the m e  
way, data normally allow you to diffhntiate between rural and urban mas,  .since data 
collection agencies usually distinguish between the two. 

In the field, practitioners have used consumption data to estimate MSE sates in a variety 
of subsectom. Examples inc1.i used clothing and banana wine in Rwanda, and construction 
materials, ccmsteucticm services, cloth, and knit garments in Lesotho. 

Of cowse, household expenditures only enable you to estimate the value of domestic 
demand. For MSEs oriented toward the export market, you will need to turn to trade statistics 
or major export agencies. 

Growth m. Consumption data also indicate which domestic markets are likely 
to grow most apidly. The key is to compare diff&rences in consumption betwan rich and poor 
houeholb. This comparisotl indicates how households spend additional income, as their 
earnings grow. 

Table D-2 illustrates how you can estimate what households wiU p h a s e  as their income 
grows. It continues :vith the Iaotho example, in which a team of subscctor investigators was 
intemtcd in camparing potential growth in three anas: (1) knit and cloth garments, (2) leather 
f m ,  and (3) construction rmteripls and services. The calculations in Tablc D-2 suggest 
that con-011 cxpcndituns will grow most rapidly in the fibre, while leatha footwear will 
gmw most slowly. Howholds will spend 13.9 percent of additional income on construction 



TABLE D-1 

ES3.TINC3 SALES VALUE 
FROM HOUSEHOLD CONSUMPTION STUDIES' 

'Howehold consumption studies arc sometimes called "household budget" or "houa:hold 
q wliture" smeys.  

'The d o t i  is the naticmal a ~ n c y  of Lesotho. One moloti equals approximately cne 
U.S. dollar. " u Column 1 x 12 months x 40,000 households. 

Estimated Salezr 
Value in a 

Region with 
40 ,m 

Households 
(million moloti 
Per year)" 

Expendim ca~e%or~ 

I 

Food and beverages 71 37.8 % 34.1 

Clothing & footwear 33 ' 17.6 15.8 

Garments, cloth & knit (17.9) (9.5) (8.6) 

Footwear (9.2) (4.9) (4.4) 

Rent, fuel and power 11 5.6 5.3 

Furniture and howiiold 23 12.2 11.0 

Medical 3 1.6 1.4 ' 

Transport and communication 10 5.3 4.8 

Education and remation 7 3.7 3.4. 

Mi-s 30' 16 14.4 

@ Building materials (12.2) (6.3) (5-9) 

C011stnlcti01~ services (7.9) (4.2) (3.8) 

Total 188 100.0% 90.2 

I 

Household Consumpti~n Data, 
Lesotho 1986 

Cash Expendi- 
ture per Hou* 
hold per Month 
(rnoloti/mornth)" 

Average Budget 
Share 

(F=t)  



TABLE D-2 

I'RQJJEIXNG GROWTH IN LaCAL DEMAND 
FItOM HOUSEHOLD CONSUMPTION SURVEYS 

Expenditure (-gory 

Food and beverages 

Clothing & footwear 

Garments, cloth & knit 

Rent, fm and power 

Furniture and houfehold 

Transport and conrmunicatim 

Eciucation and recreation 

Building materials 

corrstnlction SCNiccs 

'Calculated as (Exp[rich] - Exp[poor])/~otexp[rich] - ' 'otrzxp[poor]). Consider food and 
beverages as an example: (161 - 43)/(624 - 88) = 22.0%. 



materials (8.4 percent) and services (5.5 percent), but only 4.2 percent on leather footwear. Of 
course, the raw data could have been disaggregated differently for those interested in other 
activities. 

Given estimates of income growth, you can use these data to project the absolute amount 
of sales growth in each domestic market. For example, if national household income of $100 
million dollars grows at 5 percent, demand for construction materials will increase by 
approximately $420,000 (100 x .05 x .084). 

Calculating Returns to Labor 

Poor people have only their labor to sell. So returns to labor is the key indicator of 
w h m  their be% opportursitiea and incentives lie. 

The silk discussion in Step 7, together with Figure 9, described how you can use returns 
to labor in projecting subst ctor dynamics. 

The following formula allows you td calculate returns to labor. 

Note that depreciation of fixed assets are extxemely small in most MSEs. And rental cost 
of land applies primarily to agribusiness operations such as silk where land must be taken out 
of other crops to support a ncx!;o;arm processing activity. 

Like wage rates, returns to labor are given in currency per unit of time - for eumpie, 
dollars per day, pesos per month, or rupees per year. 

Wage rates register what the market pays hired workers - the 15-20 percent of M(SE 
workers who receive a cash wage. Whatever projects you undertake, you wil l  benefit from 
beeping closely abreast of wage rates - in agriculture, for men and women, and in a range of 
common non- activitiw. 



Thm are a number of other ways to examine the profitability of different firms and 
functions. For more information, see Malcolm Harper, ConsuZf~~cy for Small Business 
(London: Intermediate Technology Publications). 

The subsector map synthesizes your understanding of a particular subsector and the way 
micruenterrI:~ fit into it. So preparing a clear, simple subsector map is your best tool for 
conveying your understanding to others. The map provea invaluable for focusing preseatations 
and discussions. In many cases a clean, clear map, verbal discussions, and perhaps a few tables 
wil l  be sufficient for your agency's needs. 

In other instances, you will want a writ!en report to summarize your findings, recording 
them and making them available to others. Many formats can be effective in doing this. In 
cases in which you have difficulty getting started, you may wish to consider the sample format 
offered below. 

A SAMPLE SUBSECTOR ]REFGI?T 

I. Rationale for Investigation 

11. Marketa and Consumer Demand 

m. s m m ~  of the S U ~ I ~ C ~ ~ P  

A. The subsector map 

B. Technology 

C. Alternate supply channels 

N. Dynamics 

A. Driving forces 

B. Ascendant channels 

C. -ties for micnmterprise growth 

V. oppommitiu for Intervention 

A. Unblocking growth potential ' . 

B. Sources of leverage 
C. Lmerageh intenreations 


