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DIGESTYC
DIPLAN
DIPRONA
DRAM
DR-CAFTA

ECA

and the Caribbean

Foreign Trade Administration

Danish International Development Agency
Department of Geographic, Strategic and Risk
Management Information

Department of Statistics and Censuses (El Salvador)
Department of Education Planning of Guatemala
Nature Protection Division of Guatemala

Dynamic Random Access Memory

The Dominican Republic —Central America— United States
Free Trade Agreement

Costa Rican Accreditation Entity
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ECLAC
EMA
ENCA
EPA
FAMPE

FAO

FDI

FEPADE
FINEP
FONDEPRO
FSC

FSG

FUNDE
FUNDEMAS
FUSADES
GATT

GDr

GIZ
GREMIAGRO

GSP
HACCP
HDI
ICCO

ICDF
ICT
ICTA

IDB

IFAD

IICA

INAB

INE
INFOPESCA

INSAFORP
INTECAP

Economic Commission for Latin America and the Caribbean
Mexican Accreditation Entity

Central National School of Agriculture (Guatemala)
Environmental Protection Agency of the United States

Brazilian Microenterprise and Small Business
Guarantee Fund

Food and Agriculture Organization of the United Nations
Foreign direct investment

El Salvador Business Fund for Education Development
National Studies and Project Finance Agency of Brazil
El Salvador Productive Development Fund

Forest Stewardship Council

Salvadoran Guarantees Fund

Salvadoran National Development Foundation
Salvadoran Business Foundation for Social Action
Salvadoran Economic and Social Development Foundation
General Agreement on Tariffs and Trade

Gross domestic product

German Agency for International Cooperation

Association of Agricultural Input Manufacturers
of Guatemala

Generalized System of Preferences
Hazard Analysis and Critical Control Points
Human Development Index

Interchurch Organisation for Development Cooperation,
The Netherlands

International Cooperation Development Fund (ICDF)
Information and communications technology

Agricultural Science and Technology Institute

of Guatemala

Inter-American Development Bank

International Fund for Agricultural Development
Inter-American Institute for Cooperation on Agriculture
National Forests Institute (Guatemala)

National Institute of Statistics (Guatemala)

Centre for Marketing Information and Advisory Services
for Fishery Products in Latin America and the Caribbean
Salvadoran Training Institute

Technical Institute for Training and Productivity
(Guatemala)



16

ISO
ISSS
JICA
KfW
MEP
MERCOSUR
MT
NAFTA
NGO
NOM
OAS
OCAI
OECD
OIE
OIRSA

OSA
OSARTEC
OSN
OSPESCA

OTT
PAF

PINFOR
PINPEP

PIPAA

POY
PROESA
PROGER
PRONACOM
R&D

RBM
SEBRAE
SELA
SENASA
SENASICA
SICA

ECLAC

International Organization for Standardization
Salvadoran Social Security Institute

Japan International Cooperation Agency

German Development Bank

Manufacturing Extension Partnership

Southern Common Market

Metric tons

North American Free Trade Agreement
Non-governmental organization

Mexican Official Standards

Organization of American States

Observatory of Customs Control for United States imports
Organization for Economic Cooperation and Development
World Organisation for Animal Health

International Regional Organization for Plant
and Animal Health

Salvadoran Accreditation Agency
Salvadoran Technical Regulation Agency
Salvadoran Standardization Agency

Fisheries and Aquaculture Sector Organization of

the Central American Isthmus

Office of Technology Transfer

The Family Farming and Rural Entrepreneurship Plan
for El Salvador’s Food and Nutritional Security
National Forestry Incentives Programme

Forestry Incentives Programme for Owners of Small Land
Areas Suitable for Forestry or Agroforestry

Integrated Agricultural and Environmental Protection
Programme (Guatemala)

Partially oriented yarn

Export and Investment Promotion Agency of El Salvador
Employment and Income Creation Programme
National Competitiveness Programme (Guatemala)
Research and development

Maya Biosphere Reserve

Brazilian Micro and Small Business Support Service
Latin American and Caribbean Economic System
Agricultural Health Service of Honduras

National Agri-food Health, Safety and Quality Service
Central American Integration System
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SIECA
SIEPAC

SIFGUA
SIGET

SMEs
SNIIM
TEU

TPP
TRIMs
TRIPS
UNAM
UNESCO

UNIDO
UNU
USAID
USDA
USPTO
WCO
WRAP
WSSV
WTO

Central American Economic Integration Secretariat
Electricity Interconnection System for the Countries
of Central America

Guatemalan Forestry Information System

General Superintendence of Electricity
and Telecommunications

Small and medium-sized enterprises

National Markets Information and Integration System
Twenty-foot equivalent unit

Trans-Pacific Partnership

Agreement on Trade-Related Investment Measures
Trade-Related Aspects of Intellectual Property Rights
National Autonomous University of Mexico

United Nations Educational, Scientific

and Cultural Organization

United Nations Industrial Development Organization
United Nations University

United States Agency for International Development
United States Department of Agriculture

United States Patent and Trademark Office

World Customs Organization

Worldwide Responsible Accredited Production

White Spot Syndrome Virus

World Trade Organization






Foreword

In 2012, ECLAC proposed to the governments of the region a new
integrated approach to development, which identified equality as the
objective, structural change as the way forward and public policy as the
instrument. Structural change entails reallocating the economy’s resources
towards activities or sectors that provide greater value added or are more
technology- or knowledge-intensive.

In this approach, the State has a central role to play in coordinating
policies in various fields and, in particular, macroeconomic, industrial,
social and environmental policies. ECLAC has also stated its conviction
that social issues depend on variables that are not confined to the
social sphere. Structural heterogeneity and the persistent differences
in productivity levels (between and within sectors and enterprises)
form a rigid core from which inequality permeates throughout society,
exacerbating gaps in capabilities and opportunities.

Industrial policy needs a State that promotes capacity-building and
competitiveness in existing sectors with a clear potential for specialization
and incorporation of technological progress and fosters diversification of the
production structure by creating or consolidating new high-productivity
and more environmentally efficient sectors. Boosting the productivity of
micro-, small and medium-sized enterprises is a key element in this regard
(ECLAC, 2012).

In recent years, ECLAC has received official requests from
governments in the region for technical assistance for designing and
implementing industrial policies. In response, the Commission has
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developed and applied a methodology based on value chains, which
has enabled it to identify targeted intervention strategies, with clear,
coordinated lines of action.

Value chains can be strengthened by supporting all their
stakeholders, especially small producers, which in turn helps to close
structural gaps. In 2013, ECLAC worked jointly with governments and
the private sector in Central America to study and design strategies for
four value chains: shrimp farming and synthetic fibres sportswear in El
Salvador and vegetables and fine woods in Guatemala. Small producers
play a central role in these chains, which include cooperatives formed by
ex-combatants of civil wars, small farmers’ cooperatives and cooperatives
that operate sustainable forest concessions.

This book sums up the technical assistance work conducted
in these two countries and systematizes the methodology used to
disseminate it and facilitate its replication. Within a relatively short
space of time (eight months on average), the technical assistance
provided by ECLAC led to the launch of specific public initiatives for
strengthening value chains, with the support of government officials at
the highest level.

There are two distinctive elements to the Commission’s work, as set
out here. First, it is based on a participatory methodology. At all phases
of the process, work is conducted jointly by local government officials,
ECLAC and, sometimes, business organizations. The assessments, search
for best practices and preparation of strategies are continuously enriched
by local experts from the public and private sectors. The main outcomes,
at both the analytical and the proposal phases, are validated and fine-
tuned in discussion forums or stakeholder dialogues, ie. meetings
between representatives of the links in the chain and public and private
support organizations. The result is a set of strategies that represent the
consensus reached by the main stakeholders and which, consequently,
receive their support when it comes to implementation.

Secondly and closely linked to the above, the ECLAC methodology
also advances local capacity-building. The thorough involvement of
public officials, together with the organization of training workshops,
facilitates knowledge transfer and absorption, so that governments can
replicate the exercise for other value chains without further technical
assistance from ECLAC.

Industrial policymaking is gaining ground increasingly across the
region. The participatory methodology for forging stronger value chains
is yielding rapid and effective results, enabling the design of targeted,
integrated strategies by which to systematize and prioritize public-private
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actions geared towards structural change. The work of ECLAC with the
countries in the region in this area is ongoing and it is hoped that it will
make a significant contribution to more sustainable development with
equality.

Alicia Barcena
Executive Secretary
Economic Commission for
Latin America and the Caribbean (ECLAC)






Introduction

Ramon Padilla Pérez

Over the last two decades, Central America radically retargeted its
economic growth strategy with a view to boosting export growth,
attracting foreign investment and reducing the State’s role in the economy.
The model applied helped to reduce inflation, attract investment
from multinational enterprises, encourage the expansion of regional
conglomerates, diversify the export basket and support a higher level of
social spending. Nonetheless, it also led to inadequate and volatile output
growth, a low level of domestic investment, widening external deficits
and vulnerability to food-price, energy and liquidity shocks. In the social
domain, it fuelled an increase in precarious employment, immigration,
informality and high and persistent levels of poverty and inequality,
with limited capacity to withstand and recover from natural disasters.
All of this has served as a drag on the production transformation process
in the subregion in these years.

In this scenario, and amid increasing international recognition of
the need for a more active State in the wake of the global financial crisis
of 2008-2009, the Central American countries have recently taken steps to
design and implement a new industrial policy.

El Salvador and Guatemala provide two representative examples
of this new approach in Central America. In 2011, El Salvador’s public and
private sectors designed an industrial policy plan for the period 2011-2024,
which aimed to promote competitive restructuring in the manufacturing
sector. This involved close integration with the other sectors of the
economy and the incorporation of a major technological innovation
component, while also stimulating stronger productive linkages with
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small and medium-sized enterprises (SMEs) and fostering the creation
of quality jobs (Ministry of Economy, El Salvador, 2011). In Guatemala,
the country’s renewed 2012-2021 National Competitiveness Agenda
sets objectives that include actions to increase national value-added;
promote investment, research and development; and establish strategic
partnerships in the public and private sectors, academia and civil society,
with a view to boosting competitiveness (PRONACOM, 2012).

The Economic Commission for Latin America and the Caribbean
(ECLAC) has received various official requests from governments in the
subregion to provide technical assistance in designing and implementing
their industrial or productive development policies. The initial aim of
this volume is to disseminate ECLAC’s experience in providing technical
support to those governments for value-chain strengthening in 2013.
A second objective is to systemize the methodology developed by
ECLAC to identify the constraints facing the value chains analysed, and
to design public policies and participatory strategies to increase their
competitiveness, based on greater innovation, increased national value
added, and the creation of quality jobs, while at the same time ensuring
sustainability. The technical assistance provided to these two countries
was implemented through the project “Integration of agribusiness SMEs
into global value chains in Central America”, which received funding from
the German International Cooperation Agency (GIZ).

ECLAC visualizes economic and social development as requiring
major structural changes in the region’s countries, to change the
composition of production and employment and alter the pattern of
international integration. This structural change, conceived as the
transition towards activities and sectors that are more dynamic and more
intensive in technological knowledge, requires a new integrated set of
public policies with a focus on equality. The fact that market forces alone
tend to entrench prevailing structures makes industrial policy a key
element both of this new approach and of the renewed equation between
State, private sector and society being proposed by ECLAC (ECLAC, 2012).

The value chain strengthening methodology is a very useful
tool for the design and implementation of a focused industrial policy
to promote structural change. Moreover, the strengthening of value
chains makes it possible to reduce Central America’s characteristic
structural heterogeneity, which can be seen in the wide productivity and
profitability gaps that exist between micro-, small and medium-sized
enterprises (MSMESs) as compared to large firms, between those serving
the national market and export enterprises, and in the differences among
production sectors.
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At the microeconomic level, value chain strengthening can generate
diverse benefits, such as productivity gains stemming from greater
innovation in processes and products; employment growth and a larger
number of high-quality jobs; the consolidation of forward and backward
productive linkages; the inclusion of micro- and small enterprises
producing goods and services in value chains; and a strengthening of
export capacity among local businesses and their resulting integration into
global value chains.

The approach adopted by ECLAC in providing technical support
to Central American countries has three distinct elements. Firstly, the
constraints or bottlenecks that hinder greater development of the value
chain are identified, and participatory strategies based on international best
practices are designed to overcome them. This is a targeted and focused
exercise that produces rapid results, in terms of public policy design and the
formation of public and private commitments (the average time needed to
complete the process for a chain has typically been eight months).

The value chain encompasses the entire range of activities needed
to take a product or service from the design stage, through the various
phases of production, to its delivery to consumers and final disposal
after use (Kaplinsky and Morris, 2002). Each phase —design, production
of the good or service, transport of the merchandise, consumption and
disposal— is generally referred to as a link. The constraints are analysed
for each link and also for the value chain as a whole to identify those
which have a systemic effect.

Secondly, the approach promotes transparency and participatory
decision-making. A key element of the methodology is the organization
of dialogue mechanisms, or roundtables, to validate the stages of the
process. These bring together the key participants in the value chain, to
obtain feedback on the diagnostic study and strategies, forge consensus on
its current condition and the bottlenecks it faces, and generate a collective
commitment to strengthen it.

Thirdly, knowledge is transferred and capacities are created among
civil servants for the purpose of replicating the process. All stages of the
process are applied in conjunction with local government officials, which
enhances it and allows the methodology to be transferred for replication
in other value chains without ECLAC support.

Chapter I of this volume provides a more detailed discussion
of the revival of industrial policy in recent years. Its authors, ECLAC
staff members Ramoén Padilla Pérez and Jennifer Alvarado, start by
considering the concept of industrial policy and the tools available to
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it. They propose four approaches that frame the design of this policy:
(i) passive horizontal policies; (ii) active horizontal policies that seek to
correct market failures; (iii) structural change policies that strengthen
existing comparative advantages; and (iv) structural change policies that
create new comparative advantages. Each of these approaches is closely
associated with specific schools of economic thought (neoclassical,
evolutionist, structuralist and neo-Schumpeterian). The authors describe
successful national experiences, both past and present, which show
that industrial policy was used by today’s developed countries in their
industrialization processes, and that the governments of both developed
and developing countries are currently investing heavily in production
restructuring. A section is devoted to analysing the spaces that remain
open for industrial policy after the signing of bilateral and multilateral
agreements on trade, foreign direct investment and intellectual property.
The first chapter thus examines the context in which public policies to
strengthen value chains operate.

The methodology developed by ECLAC for strengthening value
chains in El Salvador and Guatemala is described in chapter II, drawing
on lessons learned in the technical assistance provided earlier by ECLAC
to the Governments of Argentina and Uruguay. The characteristics of the
processes implemented in the two Central American countries required
further development of the methodology, its enhancement with value
chain methodologies of GIZ (value links) and of the United Nations
Industrial Development Organization (UNIDO), and its adaptation to the
specific conditions prevailing the subregion. The authors of this chapter,
Nahuel Oddone, Ramoén Padilla Pérez and Bruno Antunes, the ECLAC
staff members who led and participated actively in the technical assistance
processes in the subregion, discuss the importance and usefulness of
the value chain approach for policymaking, and they provide a detailed
description of the six main steps in this methodology: identification of
meta-objectives, chain selection, preparation of the diagnostic study,
analysis of international best practices, design of strategies and launch.

Chapter III systemizes the methodology further and sets forth
guidelines for organizing the dialogue spaces. Its author, ECLAC
consultant Alexander Rayo, offers a conceptual framework and practical
information on how to organize and manage dialogues for constructing
and strengthening public and private development strategies. These
forums create favourable conditions for engaging stakeholders, whose
structured and guided participation in a process with defined objectives
and deadlines clearly contributes to the formulation of public policies and
joint public-private sector strategies. This chapter describes the conceptual
elements that frame the dialogue spaces and addresses the following
issues in particular: how to select the stakeholders; the types of dialogue
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forums that exist and what can be expected from them; factors of success
and risk; the phases of organization and management of the dialogue
mechanism; and the practical tools available at each stage of the process.

The experience of the cases developed in El Salvador is
summarized in the two following chapters. Nahuel Oddone and Claudia
Beltran, ECLAC officer and consultant, respectively, present a diagnostic
and discuss international best practices and strategies for upgrading a
primary sector chain, namely shrimp farming. The specific feature of this
chain stems from the fact that it is concentrated in the coastal-marine zone
of this country and consists mainly of cooperatives formed by former
combatants in the country’s armed conflict in the 1980s. The diagnostic
study identifies a number of constraints characteristic of the chain, both
systemic and those affecting individual stakeholders. These include a
lack of quality and safety in the management of production, scant access
to financing, reliance on external suppliers, unfair competition in the
form of contraband, and weaknesses in generating a successful export
supply. The strategies proposed by the authors focus on the creation of
a biosafety programme that addresses quality and safety standards; the
design of technologies to improve access to market information; and the
creation of an aquaculture innovation centre to provide support to chain
participants. As is the case in the three other empirical chapters, this
one includes a full listing of programmes, strategies and lines of action,
with the aim of demonstrating the usefulness of the methodology for
designing systemic and targeted interventions.

In chapter V, Bruno Antunes and Claudia Monge, ECLAC staff
member and consultant, respectively, describe the experience of the
synthetic fibres sportswear chain in El Salvador. The textile and garment
sectors between them account for about 25% of the country’s industrial
value added and over half of its paid employment; and both are strongly
oriented towards the external market and are located mainly in the
metropolitan area of San Salvador. The principal bottlenecks jointly
faced by the three links in the chain (fibre, fabric and garment making)
are the high cost of energy, lack of skilled staff and insufficient functional
innovation (the physical characteristics of the garments) to compete on
international markets. The key strategies proposed by the authors to
strengthen the chain involve creating a textile innovation and technological
development centre, generating a supply of specialized technical workers,
and diversifying the energy matrix.

Chapters VI and VII summarize the experience of the cases studied
in Guatemala. In chapter VI, ECLAC staff member Martha Cordero
describes the value chain of non-traditional export vegetables (peas,
broccoli, courgette (calabacin), green beans (ejote), baby carrot and baby
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corn (elotin)). The chain is confined to the departments of the country’s
central altiplano, and its main link, the actual cultivation, is sustained
by small-scale farmers. The chain is almost entirely oriented towards
the international gastronomy market, which has very strict quality
requirements. The key constraints are the chain’s heavy reliance on
foreign inputs, including laboratory services and audits to certify product
quality; the weak organization of each link in the chain and between
them; and the lack of legal certainty as to land tenure, which discourages
medium- and long-term investment in items such as irrigation systems.
The strategies proposed aim to promote the production of national inputs
that would help reduce the costs of the chain, strengthen associativeness
within each link and between them, and promote extension and
maintenance of the irrigation system.

In chapter VII, ECLAC staff member Mario A. Ricardo discusses
the value chain involving timber products obtained from the forestry
concessions of the Department of Petén in Guatemala. This chain
encompasses 11 forestry concessions, nine of which are community-
owned and two are private, located within the Maya Biosphere Reserve.
The diagnostic study identifies various constraints including poor
articulation between the chain and the rest of the country’s forestry sector,
its lack of competitiveness owing to costs, technological obsolescence, and
the low skills level of the workforce, compounded by the generation of
huge volumes of production with little value added. Different strategies
are proposed to address these problems, aimed basically at raising the
productivity of the value chain, diversifying production, and increasing
its value added, while strengthening its articulation with the rest of the
national forestry industry.

Chapters 1V, VI and VII analyse and develop industrial policy
proposals for the primary sector, thereby highlighting these policies’
current broad scope. This is a new production development policy which,
as is clearly shown in the strategies for the manufacturing sector studied
(chapter V), is geared towards enhancing value added in key production
links and increasing productivity.

Lastly, in chapter VIII, ECLAC staff members Jorge Mario Martinez
Piva, Nahuel Oddone and Ramén Padilla Pérez offer a comparative analysis
of the four value chain strengthening processes and offer final remarks.
While the ECLAC methodology defines the key steps for formulating
public policies and creating joint public-private sector strategies, it needs
to be adapted to the characteristics and needs of each country and chain.
While ECLAC offers technical assistance to national governments, each
government generally adjusts the process in line with the available human
and financial resources, the relations that exist with the private sector, the
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need to fulfil certain political timeframes, or the desire to complement
other public-policy design and implementation processes.

From a conceptual standpoint, comparing value chains horizontally
yields useful lessons for policymaking, relating, for example, to the role
played by intermediaries in each chain and how this can be regulated;
the influence of the chain’s specific characteristics on the possibilities for
participation by microenterprises and small businesses producing goods
and services; and how chain governance restricts or opens up terrains for
public-policy formulation aimed at increasing national value added.






Chapter |

The revival of industrial policy

Ramoén Padilla Pérez
Jennifer Alvarado’

A. Introduction

The revival of industrial policies in Latin America in recent years has
ocourred amid a growing consensus on their importance for long-
term and inclusive economic development. The 2008-2009 international
financial crisis put the role of an active State back on the map, by showing
that market forces alone do not lead to sustainable economic growth with
social development and equality (ECLAC, 2010).

After more than two decades of wide-ranging structural reforms,
long-term economic growth rates in the region’s countries remain modest,
with few exceptions; and total factor productivity, which is closely related
to technological progress and innovation, makes a very small contribution
(Maloney and Perry, 2005). Similarly, the persistence in most Latin American
countries of export models based on natural resources, or on the availability
of cheap labour, has fuelled debate over how industrial policy can unleash
processes to make comparative advantages more dynamic in sectors where
innovation plays a leading role (Hausmann and Klinger, 2007).

! The authors wish to thank Jorge Mario Martinez Piva for valuable comments made on a

preliminary version of this chapter.
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The new industrial policy is unfolding in a different international
and national scenario than what prevailed in the 1960s and 1970s.
The current context is characterized by the predominance of trade
liberalization strategies, large foreign investment flows and the
proliferation of bilateral and multilateral trade agreements that restrict the
public-policy tools available to promote productive development.

Industrial policy is a key element of the structural change that the
Economic Commission for Latin America and the Caribbean (ECLAC)
has proposed to the countries of the region in recent years. The document
Structural Change for Equality: An integrated Approach to Development,
published by ECLAC for its thirty-fourth session in 2012, stressed the need
to move towards structural change that articulates development through
the implementation of a new integrated set of public policies targeting
equality, in which industrial policy plays a key role (ECLAC, 2012).

Over the last few years ECLAC has provided technical support
to several of the region’s countries in designing participatory strategies
to strengthen value chains. These strategies are a very useful tool for
implementing industrial policies, since they make it possible to identify
specific and targeted intervention actions. Chapter II of this volume describes
the ECLAC methodology for strengthening value chains, while chapters IV
to VII summarize support processes in El Salvador and Guatemala.

The aim of this chapter is to discuss the ECLAC view of the scope
and instruments of a new industrial policy designed for the twenty-first
century, which frames the value chain strengthening strategy.

While industrial or production development policy has been a
permanent feature in ECLAC thinking, it has constantly adapted to the
different political and economic contexts through which Latin American
and Caribbean countries have passed in the last six decades, in line with
the trends and global evolution of economic and development thought.?

This chapter is organized in seven sections, including this
introduction. Section B analyses the concept of industrial policy, along
with its scope and the tools available to it. Section C discusses the need
for industrial policy for long-term economic and social development; and
section D presents a historical account of national economic development
experiences, based to considerable degree on industrial development
policies. Section E reviews the spaces that remain available for this type
of policy in the context of multilateral and bilateral trade agreements; and
section F describes three examples of industrial policy instruments that

2 For a description of ECLAC thinking on productive development, see, for example,

Bielchowsky, Izam and Mulder (2011) and Cordera (2009).
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pursue an integrated and systemic approach, consistent with the ECLAC
vision, before ending with conclusions in section G.

B. What is industrial policy?

The concept of industrial policy has evolved, as its objective and scope
have responded to the prevailing economic, social and political context.
In general, industrial policy involves government intervention in
industry to organize and modify the production structure and productive
arrangements. This volume adopts a more specific definition by visualizing
industrial policy as a dynamic process in which the government applies
a number of instruments to promote and strengthen specific activities
or economic agents, in accordance with national development priorities.?
According to this view, the earliest signs of industrial policy since the
emergence of the nation state date back to Great Britain in the eighteenth
century and to Germany, the United States and Japan in the nineteenth
and early twentieth centuries (Peres and Primi, 2009).

Industrial policy is not confined to measures targeting the
secondary sector of the economy, but also encompasses those aimed at the
development of services and primary activities. For this reason, it is also
often known as production development policy. Its impact depends on the
public policy makers’ design, application and evaluation capacity, and the
scope of the instruments used to attain the proposed objective (Peres and
Primi, 2009).

The concept embraces a wide array of policies, ranging from those
supporting infant industries, to trade policies and those that create the
legal and economic environment in which firms operate. The various
instruments can be grouped in the following six categories:*

(i) Science, technology and innovation policies. The objective of these
policies is to increase national capacities to use, absorb, modify
and generate scientific and technological knowledge, and to
stimulate innovation activities in the organizations that make
up innovation systems. Examples of public instruments to
support these policies include: contestable funds, tax breaks,

3 SeeChang (2003), Peres and Primi (2009) and Bianchi and Labory (2011) for complementary
definitions of industrial policy.

*  The economic literature classifies the instruments or areas of industrial policy in various
ways. For example, Lall (1993) proposes a classification centred on the factors that are
decisive for industrial and technological development and the market failures being faced.
According to this classification, there are six determinants of industrial and technological
development which, in turn, give rise to six types of policies to correct the market failures
that could arise: incentives, skills, information and technical support, financing and
technological policies.
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(ii)

(iii)

(iv)

V)

(vi)

ECLAC

subsidized loans, postgraduate scholarships, incentives for
collaboration between universities and research centres, and
support for high-technology incubators (Padilla Pérez, Gaudin
and Rodriguez, 2013).

Education and training policies. These involve active public
initiatives to raise the general quality of the education system
and promote technical training to build high-level skills, with the
aim of forming qualified human resources that boost economic
growth (Cimoli, Dosi and Stiglitz, 2009).

Trade policies. These policies are decisive for establishing the level of
international competition and international-market access faced by
domestic firms. Instruments include multilateral and bilateral free
trade agreements, the liberalization of foreign direct investment
(FDI) inflows, and export promotion schemes (free zones and
magquila, among others). As described in greater detail below,
international agreements set rules governing the use of export
subsidies, the treatment of FDI and agreements on intellectual
property protection. The historical experience of Latin American
countries, in contrast to that of the so-called “Asian tigers”, shows
that protectionist policies are not effective for developing a national
industry, unless combined with export-promotion policies and the
strengthening of technological capacities.

Policies to promote selected industries. This group includes policies
with specific intervention goals in strategic sectors, industries
or firms. The most widely used instruments are: concessional
loans, tax incentives, government subsidies to selected sectors,
and public procurement. They also include instruments to
promote productive articulation in industrial clusters. This
type of policy highlights one element of industrial policy: the
selection of sectors.

Competitiveness policies. These aim to foster a business-friendly
environment by creating economic signals and incentives that
promote greater competitiveness among market participants. A
wide variety of instruments are used in these policies: tax and
financial incentives, the development of efficient regulations,
a competitive real exchange rate, and regulatory adjustment
(Peres, 2006).

Competition policies. These consist of antitrust and competition
policies, along with laws that aim to underpin the proper
functioning of the market and thus ensure efficient resource
allocation (ECLAC, 2012). The underlying instrument in this
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type of policy is the law, which may be either generic or organic.’
Policies in this category include antitrust and free competition
laws applicable to public services, usury and investment. They
cover all instruments that affect the functioning and structure of
markets and competition, including a number of trade-policy
tools such as anti-dumping practices, countervailing measures
and safeguards (Herndndez and Schatan, 2002).

On the theoretical and conceptual level, the role and scope of
industrial policy in the national development agenda depends on the
school of economic thought to which it owes allegiance. The neoclassical
(orthodox) school argues that industrial policy is unnecessary (or “not
necessary”), because the free market automatically allocates resources
optimally, so state intervention is only justified to correct market failures. In
contrast, the various strands of the heterodox school agree on the need for
state intervention to define the path of industrial development, based on a
recognition that the different productive activities have differentiated effects
on economic development. Industrial policies can be placed in the following
four categories: passive horizontal policies, active horizontal policies, policies
for structural change without challenging comparative advantages, and
policies that seek to generate new comparative advantages (see diagram L.1).

Diagram 1.1
The scope of industrial policy

Structural-change policies that seek
to create new comparative advantages

Structural-change policies to strengthen
existing comparative advantages

Active horizontal policies focused
on correcting market failures

Passive horizontal policies:
No industrial policy

Source: Prepared by the authors.

> Organic laws include the Constitution; whereas generic laws include commercial codes or
laws that govern the functioning of private companies and the behaviour of shareholders;
the Civil Code; laws on fair competition; and consumer protection laws (Herndndez and
Schatan, 2002, p.19).
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1. Passive horizontal policies

The neoclassical school argues that the market automatically allocates
resources efficiently; for this reason, passive horizontal policies are
instruments that theoretically do not discriminate between sectors or
generate market distortions.

From this point of view, what is needed are policies that enhance
competitiveness, such as a stable macroeconomy, guarantees on contract
performance, facilities to start up new businesses, protection for
investments and infrastructure building (such as roads, electricity and
water, among other items).® Trade policies and FDI attraction policies,
which are horizontal or passive by nature, are also included in this category,
since they involve actions of generalized unilateral liberalization, and the
signing of bilateral or multilateral agreements that do not discriminate
or protect specific sectors. This approach can also be seen in measures
to attract FDI by opening up to foreign capital, based on the belief that
the country’s comparative advantages or macroeconomic conditions are
sufficient to secure direct investment, without the need for intervention
during the setup process or in relation to the local-development impact of
its future operations (ECLAC, 2007).

2. Active horizontal policies to address market failures

Under the neoclassical economic paradigm, market failures occur when the
market is unable to allocate resources optimally, in which case government
intervention is justified. There are various types of market failure, such as
imperfect information, externalities, imperfect competition and public goods
(Buigues and Sekkat, 2009; Kosacoff and Ramos, 1999). Imperfect information
reflects the existence of incomplete information or uncertainty. Externalities
relate to the benefit (positive externality) or cost (negative externality) of
an economic activity that affects parties that are not direct participants in
the respective economic process. Imperfect competition creates situations
(including economies of scale) that obstruct the entry of potential new
producers, to the detriment of consumers. Public goods correspond to
economic activities that a private agent has no incentive to undertake, since
the benefits are broadly distributed throughout society and cannot be
adequately captured by the agent that bears the cost of their production.

Public support for research and development (R&D) is justified
in this approach by the existence of externalities and the public-good
nature of knowledge. The instruments used include subsidies for private
R&D activities, the promotion of joint R&D projects (making it possible to

¢ This is the approach adopted in the World Bank’s annual Doing Business report (further
information in: espanol.doingbusiness.org/).
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internalize externalities), subsidies for the formation of specialized human
resources, and intellectual property protection (Kosacoff and Ramos, 1999).

Another group of instruments involves support for the organization
of activities and the implementation of mechanisms to correct problems of
imperfect information, such as: trade fairs and meetings to bring together
potential suppliers and purchasers (supply and demand);, business
directories containing information on products and services supplied and
demanded; and seminars and conferences on issues of general interest for
the productive sector in question (quality, certification and market access,
among others).

Policies to help small and medium-sized enterprises (SMEs) gain
access to credit are also justified owing to the presence of information
asymmetries and divergences between the social and private cost of the
funds that tend to characterize financial markets. One of the most widely
used instruments in this regard are public guarantee programmes.
Competition policies are also included in this second area.

3. Structural-change policies that strengthen existing
comparative advantages

Structural change is defined as the move towards higher-productivity
activities and sectors that are more intensive in technological knowledge
(ECLAC, 2012). Of the two approaches based on structural change, this
one considers that the transformation needs to target productive activities
that are more closely related to comparative advantages that stem from
the existing structure of factor endowments (Lin, 2012). Unlike horizontal
approaches, this one recognizes the need for the government to play an
active role in the economy to promote economic and social development.

Consequently, industrial policy needs to promote a production
development strategy that makes the most of existing comparative
advantages. To that end, government actions can focus on the following
four areas: (i) providing information on new industries, consistent with
the comparative advantages, which, in turn, are determined by changes
in the factor endowment structure; (ii) coordinating investments in related
industries and improving infrastructure; (iii) subsidizing activities that
generate externalities in the upgrading and structural-change process;
and (iv) promoting the development of new industries through business
incubation or the attraction of FDI (Lin, 2012).

7 In this volume, “upgrading” is defined as the process whereby a country, sector or firm
shifts towards activities that are more intensive in technological knowledge. Humphrey
and Schmitz (2002) identify four types of upgrading: product, process, functional and
inter-sectoral.
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4, Structural change policies that seek to create new
comparative advantages

This fourth approach recognizes that the existing comparative advantages
form the basis for a structural-change strategy, but they need to be
challenged to achieve an upgrading process. The approach is characterized
by its pragmatism and the fact that it attaches significant importance to
empirical evidence. There are abundant examples of countries that fail
to move along on the development path because they have specialized in
industries or activities that reflect a composition of productive factors such
as cheap labour and natural resources. In contrast, and as illustrated by the
Nokia corporation in Finland and the electronics industry in the Republic
of Korea, development sometimes requires making long-term “bets” and
investments to create new industries (Chang, 2012).

This approach stresses the need to look beyond market failures,
recognizing that the government has an important role to play in creating
and strengthening productive sectors and capacities, challenging what
market signals suggest or promote. For this reason, governments are
expected to make a special effort to participate in the new technological
paradigms, such as biotechnology and information and communication
technologies (ECLAC, 2008).

While this integrated approach puts industrial policy at the centre,
it needs to be complemented by other types of policies (macroeconomic,
social and labour market), to bring about the structural change needed
to set off a virtuous process of development and social cohesion
(ECLAC, 2012). The industrial policy tools used in this approach combine
and integrate the six areas listed above. These policies are characterized by
the adoption of systemic and integrating visions that acknowledge various
schools of heterodox economic thought. Two illustrative examples are the
concepts of systemic competitiveness and innovation systems.

The concept of systemic competitiveness envisions four ingredients
for successful industrial development: (i) the “meta” level, which includes
consensuses and social commitments on the need for greater industrial
development, together with the ability of the various players to jointly
formulate visions and strategies that underpin policy implementation;
(i) the “macro” level, which requires a stable macroeconomic climate
and certainty, including foreign trade and FDI attraction policies;
(iii) the “meso” level, which encompasses specific institutions and policies
to strengthen industries and enhance the technological and economic
environment in which they operate (financing, training, R&D and others);
and (iv) the “micro” level, which needs firms with technological capacities,
and networks of firms that collaborate to strengthen their competitiveness
(Altenburg, Hillebrand and Meyer-Stamer, 1998).
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The conceptual framework of innovation systems is founded
on the evolutionist and neo-Schumpeterian schools. These systems
frame relations within and between organizations, institutions and
socioeconomic structures that determine the speed and direction of
innovation and the construction of technological capacities (Lundvall
and others, 2009). This fourth industrial policy approach accords a
systemic dimension to innovation and recognizes the need to coordinate
and articulate a development strategy with firms, academia and other
system participants (Cimoli, Ferraz and Primi, 2007).

The classification of industrial policy approaches described above
does not mean that there is a pure version in each case; no linear and
rigid division can be made between them. Usually, countries choose
the instruments that are best adapted to their development strategy, but
normally without adhering strictly to one of the four approaches described.
In Latin America, even in the 1980s and 1990s when the “Washington
Consensus” exerted its greatest influence, industrial policies continued
to be implemented that went beyond the passive horizontal type, such
as measures to support SMEs and to promote science, technology and
innovation. Moreover, support continued to be given to strategic sectors
(mining, the automotive industry, software and oil among others), or to
export-oriented productive activities (selective policies).

Table 1.1 summarizes the wide variety of industrial policy tools
available to governments. Moving down the table, the range of tools
expands. In other words, structural-change policies also have both
passive horizontal policy tools and active ones, although the approach
and degree of integration with a national development strategy varies.

Nonetheless, criticisms of industrial policy persist, adducing,
among other reasons, so-called government failures, which occur when
decision-makers put their own interests, or those of the group, ahead of
the interests of the community (Bianchi and Labory, 2011). Objections to
industrial policy are mainly practical and refer to its implementation.
Naudé (2010) distinguishes arguments that stress information challenges
or constraints, from those that focus on rent-seeking and corruption,
as the two most common objections to the design and application of an
active industrial policy. The first of these considers the existence of market
failures to be insufficient reason for state intervention in the economy,
and that governments lack the information and experience needed to
appropriately conduct an industrial policy. In the second case, it is claimed
that rent-seeking and corruption may spawn policies aimed at protecting
specific firms, activities or assets, the production of which is unprofitable,
thereby responding to private interests.
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Table 1.1
Types of industrial policy

ECLAC

Type of policy

Objectives

Instruments

Predominant
school

Passive
horizontal

No discrimination
between activities

Competitiveness policies:

» Stable macroeconomic environment

+ Guarantees for contract compliance

+ Ease of opening new businesses

* Protection of investments and
infrastructure building

Trade and FDI attraction policies:

* Generalized unilateral liberalization actions

+ Signing of bilateral or multilateral agreements
that do not single out or protect
specific sectors

» Openness to foreign capital

Active
horizontal

Correction of
market failures

Policies to promote scientific and technological

development and innovation:

« Direct support for private sector R&D activities

» Promotion of joint R&D projects aimed at
internalizing externalities

Policies to develop human resources and
business training:
* Financing to develop specialized
human resources
+ Public programmes to update competences

Policies to support SMEs and microenterprises:
Policies to improve access to credit

Policies to correct problems arising from
imperfect information
+ Organization of events, trade fairs
and meetings
* Business directories
» Seminars and conferences

Protection of intellectual property rights

Orthodox:
neoclassical

Structural-
change
policies
without
challenging
comparative
advantages

Promotion of
development
strategies based
on existing
comparative
advantages

Policies of direct government action:

Provide information on new industries,
consistent with existing comparative
advantages

Coordinate investments in related industries
and improve infrastructure

Direct fiscal subsidies

Untargeted tax exemptions

Directed credit at subsidized interest rates
Catalyze the development of new industries

through incubation and/or the attraction of FDI.

Foreign trade tariffs

Structural-
change
policies that
create new
comparative
advantages

Alter and
challenge
comparative
advantages

The industrial policy tools used under this
approach combine all of the above with tools of
direct government intervention involving financing,
tax incentives, public investment and public
procurement, among others. Under this approach,
industrial policy needs to be in harmony with
macroeconomic, social and labour-market policies
to achieve the desired structural change.

Heterodox:
evolutionist,
structuralist,
neo-
Schumpeterian

Source: Prepared by the authors.



Strengthening value chains... 41

Section D of this chapter provides a summary of successful past
experiences and also of recent active industrial policies and their results.
The evidence shows that if the State plays an active role that is well-defined
and justified (with controls and periodic evaluations, and subject to voter
approval), then intervention is better than not having an industrial policy.

Like many other economic policies, industrial policy should be seen
as a process of discovery, in which the private sector and government learn
about the costs and opportunities of engaging in strategic coordination
processes, which necessarily involve trial and error (Rodrik, 2004). Over
the last three years, ECLAC has provided countries in the region with
technical assistance to implement industrial policy, using an approach
based on strengthening value chains. This methodology aims to identify
the bottlenecks faced by selected value chains, as a starting point for
designing targeted public policies and forging public-private agreements
to overcome them (see chapter II).

Three further points need to be made to clarify the concept of
industrial policy. Firstly, the correct instrumentation of industrial policy
needs to be accompanied by institutional development, consensus among
the different stakeholders, and coordination with other economic policies.
The ECLAC vision of structural change makes equality® the normative
pillar around which the various long-term policies need to be integrated.
This integrated vision recognizes the interdependence of the economic,
political and social elements in achieving development with equality;
and it stresses three courses of action: industrial policy, macroeconomic
policy and social and employment policies (ECLAC, 2012). Macroeconomic
policy supports structural change by creating an environment that
fosters production and employment growth on a sustained basis over
the long term, combined with stable macro-prices (interest rate, exchange
rate, wages). This needs to be complemented by social and employment
policies to correct inequality, by redistributing income and improving
the functioning of the labour market, to generate a sustained increase in
better-quality jobs and with higher productivity (ECLAC, 2012).

Secondly, it is essential that industrial policy pay attention to the
specific needs and capacities of sectors and regions. The economic literature
gives broad recognition to the importance of local industrial development
under the concepts of cluster or industrial district (Saxenian, 1990;
Schmitz, 1995; Llisterri and Pietrobelli, 2011). Several geographical factors

8 “Unlike the idea of equity, equality involves not only closing opportunity gaps but also a
firm commitment by the State to redistribute the fruits of development, to achieve greater
balance in the distribution of production factors and how they appropriate productivity
gains, to define a normative framework spelling out social rights and calling for fiscal
covenants based on the universality of rights and to be more willing to think not only in
terms of thresholds but also in terms of ceilings” (ECLAC, 2012, p. 14).
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also affect business competitiveness, such as the characteristics of local
institutions and organizations, subnational culture and social habits, the
informal environment for knowledge creation and transmission, and local
public policies (Park, 2002). There are also different dynamics, particularly
technological ones, in industrial sectors (Pavitt, 1984; Robson, Townsend
and Pavitt, 1988; Cohen, Nelson and Walsh, 2002). For these reasons, specific
instruments are needed that are targeted on selected sectors, together with
policies that address the specific features of subnational regions (Stezano
and Padilla Pérez, 2013).

Thirdly, the formulation of an industrial policy for small economies
needs to start from the specific characteristics of the countries classified
as such’ Four characteristics can be identified which, without being
exclusive to small economies, are generally applicable to them and should
be considered in policy design: (i) limited natural resources; (ii) a small
domestic market, which leads to a greater propensity for trade openness
owing to the low level of domestic demand; (iii) lack of capacity to achieve
economies of scale in infrastructure and R&D projects; and (iv) weak
individual bargaining power in the international arena.

C. Why is an industrial policy necessary?

The revival of industrial policy is not a passing fashion or a mere repositioning
of an existing ideological current. The empirical evidence clearly shows its
importance and usefulness, which can be summarized in the following
three arguments.

The first is that the macroeconomic stability and export development
achieved by most Latin American countries over the last three decades have
been insufficient to generate sustainable and inclusive economic growth.
As much as 91.7% of the region’s population lives in countries where per
capita GDP grew by less than 2% between 1980 and 2012; and 32.0% live
in countries where this growth was less than 1% (ECLAC, 2013). Figure 1.1
shows that, as a result of this dynamic, the per capita GDP gap between
the United States and the Latin American average widened in the period
1950-2000. In contrast, the Republic of Korea and China, which have both
implemented active industrial policies, as discussed below, have made
significant progress in catching up with the United States on this indicator.

The parameters used to classify an economy as small are not homogeneous, and
conventions tend to be used. For example, according to Mata (2009), in 1996, the Trade
Unit of the Organization of American States (OAS) decided that the size of an economy
could be measured by combining the number of inhabitants of a country with its per
capita gross domestic product (GDP).
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Figure 1.1
Latin America, China and the Republic of Korea: per capita GDP
relative to the United States, 1950-2010
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), Economic Survey of Latin
America and the Caribbean, 2013 (LC/G.2574-P), Santiago, Chile, 2013, p. 75.

The region’s economic performance in this regard is explained
by its growth model based mainly on exploiting natural resources, and
geographical proximity and/or low-cost labour, which has fuelled growth
in exports and production, but with scant value added and dependent
on low wages. This illustrates the need for an active industrial policy to
strengthen productive linkages and build national capacities to participate
in more technology-intensive activities, which are usually associated with
better employment conditions.

Closely related to this model is the persistent income inequality
observed in the countries of the region: in Latin America, the wealthiest
10% of the population receive 32% of total income, while the poorest 40%
receive just 15% (ECLAC, 2013). Nonetheless, there has been a reduction,
albeit insufficient, in the prevalence of poverty and indigence: in 2011,
294% of the region’s population was living in poverty, and 11.5% in
conditions of indigence (ECLAC, 2013).

The second factor explaining the importance of industrial policy
concerns long-term economic growth, which requires sustained increases
in productivity. In the 1990s, the productivity gap between Latin America
and the developed countries widened as a result of the region’s slow rate
of economic growth. In the first decade of the new millennium, thanks to a
growth surge between 2004 and 2008, Latin America raised its annual rate of
increase in labour productivity to 1.1%, which enabled it to slightly narrow
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the gap with respect to the countries of the Organization for Economic
Cooperation and Development (OECD). Nonetheless, the gap with respect
to East Asian countries widened in the same period, since these countries
grew much faster (ECLAC, 2013). Table 1.2 shows the huge difference in
labour productivity growth between the Republic of Korea and the largest
Latin American economies, particularly in the 1980s and 1990s.

Table 1.2
Latin America (selected countries) and the Republic of Korea: growth of output
and labour productivity, 1965-2010°
(Average annual growth rates)

Country Period GDP Employment Productivity
1965-1975 4.2 1.28 2.65
1976-1981 1.52 1.84 -0.29
Argentina 1982-1990 -0.9 2.34 -3.19
1991-2001 3.86 1.29 2.53
2002-2010 5.56 3.51 1.92
1965-1981 7.22 3.6 3.77
) 1982-1992 1.99 3.73 -1.68
Brazil
1993-1998 3.33 1.71 1.6
1999-2010 3.38 1.93 1.45
1965-1973 2.96 1.35 1.91
1974-1981 4.03 0.87 3.24
Chile 1982-1985 0.25 2.39 -2.07
1986-1998 7.28 3.29 3.88
1999-2010 3.43 1.08 2.33
1965-1981 6.69 4.69 1.83
Mexico 1982-1994 1.87 3.46 -1.55
1995-2000 3.51 2.72 0.73
2001-2010 1.81 1.18 0.62
1965-1980 8.2 3.64 4.71
Republic of Korea 1981-1990 8.74 2.84 5.76
1991-2000 6.19 1.61 4.46
2001-2010 416 1.35 2.77

Source: Economic Commission for Latin America and the Caribbean (ECLAC), Structural Change for
Equality: An Integrated Approach to Development. Summary (LC/G.2524(SES.34/4)), Santiago,
Chile, 2012, p. 42.
2 The periods defined vary from country to country and are based on the main shocks and policy changes
occurring in each case.

Deep structural change allowing for upgrading towards more
productive sectors or activities, requires an active industrial policy, since
policies aimed merely at correcting market failures, or those of a horizontal
type, have proven insufficient.

The third factor to be taken into account in relation to the importance
of industrial policy is that both developed countries and developing
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countries from other regions have applied, and continue to apply, active
industrial policies, as discussed in the next section of this chapter. While
their experiences suggest the importance and usefulness of such policies
for achieving long-term economic and social development based on
structural change, Latin American countries compete on international
markets precisely with the countries that have more active policies, thereby
putting the region’s productive sector at a disadvantage.

D. Successful experiences in industrial policy

This section provides a brief historical summary of public intervention in
industrial development, as a driver of economic and social growth. It first
describes representative examples from the eighteenth and nineteenth
centuries, particularly Great Britain, Germany, the United States and
Japan. It then describes the experience of the “Asian tigers” —Hong Kong
(Special Administrative Region of China), the Republic of Korea, Singapore
and Taiwan Province of China— in the twentieth century. It concludes
by considering the recent revival of a central role for industrial policy in
Europe and the United States, and also in emerging economies such as
Brazil and China.

1. Experiences in the eighteenth and nineteenth centuries

The industrial revolution that Great Britain underwent in the eighteenth
century played a key role in consolidating a new way of conceiving
productive relations both outside and inside each country. Various studies
have noted that the industrial revolution was the outcome of an long
process of applying policies that recognized the importance of public
intervention for the country’s development and the expansion of national
wealth."’ British politicians implemented measures to foster technological
development, the creation of institutions," the promotion of investment in
manufacturing, and protection of the economy with the aim of nurturing
industry and thereby promoting national development.

The distinctive feature of the industrial revolution was technological
change, which the British government actively promoted by encouraging
the inflow of technology and the creation of partnerships to disseminate
knowledge, while preventing domestic innovations from flowing out
of the country (Crafts, 1996). The course followed by the economy led
to an increase in exports of industrially processed raw materials, to the

10 See, for example Crafts (1996), Freeman (1982) and Peres and Primi (2009).

" Judicial and legislative institutions (laws, commercial code, patents); institutions that
supply public goods, and institutions that carry out economic activities (banks, stock
markets, commercial companies) (Zamagni, 2001).
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detriment of the exports of unprocessed raw materials, and it fuelled
stable growth over the period 1760-1914.

Industrialization processes in Germany, the United States and Japan
were influenced by the ideas of the German economist Friedrich List, whose
main thesis viewed the learning process achieved by acquiring, using and
generating technologies as the driver of development (Di Maio, 2009).
The main strategies proposed by List include the following:"

(i) Human capital plays an important role in the country’s
productivity.

(ii) Manufacturing is the key driver of output and productivity
growth; it generates employment and solves balance of payments
problems. Investment in this sector stimulates the development
of the economy as a whole.

(iii) Activities and sectors characterized by increasing returns should
be selected.

(iv) An interventionist economic policy is needed to promote
long-term development through various instruments, such as
the creation of temporary monopolies to protect progress in
certain key areas (the patent system for example); tax incentives
for priority activities; quotas, tariffs and taxes to penalize the
exportation of raw materials; and financial support at below
market rates to invest in production.

The German government played an active role in building a national
industry by helping to finance and construct transport infrastructure,
mainly railroads. It also developed the education system and promoted
scientific research by forming more complex industries and new branches
of production. This led to the consolidation of the chemical and electrical
engineering industry internationally (Aparicio, 2013; Freeman, 1982).

The intensity of the industrialization process in the United States,
which began in the mid-nineteenth century, was driven by the following
factors in particular: an expanding population, which grew from roughly
23 million inhabitants in 1850 to 106 million by 1920; a tremendous
abundance of natural resources; development of the education system
and knowledge applied to industry; and trade policy and the protection
of industry (Aparicio, 2013). The federal government applied similar
measures to those adopted by the British government, and followed List’s
principles relating to state intervention through investment in knowledge,

12 See Peres and Primi (2009).
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protection of markets, intellectual property rights and subsidies, among
other instruments (Naudé, 2010).

In Japan, the success of the industrial development process was
based on the country’s initial characteristics and conditions; economic
and social reforms; a large domestic market; a literacy rate similar to
those of developed countries and an established business and commercial
class (Aquino, 2000). The Japanese government played a leading role in
the construction and consolidation of a national industry, participating
directly in the formation of transport and communication infrastructure;
the establishment of important state-owned enterprises that were later
sold for development by the private sector; the creation of the iron and
steel industry; the expansion of education; the creation of institutions; the
development of science and technology; professional interchange with
western countries and the formation of national business groups.

2. The East Asian countries

In the second half of the twentieth century, the Asian “tigers” or “dragons”
—Hong Kong (Special Administrative Region of China), the Republic
of Korea, Singapore and Taiwan Province of China— experienced rapid
economic development in terms of production growth, poverty reduction,
and engagement with international markets. While academic debates have
continued to rage over the determinants of their achievements, historical
analysis highlights the application of integrated industrial policies,
supported by sound macroeconomic management and strong institutional
development.”

The industrial policy objectives of the Asian tigers targeted the
development of technological capacities, export promotion and the
building of capacity to manufacture intermediate goods (Stiglitz, 1996).
The development process required active government participation in
the application of various industrial policy tools, combined with correct
economic management (Stiglitz, 1996).

The industrial policy tools varied from country to country,
centred on common issues such as active government intervention in
education, the importance of technology, export promotion, the share of
foreign investment, public-private partnerships, cooperation between
entrepreneurs and workers, and competition (Stiglitz, 1996). Table 1.3 lists
the wide variety of industrial policy tools used by the Asian countries in
the 1960s, 1970s and 1980s.

13 Evans (1996) stresses the role played by institutions in East Asian countries in giving

leadership to the process of structural change.
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Table 1.3
East Asian countries: industrial policy tools

Tools

Macroeconomic stability

Trade barriers

Price controls

Support for basic education

Policies to promote education and training

Creation of development banks (preferential and subsidized loans)
Creation of capital markets

Construction of forward and backward productive linkages
Infrastructure strengthening

Export promotion

Creation of scientific and research centres

Training of scientists and engineers

Incentives for R&D activities in firms

Joint R&D activities between the government and firms
Facilitation of technology transfer

Source: Prepared by the authors.

Industrial development allowed economic progress to be made
in East Asia, particularly in terms of high GDP growth rates and
improvements in the economic and social welfare of its inhabitants.
Table 1.4 shows average GDP growth rates and the levels of the human
development index (HDI) of Hong Kong (Special Administrative Region
of China), the Republic of Korea and Singapore in the second half of
the twentieth century. As can be seen, average growth in the subregion
fluctuated between 6% and 9.9% per year in the period 1960-2000, which, in
conjunction with the application of economic and social policies, enabled
these “Asian tigers” to join the high-HDI group.

Table 1.4
East Asia (selected countries): growth of GDP and per capita GDP,
1960-2012, and Human Development Index, 1980-2012
(Percentages and levels)

Average growth rate Human Development Index

1960- 1970- 1980- 1990- 2000-
1969 1979 1989 1999 2012 1980 1990 2000 2012

Hong Kong (Special Administrative Region of China)

GDP® 9.00 6.72 3.95 472 0.712 0.788 0.815 0.906
GDP per capita? 6.35 5.46 235 3.98

Republic of Korea

GDP® 8.20 7.24 873 6.08 474 0.640 0.749 0.839 0.909
GDP per capita?® 5.62 5.35 7.46 511 410

Singapore

GDP® 9.99 9.05 7.74 715 6.32 0.756 0.826 0.895

GDP per capita?® 7.47 7.41 5.26 4.20 3.42

Source: Prepared by the authors on the basis of data from World Bank, World Development Indicators and
the United Nations Development Programme (UNDP), Human Development Report, various years.
a United States dollars at constant 2005 prices.
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In relation to structural change, or the move towards activities and
sectors of higher technology intensity and more buoyant productivity
growth, Hong Kong (Special Administrative Region of China), the
Republic of Korea and Singapore transformed the sector composition
of their exports in the twentieth century, and evolved from a structure
dominated by primary products and natural resources to one dominated
by high-technology goods (see table L5).

Table 1.5
East Asian countries: exports according to technological
intensity, selected years
(Percentages)

Hong Kong (Special Administrative 1978 1980 1990 2000 2012

Region of China)

Primary goods 41 3.9 26 1.4 1.2
lr\g:ngrizt:res based on natural 8.2 75 8.7 6.4 6.7
Low-tech manufactures 571 51.8 47.9 39.7 16.8
Medium-tech manufactures 19.9 24.2 223 20.7 16.3
High-tech manufactures 9.2 10.4 16.8 30.6 48.0
Others 1.6 23 1.8 1.3 11.0
Republic of Korea 1976 1980 1990 2000 2012
Primary goods 71 5.7 29 1.2 0.7
r'\gigﬂfri‘:s“res based on natural 14.7 122 7.3 12.3 19.5
Low-tech manufactures 52.2 45.0 38.2 16.4 9.1
Medium-tech manufactures 15.3 27.2 30.3 33.2 43.3
High-tech manufactures 10.2 9.7 20.7 35.8 26.5
Others 0.6 0.3 0.6 1.1 0.8
Singapore 1979 1980 1990 2000 2012
Primary goods 16.3 13.6 4.3 1.4 0.8
Manufactures based on natural 3.2 390 268 127 267
Low-tech manufactures 8.7 7.6 8.9 6.4 5.3
Medium-tech manufactures 171 1841 21.7 16.8 20.3
High-tech manufactures 15.4 141 36.3 58.8 37.4
Others 7.3 7.6 2.0 3.9 9.5

Source: Prepared by the authors on the basis of Economic Commission for Latin America and the
Caribbean (ECLAC), Interactive graphic system of international trade trends (SIGCI Plus), 2013
[online] http://www.eclac.org/comercio/ecdata2/.

The transformation of the export structure of the “Asian
tigers” has gone hand in hand with the development of endogenous
innovation capacities and increasing global technological leadership in
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the electronics industry. Table 1.6 shows the vigorous growth of R&D
investment as a percentage of GDP in selected East Asian countries
between 1980 and 2012. The largest change occurred in the Republic
of Korea which raised its R&D investment from 0.57% of GDP in 1980
to 4.03% in 2012. The number of patents granted by the United States
Patent and Trademark Office (USPTO) also grew rapidly in this period.
The Republic of Korea has overtaken Germany, the United States and
Japan in terms of R&D investment as a percentage of GDP, and it is
catching up with Germany in terms of patents granted by the USPTO.
Box L1 summarizes the impressive development of technological
and productive capacities achieved by the electronics industry in the
Republic of Korea in the space of a few decades

Table 1.6
East Asian countries and selected developed countries: R&D expenditure
as a percentage of GDP, selected years
(Percentages and amount)

Expenditure on research
and development as a
Country percentage of GDP

1980 1990 2000 2012 1980 1990 2000 2012

Number of patents granted
by the USPTO?

Hong Kong (Special

Administrative Region 0.40° 0.50 0.80° 27 52 176 532
of China)

Republic of Korea 0.57 1.88 2.30 4.03 8 225 3314 13 233
Singapore 0.30¢ 0.94 1.85 2.23 3 12 218 810
If'(‘é‘ﬁ:a()'j rovince 172 194 3.02 66 732 4670 10646
United States 2.32 277 271 277 37350 47391 85068 121026
Germany 2.35¢ 2.59f 247 2.88 5782 7614 10235 13 835
Japan 219 3.03 3.00 3.39 7124 19525 31295 50677

Source: Prepared by the authors on the basis of Organization for Economic Cooperation and Development
(OECD), Science, Technology and R&D Statistics, 2013 [online] http://www.oecd-ilibrary.org/
science-and-technology/data/oecd-science-technology-and-r-d-statistics_strd-data-en; ~ World
Bank, World Development Indicators [online database] http://data.worldbank.org/news/new-suite-
of-world-development-Indicators-products-now-available; United Nations Educational, Scientific
and Cultural Organization (UNESCO) (2013), Statistical Yearbook, http://stats.uis.unesco.org/
unesco/tableviewer/document.aspx?Reportld=143, and United States Patent and Trademark
Office (USPTO), Patents by Country, State and Year [online] http://www.uspto.gov/web/offices/ac/
ido/oeip/taf/cst_all.htm.

United States Patent and Trademark Office.

1998.

2009.

1981.

1995.

1991.
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Box 1.1
The development of the electronics industry in the Republic of Korea

The assembly-line production of radios launched the development of the
Korean electronics industry in 1958. In its early years, the industry remained
in an incipient stage in which most of the necessary parts were imported
from United States, Europe and Japan (Kim and Lee, 2002; Bark 1991).

In the mid-1960s, however, the government promoted FDI with the aim
of developing a national electronics industry. This allowed corporations such
as Komy, Fairchild and Sgnetics, IBM, Motorola and Control Data to set up
subsidiaries in the country, which facilitated progress towards the assembly
of more sophisticated products. In 1966, the government launched a five-
year plan to promote the electronics industry, targeting import substitution
and export growth. The plan entailed active government participation
through preferential loans and restrictions on the entry of imported products
—measures that favoured the production of basic electronics goods (radios
and transistors) by national enterprises (Kim and Lee, 2002).

The rapid growth of the industry in the 1970s and 1980s, as a result
of stronger international demand, firstly enabled small and medium-sized
enterprises to enter the market to focus on labour- intensive activities;
and, secondly, it allowed for upgrading towards the production of more
sophisticated and more complex products, such as television sets, video
cassette players, microwave ovens and personal computers. Nonetheless,
despite rapid growth in this period, the enterprises in question lacked
endogenous technological capacities, and R&D activities were concentrated
in a small number of large firms (Kim and Lee, 2002).

In the 1990s several developments combined to mark a turning point
in the Korean electronics industry: () wage growth in the manufacturing
sector; (ii) elimination of most of the entry barriers imposed by the
government pre-1989; (iii) a change in demand that led to a reduction in the
output of television sets and radios and the start of the production of new
products (cellphones and personal computers); (iv) the shift in demand led
to the introduction of new products characterized by miniaturization and
digitization, which required technological innovations (Kim and Lee, 2002).

Since the 1990s, the country’s strategy has focused on maintaining the
production and manufacture of electronics goods and their components,
supported by innovation in terms of new technologies. The government’s
priority has been to develop endogenous technological capacities and create
world-class industrial infrastructure through four channels (WTEC, 1997):

() Provide a legislative basis for the growth of the high-technology
industry through various measures: national banking regulations,
low-interest loans, tax incentives, and duty-free import of selected
capital goods.

(i) Promote human resources formation and R&D for the high-
technology industry by providing direct financial support to public
and non-profit entities, universities and other educational institutions.
This type of assistance is generally provided through cost-sharing
partnerships in new products or technology development.

51
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Box I.1 (concluded)

(ili) Funds for infrastructure development and the construction of
“science parks”.

(iv) Promote the development of a sophisticated technoculture in the
country through government leadership in cooperation with industry,
the education system and communications media.

The country is currently the key player in the global electronics industry
chain since it is responsible for half of world production of dynamic random
access memory (DRAM), two thirds of the manufacture of NAND-type flash
memory and 70% of the supply of tablet screens. In addition, the Korean
firm Samsung is the global leader in the production of smart phones and
related apparatus; while LG Electronics, also Korean, is ranked sixth in both
categories. Between them, the two companies account for over 30% of the
market for mobile phones and smart phones (IHS Inc., 2013).

Source: Prepared by the authors on the basis of Y. Kim and B. Lee, “Patterns of
technological learning among the strategic groups in the Korean Electronic Parts
Industry”, Research Policy, vol. 31, May 2002; T. Bark, The Korean Consumer Electronics
Indrustry. Reaction to Antidumping Actions, Trade Policy Working Papers, Washington,
D.C., World Bank, October 1991; and World Technology Evaluation Center, “Report on
The Korean Electronic Industry. Executive Summary”, 1997 [online] http://www.wtec.
org/loyola/kei/welcome.htm.

3. Industrial policy in the twenty-first century

The new industrial policy has gained ascendancy in a different
international and national scenario than that which prevailed in the 1960s
and 1970s, now characterized by the predominance of free trade and
the circulation of large flows of goods, services and capital. The United
States and several European countries have adopted new instruments
and announced programmes to help strengthen their national industries,
while various developing countries have increased government support
for industrial development. Three cases representing these experiences
are described in the following paragraphs.

(a) United States

Historically, industrial policy in the United States has been
developed in close relation with the military sphere and has been aimed
at stimulating competition and innovation, in addition to promoting
education and human capital formation (Buigues and Sekkat, 2009).
Although the official discourse of the United States government has
repeatedly denied public intervention, several significant industrial
development support measures have been put into practice in recent years.

For example, to cope with the recent crisis in the United States
economy, the federal government provided a very large bailout package for
the automotive industry. In 2008 and 2009, General Motors and Chrysler
received US$ 65 billion from the administrations of Presidents George W.
Bush and Barack Obama (Pollin and Baker, 2009).
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In 2009, President Obama set forth a plan with objectives and
instruments that aims to strengthen national manufacturing as a way to
create jobs and meet the challenges of the twenty-first century (Executive
Office of the President of the United States, 2009). Table [.7 summarizes the

objectives and the key actions.

Table 1.7

United States: national manufacturing strengthening plan, 2009

(Selected elements)

Objectives

Actions

1.

Provide workers
with the opportunity
to obtain the skills
necessary to be
highly productive

* Invest in high-quality job training

* Provide training and tutoring to entrepreneurs

» Expand education and training support to unemployed workers
» Make a historic investment in college affordability

* Improve America’s math and science education

» Expand high-quality early education

2. Investin the creation Basic research and leading-edge technologies
of new technologies  + Double the R&D budgets of key science agencies
and business * Improve coordination of manufacturing related R&D
practices + Explore new options to foster innovations and technological breakthroughs
* Make the research and experimentation tax credit permanent
+ Spur innovation in manufacturing
* Protect intellectual property rights
Diffusion of technologies and best practices
 Streamline and enhance delivery of government services to businesses
* Create an Office of Innovation and Entrepreneurship and a National
Advisory Council on Innovation in the Department of Commerce
3. Develop stable and * Provide access to capital for new businesses
efficient capital » Ensure access to capital to exporters
markets for business ¢ Expand access to financing for producers facing economic hardship
investment
4. Help communities * Halt plant closures
and workers * Support the creation of competitive communities by promoting regional
transition to a better innovation clusters
future « Target assistance for manufacturers and workers in the automotive industry
5. Investin advanced * Invest in roads, bridges and mass transport
transportation * Modernize the electric grid
infrastructure « Fulfil a new transportation vision with high-speed rail
» Expand access to broadband
+ Support research for the next-generation of information and
communications technology
6. Inshore market « Strengthen trade agreements
access and a level » Promote exports
playing field » Encourage trade financing
* Support small business investment in emerging markets and
the developing world
* Review export control regulations
7. Improve the business « Get the economy growing again to expand aggregate demand

climate, especially
the manufacturing

and create jobs

* Replace tax breaks for overseas investment with tax cuts to businesses
creating jobs in America

» Pass comprehensive energy and climate legislation that will jumpstart the
American clean energy sector

Source: Prepared by the authors on the basis of Executive Office of the President of the United States,
A Framework for Revitalizing American Manufacturing, Washington, D.C., December 2009 [online]
http://www.whitehouse.gov/sites/default/files/microsites/20091216-maunfacturing-framework.pdf.
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In 2013, President Obama announced a second plan (a continuation
of the previous one) recognizing the importance of manufacturing industry
in the country’s growth and in the creation of well-paid jobs. The plan’s
objective is to promote investments in manufacturing industry, clean
energy, infrastructure and education. Under the programme, measures
would be implemented to generate a business climate that promotes
employment through worker training and infrastructure building. In the
employment sphere, the plan aims for education and training to provide
United States citizens with the skills needed for global competition, through
public-private partnerships. In the case of manufacturing industry, the goal
is to revitalize it through a three-point plan: “(i) partnering with businesses
and communities to invest in American-made technologies and American
workers to a network of new manufacturing innovation Institutes;
(ii) ending tax breaks to ship jobs overseas and making the United States
more competitive; and (iii) bringing jobs back and [..] attracting investment
to the United States.” (The White House, 2013, p. 2).

In addition to continuing to fulfil the commitments made in 2009,
the United States government has proposed an investment of US$ 1 billion
in 2013 to create a network of institutes and factories devoted to
technological innovation (The White House, 2013).

(b) China

Ever since the 1980s the Chinese government has been developing
a strategy that combines a centrally planned economy (in transition) and
the market economy, in which state enterprises play an essential role. This
means that the Chinese government continues to act as the main driver of
this Asian country’s economic system (UNIDO/UNU, 2012).

Public investment in infrastructure and loans at preferential interest
rates have been the key elements of the Chinese strategy. The government
has also promoted the creation of national champions (large nationally
owned enterprises that internationalize their operations), basically in the
high-technology industries; and it has put special emphasis on attracting
FDI (Dorn and Cloutier, 2013). The latter has been used by the government
to promote technology transfer and the development of endogenous
capacities. At the start of the trade liberalization process, the Chinese
government did not allow foreign ownership in a variety of industries, so
the only way for foreign firms to penetrate the Chinese market was through
a joint venture. This enabled foreign firms to benefit from government
policies, while domestic enterprises absorbed foreign technology through
observation, imitation and learning (UNIDO/UNU, 2012).

Careful management of foreign trade has facilitated the industrialization
process in two complementary ways. Firstly, trade liberalization made
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it possible to import cheap technology, which was essential for the
industrialization process; and secondly, the opening up of the economy helped
exporters, with government support, to sell a large proportion of the national
productive surplus in foreign markets (UNIDO/UNU, 2012).

The Chinese government has traditionally supported a selected
group of sectors. Its 12th annual plan, covering the period 2011-2015, puts
special emphasis on cotton production, the textile industry, biochemical
products, capital goods, electrical appliances, the footwear industry,
innovation in green technology, the oil industry, steel production, and
power generators.

(c) Brazil

The industrial policy currently being implemented in Brazil
promotes internationalization through goods and services exports and the
attraction of FDL. It also stresses technological improvement and capacity-
building for development as ways to increase competitiveness, both in the
manufacturing sector and in services (UNIDO/UNU, 2012).

The key features of the policy include long-term planning,
encouraging the creation of highly innovative national champions,
such as Embraer and Petrobras. Unlike other Latin American countries,
Brazil’s R&D budget has increased considerably; and there has also been
a strong financial commitment from development banks. At the same
time, the country has invested in institutional strengthening, which has
allowed partnerships to be formed between the government, the private
sector and social stakeholders to execute programmes (Devlin and
Moguillansky, 2012).

As part of its technological development and foreign trade
plans, Brazil is promoting a sector-based strategy that includes four
knowledge-intensive activities: production of semiconductors, software,
pharmaceutical products and medicines, and capital goods. In terms of its
productive development policy (PDP 2008-2010), the Brazilian government
implemented measures to diversify the productive structure and increase
productivity and exports, with an emphasis on innovation. The current
development plan (Plano Brasil Maior, 2011-2014) includes horizontal
measures for infrastructure development, the strengthening of productive
chains and diversification of exports with higher value-added. This plan
consists of six technological programmes, seven programmes targeted
on leading sectors, and 12 industrial competitiveness programmes. The
fulfilment of Brazil’s industrial policy objectives has been based on specific
instruments, including capital injections and support for technological
innovation (see table 1.8).
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Table 1.8
Brazil: industrial policy instruments
Financing (i) Brazilian National Central lending institution for SMEs.
Economic and Social Its instruments include the BNDES card
Development Bank (a pre-approved credit line targeting National
(BNDES) and products SMEs with a limit of R$ 1 million).
for micro-small The BNDES also offers alternatives sources of
and medium-sized financing for exports and sector development
enterprises (MSMEs) programmes (software, the shipbuilding industry,

telecommunications, aeronautics).
In 2012, BNDES disbursements totalled
R$ 156 billion (roughly US$ 80 billion).

(ii) Brazilian Endeavors to provide “solutions” to facilitate access
Microenterprise and to financing for smaller firms: information on existing
Small Business Support lending programmes and credit lines, consulting
Service (SEBRAE) services for financial diagnostic assessments and

project building. Also participates in the Brazilian
Microenterprise and Small Business Guarantee Fund
(FAMPE) and promotes the creation of guarantee
companies with the aim of offering alternatives for
collateralizing business loans.

(iii)Brazilian National Executes lending programmes for smaller firms
Studies and Project
Finance Agency
(FINEP), Brazilian
Employment and
Income Creation
Programme (PROGER)

Technological (i) Funds for business R&D  From 1999 to 2012, a total of 16 funds were created

innovation to support research and development activities:
14 sector funds in strategic sectors and two
cross-cutting funds.
The funds that delivered most resources were the
cross-cutting funds (infrastructure and promotion of
cooperation in science and industry) and those of the
oil, energy and telecommunication sectors. Funds to
support science, technology and innovation activities
manage substantial amounts of resources and
promote co-participation by firms, universities, state
governments and research centres in the planning of
projects and the management of the funds.

(i) Local productive APLs are clusters of economic agents operating
clusters (APLs) in a local area that has a concentration of specific
and SEBRAE productive activities. They bring together specialized

firms, with a heavy presence of SMEs in the same
productive sector. Cluster participants include
suppliers and institutions that support productive
development, with training, skill development, and
technical assistance activities, and financing.

Source: Prepared by the authors on the basis of United Nations Industrial Development Organization
(UNIDO)/United Nations University (UNU) (2012), Structural Change, Poverty Reduction and
Industrial Policy in the BRICS, Vienna; and R. Devlin and G. Moguillansky, “What’s new in the new
industrial policy in Latin America?”, Policy Research Working Paper, N° 6191, Washington, D.C.,
World Bank, 2012.
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E. Spaces for industrial policies in
the international context

The industrial policies implemented over the last several decades
(centuries even, in some cases) by countries that are now developed and
have an internationally competitive industry, as described in the previous
section, are constrained by the agreements signed under the World
Trade Organization (WTO), and by the multilateral and bilateral treaties
signed in the last three decades. Nonetheless, there is still plenty of room
to implement industrial policies, although changes in the international
scenario restrict the field of action and consequently call for greater
creativity when designing new instruments.

The agreements signed in the WTO framework limit the space for
industrial policy in four main areas.

1. Tariffs, para-tariffs, quotas and nontariff barriers

The General Agreement on Tariffs and Trade (GATT), now administered by
the World Trade Organization (WTO), requires member countries to reduce
import tariffs to agreed the maximum levels, although certain industrial
products and primary goods are not subject to these maxima. Also restricted
are “para-tariffs”, in other words specific taxes on imports or royalties that
have a similar effect to a tariff, such as taxes on foreign currency transactions
and domestic taxes on imports. The use of quantitative import restrictions is
also prohibited, along with regulations governing rules of origin, customs
procedures, sanitary and phytosanitary measures, and other measures that
potentially represent non-tariff barriers.*

2. Export subsidies

The WTO Agreement on Subsidies and Countervailing Measures bans
subsidies aimed exclusively at export promotion; and it specifies rules on
the use of countervailing measures in cases where a national industry is
damaged as a result of production subsidies in third countries. Annex 1
of this Agreement contains a list of prohibited export subsidies, such as
foreign-exchange and drawback schemes or any similar practice that
results in a bonus to exports; partial or total exemption from direct and
indirect taxes or social contributions, specifically related to exports; and
the granting of export credits at subsidized rates.

Nonetheless, the Agreement permits subsidies to promote R&D
activities and higher education, under certain conditions, along with
assistance for deprived regions; and it also allows support to be provided
to upgrade facilities to meet new official environmental requirements.

4 See Hoekman, Mattoo and English (2002) for further information on non-tariff barriers

and para-tariffs.
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3. Trade-related investment measures

The Agreement on Trade-Related Investment Measures (TRIMS) requires
member countries to eliminate trade-related performance requirements;
and it prohibits rules constraining the activities of multinational enterprises
in terms of purchasing domestic inputs or importing inputs. It requires
member countries to treat foreign direct investment (FDI) no less favourably
than investments financed with domestic capital.

4, Intellectual property rights

The Agreement on Trade-Related Aspects of International Property
Rights (TRIPS) specifies the minimum standards of protection that each
WTO member country has to guarantee in the main areas of intellectual
property; and it defines the procedures and actions that must be available
to the owners to uphold such rights (Watal, 2002). The main areas
considered are patents, trademarks, industrial designs and geographical
indications. The signing of this Agreement requires significant changes
in domestic laws and the strengthening of institutions to enforce it.

Multilateral and bilateral trade agreements have further restricted
the scope of action of industrial policy. For example, in the negotiation
of bilateral trade agreements the United States has exerted pressure for
tighter restrictions in the areas of investment regulation, intellectual
property protection and the capital account (Rodrik, 2004).

The North American Free Trade Agreement (NAFTA), for instance,
imposes restrictions that go beyond those agreed upon in the WTO
framework. In the area of investments, it is forbidden to impose or enforce
any of the following requirements on an investment or on an investor:
(i) exporting a pre-defined amount or percentage of merchandise or
services; (ii) achieving a certain level or percentage of national content;
(iii) purchasing, using or maintaining a preferential agreement on
merchandise produced or services provided in its territory; (iv) linking
the volume or value of imports to the volume or value of exports in any
way, or to the amount of foreign exchange inflows associated with the
investment in question; (v) restricting sales of merchandise or services
that the investment in question produces or provides in its territory,
by relating such sales in any way to the volume or value of exports or
foreign exchange earnings; (vi) transferring technology; or (vii) acting
as the exclusive supplier of the merchandise it produces or the services
it provides in a specific region or in the world market (Rodrik, 2004).
NAFTA also prevents the refunding of tariffs and the postponement of
customs measures, exemption from customs duties and restrictions on
exports and imports (Mercado, 2010).
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The Free Trade Agreement between the United States, Central
America and the Dominican Republic (DR-CAFTA) also intensifies
and expands restrictions on the implementation of an industrial
policy in various areas, including stricter agreements on the use and
appropriation of intellectual property, and on the observance of the
corresponding rights. Moreover, in the sphere of public procurement,
which tends to be a powerful tool for promoting national industry, the
DR-CAFTA Agreement stipulates that governments cannot grant less
favourable treatment to a locally established supplier merely on the
basis of its degree of association or foreign ownership.

Despite these restrictions, there is a lot of room for industrial policies
to be applied, as noted above. Based on the classification of instruments
described in this chapter, there are possibilities in all areas of industrial policy:

(i) Science, technology and innovation policies. The Agreement on
Subsidies and Countervailing Measures allows direct support
for R&D activities. Tax incentives for innovation, post-graduate
scholarships, incentives for collaboration by universities and
research centres, and support for high technology incubators,
among other tools, are not restricted in any trade agreement.

(i) Education and skill development policies. There are no
restrictions on policies for human resource formation at any
level, which is an essential factor in structural change.

(iif) Trade policies. The use of protectionist instruments is heavily
restricted under the new international scenario; but exports
can be promoted and FDI attracted through a wide variety of
innovative tools that do not contravene any agreement signed,
as described later in this chapter. It is very important that trade
policies be integrated into, and coordinated with, a national
development strategy.

(iv) Measures to promote selected industries. Countries can select
industries which, in their opinion, make a specific contribution
to the national development strategy, owing to their capacity to
create jobs, increase exports, generate productive linkages, and
engage MSMEs, among others. There are four factors to take into
account in policy-making: firstly, the incentives must not be linked
to export criteria or conditions, nor make distinctions based on
the origin of the capital; secondly, the rules of trade agreements
are more relaxed in the field of services, and so there is more
potential for industrial policies in that area; a third aspect is that
public support for industrial restructuring with environmental
criteria is not restricted; and, lastly, most countries in the region
can use public procurement as a tool of industrial policy.
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(v) Competitiveness policies. The creation of a business-friendly
environment by generating economic signals and incentives
that motivate agents to be competitive is possibly the area with
greatest potential for industrial policies, because this process is
characterized by strengthening the functioning of markets.

(vi) Competition policies. As is the case with competitiveness, there
are no major restrictions on implementing policies that seek to
strengthen competition in markets.

F. Industrial policy tools

This section describes three industrial policy tools as examples that
promote structural change with a systemic and integrating approach:
(a) attraction of FDI; (b) SME support policies; and (c) science, technology
and innovation policies. Public action to strengthen value chains can use
the instruments described here, in conjunction with others, particularly
those targeting the last two policy types mentioned.

1. Attraction of FDI

There is consensus on the positive impact that FDI can have on the
growth and development of the receiving country, for which it offers the
following potential benefits: (i) it is a source of external financing; (ii) if
it is applied to “greenfield” projects, it will make it possible to increase
production and employment in the receiving economy; (iii) if, in addition,
it is targeted on foreign markets, it will have a positive effect by increasing
exports; and (iv) through productive linkages with the local economy, it
can boost production and employment, in addition to fostering technology
transfer, human resource training and local business development
(Padilla Pérez and Martinez Piva, 2009; Machinea and Vera, 2006;
UNCTAD, 2002; ECLAC, 2004). Nonetheless, the economic literature also
studies the potential negative effects of FDI, such as the disappearance of
national producers, repatriated capital, and tight control over technology
(Moran, 2000; Agosin and Machado, 2005).

Recognition of the potential benefits of FDI has influenced the design of
policies to attract this type of investment, the complexity of which reflects the
objective being pursued by countries in attempting to attract it (Gligo, 2007),
and the focus of their development policies, particularly industrial policy. In
its 2006 edition of Foreign Direct Investment in Latin America and the Caribbean,
ECLAC distinguishes three types of public policy to attract FDI: passive
policies, active policies and integrated policies (ECLAC, 2007).

Passive policies are limited to the establishment of institutional
frameworks that facilitate FDI inflows. They do not reflect a lack of
interest in FDI, or the presence of restrictions, but the government
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considers that the existing macroeconomic conditions, institutional
framework, business climate and comparative advantages (domestic or
nearby markets, existing natural and human resources) are sufficient to
attract this type of investment; and it does not see the need to intervene
significantly in the process. This type of FDI attraction scheme is not
necessarily integrated with the country’s productive development policy,
and its success is measured basically by the size of the investment.

Active policies need government participation to create conditions
to attract investments that are consistent with the selected objectives
of the national development strategy. Governments define the type of
investment that is appropriate for achieving the desired benefits; and
the conditions needed to attract it are created, insofar as this is within
the country’s possibilities. Policies are designed to attract quality
investments with potential to generate significant benefits for the
receiving economy, in terms of technology transfer, job creation and
the formation of productive linkages, among others. To implement this
type of policy, countries often set up an investment promotion agency,
and they undertake activities to achieve the proposed objectives: tax
and financial incentives to attract investment, measures to facilitate
the investment (such as an improvement in the regulatory framework),
and selective policies to increase the country’s competitiveness (such
as infrastructure or the formation of specialized human resources).
A country can also prioritize a certain category of investment or give
it preference over others, for which it implements specific measures,
known as targeting strategies.

Integrated policies require government leadership to complement
and reconcile the country’s investment-attraction and development
policies, insofar as there are coincidences between the national
development objectives and firms’ requirements to maximize the benefits
of FDIL In other words, it is possible to exploit conditions that make a
country attractive for investors and also take maximum advantage of the
potential benefits of FDI. The policies adopted aim not only to attract foreign
direct investment but also to create conditions that make the most of its
benefits, for example through strategies to strengthen productive linkages
and increase technology absorption.

In short, all three types of public policy described encourage FDI
inflows; but the third of those mentioned is more conducive to a path
of structural change, given its integration and complementation with a
national development strategy.

2. Policies to support MSMEs

MSME-support policies have been present to a greater or lesser extent
throughout recent decades, despite the changes in the orientation of
industrial policy; and they recognize the importance of micro, small and
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medium-scale economic agents in creating jobs and contributing to output,
but also the difficulties they face in increasing productivity and exporting.

The first decade of the twenty-first century marked a turning point
in the type of policies used to promote MSMEs, as recognition emerged
of the preponderant role these enterprises play in structural change in
Latin American economies, through four processes: (i) their contribution
to productivity growth; (ii) their complementation of the economies of
scale of large firms; (iii) their key role in articulating productive clusters;
and (iv) their support for social inclusion by raising the incomes of
entrepreneurs and improving employment conditions for workers, thereby
reducing their vulnerability (OECD and ECLAC, 2012).

The instrumentation of more integrated policies, which need to be
articulated with the national development strategy, means that support for
MSMESs needs to be provided from various complementary perspectives.
Table 1.9 summarizes four intervention areas for supporting this enterprise
category, and lists the main instruments available to governments.

Table 1.9
Four areas of public policies to support MSMEs
Areas Instruments
Policies on access to financing Public financial institutions

Credit programmes
Guarantee funds and companies
Early-stage financing and venture capital

Policies on modernization and Development of local suppliers of transnational
technological innovation enterprises

Sector programmes

Business R&D funds

Technological funds

Technological innovation centres

Policies on productive articulation: Development of business networks
industrial agglomerations and clusters Promotion of cluster competitiveness
Local productive systems

Policies on access to new markets Export promotion
and foreign trade facilitation Trade policy and export initiatives
International trade financing

Source: Federico Stezano (2013), “Politicas para la insercién de las microempresas and las pequefas and
medianas empresas en cadenas globales de valor en América Latina”, Estudios y Perspectivas
Series, No. 146 (LC/MEX/L.1106), Mexico City, ECLAC subregional headquarters in Mexico.

3. Science, technology and innovation policies

Science, technology and innovation policies have also been present over the
last few decades in various guises, although the model and the instruments
used have changed significantly.
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During the import-substitution period in Latin America, a linear
approach prevailed in the supply of science, technology and innovation
policies. The public sector plays a major role in this model, by identifying
priorities for innovation and direct interventions in science and technology
activities. The public sector creates a solid institutional infrastructure
that turns government agencies, large firms and state universities into
key players, promoters of innovation, suppliers of technology and
disseminators of knowledge (Cimoli, Ferraz and Primi, 2007).

The linear demand model or approach spread across the region in
the 1980s and 1990s in the context of trade-openness policies, liberalization
and state downsizing. This approach is characterized by the key role
played by private-sector agents and the market in promoting and defining
the major technology and innovation strategies. The public sector’s role is
limited to correcting market failures between private agents; and it fulfils
an articulating and management function, leaving private initiative as the
protagonist in promoting innovation (Cimoli, Ferraz and Primi, 2007).

In contrast, policies defined as non-linear or co-evolutionary are not
based exclusively on private-sector demand for technology or on the supply
of technology by the public sector. Instead they accord a systemic dimension
to innovation, in which interactions between the participants in the
innovation system determine the technological strategy to be implemented.
The government plays a key role in coordinating and articulating the
systemic strategy with firms and academia, with no stakeholder in particular
assuming leadership of the system (Cimoli, Ferraz and Primi, 2007).

Within a non-linear approach, governments can deploy a wide
range of actions and instruments to promote science, technology and
innovation, which can be classified in three groups (see table 1.10). The first
concerns construction of the institutional framework for promoting these
three activities, which includes the formation of public agencies such as
secretariats, councils and ministries; the preparation of strategic plans; the
establishment of mechanisms for coordination among the various areas
of government; the definition of a framework for protecting intellectual
property, and the application of standardization and quality policies.

The second field of action and instruments involves financing. Public
support can be provided through tax incentives specifically targeting R&D
activities, or those that can feasibly be used indirectly for this purpose.
Support can also be given through direct government subsidies, via
contestable funds with or without capacity to distinguish priority sectors
or regions. Other available instruments are public guarantees, loans at
preferential interest rates, public venture-capital funds and financial
support for the commercial exploitation of innovations.



64 ECLAC

Table 1.10
Instruments of public science, technology and innovation policies

Institutional framework  Science, technology and innovation plans
Evaluation of science, technology and innovation programmes
Technology forecast exercises
Protection of intellectual property
Public programmes and organizations at the regional and sector levels

Mechanisms for coordinating the various public institutions responsible for
science, technology and innovation policies
Strategies to promote science, technology and innovation education

Standardization, metrology, accreditation and quality policies

Public procurement policies

Financing Tax incentives
Direct subsidies
Guarantee programmes
Financing under preferential conditions
Venture-capital funds

Funds for the commercialization of innovations

Interaction and Promotion of collaborative research between the public and private sectors

dissemination ! . )
Support for exchanges between universities and firms

Promotion of researcher mobility

Support for the creation of technology transfer offices

Scientific and technological parks

Bridge organizations

Dissemination of the importance and usefulness of science, technology
and innovation
Business incubators

Source: Ramén Padilla Pérez, Yannick Gaudin and Patricia Rodriguez, “Sistemas de innovacién”,
Sistemas de innovacién en Centroameérica. Fortalecimiento a través de la integracion regional,
ECLAC books, No. 118 (LC/G.2559-P), Ramén Padilla Pérez (ed.), Santiago, Chile, 2013, p. 39.

The third group of actions and instruments aims to foster greater
interaction between system players and to disseminate technological
knowledge. To promote collaboration, programmes can be created that
encourage joint research between the public and private sectors, exchange
between universities and firms, and mobility among researchers.
Governments can also promote interaction by creating Technology
Transfer Offices (TTOs) in universities, which facilitate interaction with
the private sector and commercialization of the technological knowledge
generated in them, and also through the formation of scientific and
technological parks using public funds. Another instrument consists
of initiatives to publicize the usefulness of science, technology and
innovation through seminars, conferences and other activities aimed
at fostering a culture of innovation among entrepreneurs and students
(Padilla Pérez, Gaudin and Rodriguez, 2013).
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G. Conclusions

One of the consequences of the 2008-2009 international financial and
economic crisis has been a reawakening of interest in industrial policy,
in both theoretical-conceptual and practical terms. Developed and
developing countries alike have implemented new strategies that go
beyond the horizontal or market-failures approach; and they have
committed huge amounts of financial resources to this endeavour. The
governments of Latin American countries have also participated, to a
greater or lesser extent, in this process of change in national and regional
productive development strategies.

The revival of industrial policy is occurring in a new international
scenario, constrained by multilateral and bilateral international trade
agreements, but where there is still room to implement a wide variety of
instruments. Modern industrial policy sees the state as an entity that
articulates and promotes development, rather than merely controlling
the main economic activities. The integrated industrial policy approach
proposed in this chapter advocates structural change based on upgrading
towards activities and sectors of higher productivity and greater
technological intensity. In the ECLAC vision, the main objective of this
transformation is to achieve economic and social development with equality.

Industrial policy has been ever-present in the decades since World
War II. In the 1980s and 1990s, different approaches and instruments
were adopted, but direct and indirect support for selected sectors (such
as manufacturing and exports), the financing of business R&D, and
technical and financial assistance to MSMEs were permanent features.
Official discourse notwithstanding, even the United States and European
countries, which have advocated no government intervention in economic
activities, have actually provided major support to industries that are
crucial to their economies (for example, aeronautics and the automotive
industry). In contrast, the Asian countries have adopted a more pragmatic
approach by implementing broad-scope industrial policies.

The revival of industrial policy in Latin America also coincides with
a climate of greater pragmatism. Economic performance in recent decades
has been insufficient both in terms of growth and in reducing poverty and
inequality; and the empirical evidence shows the need for an active and
integrated industrial policy to achieve deep structural change.

This chapter has summarized the main theoretical and conceptual
elements of industrial policy, and has put forward empirical evidence of
its importance for structural change. The application of these concepts,
in conjunction with the lessons that can be drawn from experiences in
other regions, represent just one input in supporting the task facing the
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countries of the region: the design and application of policies that are
consistent with the economic, social and productive scenario. The chapter
has also described the context in which policies to strengthen value chains
operate, which is discussed further in the following chapters.
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Chapter I

Methodology of the ECLAC-GIZ project
for the design of value chain
strengthening strategies

Nahuel Oddone
Ramoén Padilla Pérez
Bruno Antunes

A. Introduction

This chapter describes the methodology used to strengthen value chains
in Central America, as developed by the ECLAC subregional headquarters
in Mexico. The methodology is based on previous work done by ECLAC in
Buenos Aires,! and on a systemization of the tools used by the Commission
in various processes of technical support provided to countries in the
Central American subregion. The chapter focuses particularly on the
stages of diagnosis, analysis of best practices and preparation of strategies.

Recent years have seen a revival of the importance of industrial
policies in Latin America, together with increasing interest in striking a
new balance between state, market and society (ECLAC, 2012), as analysed
in chapter I of this volume. This reawakening of interest has highlighted
the role of innovation and human-capital strengthening in closing the
technological gap with respect to the more developed economies; creating
more job opportunities; increasing the value-added of local production;
preventing the re-primarization of exports and production duality (where

1 ECLAC worked with the Ministry of Industry of the Argentine Republic on the diagnostic
study, analysis of policies and generation of spaces for debate on issues including
production development, job creation and social inclusion. Work was done with 11
production chains drawn from the 13 included in the 2020 Industrial Strategic Plan
launched by the Argentine government in October 2011. The volume compiled by Stumpo
and Rivas (2013) reports the key outcomes of this process.
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technologically modern and internationally competitive firms coexist
with others that are more backward and of lower productivity); and
strengthening the linkage between export performance and economic
growth, based on an increase in business productivity in general, and in
that of micro, small and medium-sized enterprises (MSMESs) in particular.

Latin America’s production and export structures are generally not
oriented towards the most dynamic production sectors, or those of high
technological content (Cimoli, 2005; Hausmann and others, 2005; Kosacoff
and Lépez, 2008). ECLAC has highlighted the importance of structural
change in achieving economic and social development with equality
—a change that is understood as a transition towards activities and sectors
that achieve more dynamic productivity gains and make more intensive
use of technological knowledge (ECLAC, 2012).

The design of participatory strategies to strengthen value chains is
a very useful tool for implementing industrial policies, because it makes it
possible to identify specific and targeted intervention actions.

More active participation in national, regional and global value
chains would enable local firms to increase their productivity and
upgrade their contribution in the international division of labour that
currently prevails in the world economy (Kosacoff and Lépez, 2008). At the
microeconomic level, value chain strengthening would produce several
benefits, such as the forging of new relations between entrepreneurs,
better-quality production (for example, optimization of the sustainable
use of certain raw materials or resources), increases in competitiveness
and the export capacity of firms,’> and additional financing for business
projects and local economic development by the private and public sectors.

Value chain strengthening that involves integrating local producers
into regional and global value chains has a significant impact in terms
of improving their economic and social conditions and enhancing the
immediate environment.

The methodology described in this chapter, the application of which
was supported financially by the German International Cooperation

2 Competitiveness can be defied in many ways. This interpretation used in this chapter
follows Fajnzylber (1990), for whom authentic competitiveness is achieved through a
series of productivity increases, requiring continuous technical progress, greater product
differentiation, the incorporation of technological innovations, the introduction of new
forms of business organization and the linkage of production chains, to enhance the
efficiency of the production cycle.

Participation by local firms in global value chains helps to invigorate competitiveness,
because the firms have to face more exacting demand (the process of learning by
exporting); and it can also stimulate the development of new learning processes stemming
from the relations established with other agents in the chain (the process of learning by
interacting) (Kosacoff and Lépez, 2008).
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Agency (GIZ), is inherently participatory, involving the creation of dialogue
mechanisms. The results of the various stages of the process are presented
and debated at meetings held with the main stakeholders in each value
chain, which makes it possible to significantly enrich the process, strengthen
commitments, facilitate agreements, and promote more transparent
decision-making. The articulation of the public and private sectors enables
stakeholders to access more demanding markets, stimulates closer linkage
between institutions involved in research and development (R&D) activities,
and strengthens relations with entities that provide services and inputs.

The chapter is organized in five sections including this introduction.
Section B presents a conceptual approach to value chains and their
importance for policymaking; and section C describes the six stages
of the methodology used in the ECLAC-GIZ project on strengthening
value chains in Central America. Section D describes the elements
needed to prepare diagnostic studies focused on identifying constraints
and opportunities; and section E discusses the process of analysing best
practices in the value chain, in relation to the constraints and opportunities
that emerge from the diagnostic assessment. Section F concludes the
chapter by setting out the central issues that need to be considered when
preparing value chain strengthening strategies.

B. Value chains and their importance for public policy

1. What are value chains?

Irrespective of their size, all firms participate in at least one local value
chain; even a subsistence farmer purchases inputs (seeds, tools, fertilizers
and so forth), which entails interaction with other links in the chain. Firms
that export, whether directly or indirectly, also participate in regional or
global value chains.

A value chain encompasses the whole range of activities needed for
a product or service to move through the different stages of production,
from its original design through to its delivery to consumers and final
disposal after use (Kaplinsky and Morris, 2002). Each of the stages
—conception and design, production of the good or service, transport of
the merchandise, consumption and handling, and final recycling— are
generally referred to as links. The number of links comprising a value chain
varies greatly according to the type of industry and the activities or links in
the chain that can be undertaken by one or several firms (Kaplinsky, 2000).

Global value chains are the outcome of a new pattern of production
based on production de-localization linked to dynamic final markets,
which may be national (located in urban centres), regional (neighbouring
countries) or global (the main consumption markets).
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The global value chain concept divides the different links of the
value chain into various firms, or plants of a single firm, located in different
geographical spaces. A global value chain has four key dimensions: its
input-output structure; its geographical coverage; its governance; and its
institutional framework (Gereffi, 1999). It is essential to complement the
microeconomic approach with that of economic geography (theories of
local or regional development) and the institutional-economics perspective,
because this makes it possible to analyse the problems of coordination,
trust and incentives that are needed to be able to develop the chain.

The chain’s input-output structure refers to the origin and
destination of the inter-sectoral economic transactions or flows, based
on the levels of production of each activity sector and the imports of
goods they require. Input-output linkages make it possible to capture the
articulations among aggregate economic activities that generate different
production complexes. Geographical coverage reflects the size of the chain
in territorial terms, which may be local, national, regional or global.

The chain’s governance defines the framework in which the firms
will operate economically and interact, both with each other and with
support institutions based either in the government or in the private sector.
Governance is never static but evolves continuously through time according
to the changing strategies of the firms in question, along with institutional,
technological and organizational innovation factors, among others (Gereffi,
Humphrey and Sturgeon, 2005). The institutional framework involves the
policies and rules under which value chain participants operate.

The analysis of a global value chain improves understanding of
how a country or a region participates in a global industry, and the role it
plays in the distribution of profits earned from the chain’s various activities.
Participation in the links of the chain has far reaching implications, both
from the industrial-organization standpoint and in terms of economic
and social development, since the activities associated with each link use
resources (capital, technology, labour or natural resources) with different
intensities; and they generate different opportunities for production linkages
and, consequently, different opportunities for developing local capacities.

An analysis of the global value chain is also useful for identifying
the power or hierarchy relations that exist in it, which have a direct impact
on the global organization of the industry and the spaces allocated to firms
established in a given country or region.

2.  Which are the key players in a value chain?

The agents that participate in value chains located on different institutional
levels and territorial scales form the links of the chain.
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The value chain’s key actors participate directly in the provision of
inputs, production, processing, transport and marketing, and are therefore
firms forming part of the links. Public and private suppliers of services
support the chain’s operations, including packaging and handling,
certification and financial support, except where other chain participants
undertake those activities.

Government agencies, industrial associations, universities and
international organizations, among other entities, provide support activities
and interventions to strengthen the value chain, such as specific training
actions in relation to production and dealing with international quality
standards, the supply of market information, and advice on business planning.

These agents carry out their actions in an international setting
that encompasses the regulatory framework, national and subnational
policies, trade regimes, interventions in the market, the infrastructure of
the territory in question and available information sources —all of which
affect the performance of value chains.

3. What types of value chain exist?

Value chains can be classified under various criteria, of which four are
presented below, illustrating the diversity and complexity of the chains®.

(i) By number of actors: each value chain is distinguished by its
number of participants. For example, actors in automotive-
industry value chains need to purchase numerous different
products or intermediate goods, which they obtain from an
extensive network of suppliers. In other chains, such as herbs
and spices, while there may be many different producers, they
all provide a similar type of product. In contrast, in the mining
value chain there are often only a few suppliers.

(ii) By the agents that determine its governance: an initial distinction
can be made between value chains that are buyer-driven, and
those which are supplier driven. There are also other forms of
governance, for example those with very loosely coordinated
governance structures, commercial structures based on the market,
intensely coordinated or vertically integrated (Gereffi, 1994).

(iii) By its operation: national value chains, in which the products
are only sold in the country in which they are produced, can be
distinguished from regional and global value chains where the
product is processed and marketed in different countries.

(iv) By the degree of product processing: some products, such as
fresh fruit, only require a few processing steps in the value

4+ See UNIDO (2009a and 2009b) for further details.
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chains, whereas others, such as cotton, may pass through
many stages. The degree of processing is also closely related
to the sophistication of the technology used. Some value
chains only use traditional knowledge (such as certain craft
products), whereas others use leading-edge technologies (the
semiconductor industry for example).

4. Why is it important to study the governance
of a value chain?

Studying the governance of value chains makes it possible to analyse the
mechanisms, processes and rules through which firms relate economically
with each other, and with the government and other stakeholders.
The study of value chain governance seeks to identify the factors that
determine the behaviour of chain participants, based on the types of links
and relations that are established between them, in conjunction with the
explicit and tacit rules under which they operate.

When analysing the governance of a value chain, it is helpful to ask
a number of questions, for example in relation to the structure on which
agents act, and which members exert the greatest power and influence;
how the incentive system operates; what regulations are imposed on
members of the chain; what effect do social and cultural conditions have
in relation to forms and types of production; and what impact do they
have on the generation and transfer of new technologies.

The analyses conducted by Gereffi, Humphrey and Sturgeon (2005)
distinguish five types of value chain governance, which differ according
to a trilogy of attributes: the complexity of the information and knowledge
needed to complete a transaction according to product and process
specifications; the degree to which this information and knowledge can be
codified and thus be efficiently transmitted without the need for a specific
investment by the parties to the transaction; and the capacities of current
and potential suppliers in relation to the requirements of the transaction.
The authors recognize the following types of governance: (i) markets,
where firms and individuals buy and sell products with little interaction
apart from the exchange of goods and services; (ii) modular value chains,
in which the suppliers make products or provide services to meet customer
specifications; (iii) relational value chains, in which a relatively small group
of localized firms interact and share knowledge intensively, with support
from partners in the global value chain; (iv) “captive” value chains, where
small-scale producers tend to be dependent on large buyers, which in
turn maintain a high level of oversight and control; and (v) hierarchical
value chains, characterized by vertical integration, in other words by
“transactions” that take place within a single firm and its subsidiaries and
which have a dominant type of governance (see table IL.1).
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5. Why is the value chain approach relevant?

In the search for structural change in Latin America that promotes
development with equity (ECLAC, 2012), value chain strengthening
makes it possible to diversify production and expand participation in
the most knowledge-intensive segments of the production structure or
where demand is growing fastest.”> At the same time, it tends to reduce
the structural heterogeneity that is characteristic of Latin American
economies, through a type of spillover effect caused by the integration and
addition of new links and services in a chain.®

ECLAC views structural change as stemming from the interaction
of two interrelated forces: (i) innovation, broadly defined as the emergence
of new activities and the way they are implemented; and, in particular, the
learning needed to effectively exploit their opportunities in the economy;
and (ii) the links that cause an innovation or learning in an activity to
generate innovations in other complementary activities (ECLAC, 2013a).
The combination of learning and linkages explains the existence of
dynamic economies of specialization and scale, which are decisive
for increases in productivity, competitiveness and employment at the
aggregate level (ECLAC, 2013a).

One of the main objectives of supporting value chains is to take
advantage of their potential to increase productivity (generation of
economies of scale, access to new technologies and information, and
MSME strengthening), and to consolidate the relationship between export
expansion and economic growth,” which should result in more and better
jobs, higher wages and better conditions (social development).®

As a factor promoting virtuous structural change, participation in
value chains creates new sectors or activities (either in or between links)

°  The combination of these two types of efficiency in the production structure is referred
to as dynamic efficiency, because it generates higher rates of growth in productivity,
innovation and employment (ECLAC, 2012).

¢ ECLAC defines the term “structural heterogeneity” as the co-existence in a single economy
of sectors and firms that are highly productive with a relatively heavy presence of low-
productivity sectors and firms (ECLAC, 2012).

7 Numerous studies, several of them done by ECLAC, examine the weakness of the link
between export performance and economic growth in the Central American subregion. The
main reasons adduced to explain this phenomenon include, firstly, the lack of production
linkages between local enterprises and large, mainly transnational, exporting firms; and,
secondly, the low technological complexity of the production processes undertaken in the
subregion, even when these form part of industries that are considered high-tech (Padilla
Pérez and others, 2008; ECLAC, 2008).

8 Various authors, such as Rossi (2013) and Barrientos, Gereffi and Rossi (2011), have
analysed the impact of value chain strengthening, particularly their integration into global
chains, in the so-called social and economic upgrading of producers and their immediate
economic surroundings.
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which absorb the reserve of workers in jobs that aim to be more productive,
of better quality, and higher paid. This seeks to break the link that exists
between structural heterogeneity and income inequality in the labour
market. Clearly, to ascertain whether stimulating value chains contributes
to structural change, it is necessary to analyse how productivity and
employment levels change through time.

The most important benefits to be obtained from the participation by
firms in value chains are as follows: (i) the preservation and strengthening
of the industrial fabric; (ii) job creation; (iii) the promotion of business
productivity and competitiveness; (iv) the integration of MSMEs in new
value-creating productive processes;’ (v) the attraction of new capital
and implementation of new investments;"® (vi) the creation of horizontal
networks' or supply networks;? (vii) an increase in tax revenue; and
(viii) an improvement in the relation between the public and private sectors
aimed at generating local production systems based on conglomerates.

Nonetheless, these benefits are not the spontaneous and immediate
outcome of the process of integrating into value chains (whether local,
regional or global); they require various factors to be functioning
adequately, such as the system of relations between agents, support
institutions, spaces for appropriating value-added and, in general, the
governance of the chain. For this reason, policies to support value chains
need to create conditions to ensure a successful integration for the
production agents facing the greatest constraints.

Deepening existing production linkages and stimulating the
formation of new ones, combined with the incorporation of technological
innovations, makes it possible to upgrade to more complex activities
within the global value chain (ECLAC, 2013a). Possibilities for upgrading
depend on the type of governance that characterizes the chain, and also on
the local techno-economic factors required by firms to be able to develop.
There are six factors to consider: (i) macroeconomic and institutional
stability; (i) current public policies and the incentive system; (iii) the
availability of human resources; (iv) the existence of other consolidated

®  MSMEs benefit from the generation of global value chains through: (i) greater bargaining
power with customers and suppliers; (ii) better access to technology, financing and
marketing systems; (iii) the creation of economies of scale through joint purchasing;
(iv) collaboration between firms (equipment hire) and the “nationalization” of the
production procedure; (v) a reduction in direct and indirect costs; and (vi) general
improvements in management and marketing processes.

10" On this point, see Lopez and Ramos (2010).

" The organization and development of horizontal business networks is understood as the
process of building trust between the people that lead similar firms (in size and production
activity), with a view to undertaking joint actions that contribute to their competitive growth.

2 These seek to maintain formal and informal communication between the customer firm and
its suppliers, along with integrated development of the capacities of the supplier firms.
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clusters; (v) technological capacities and their absorption by domestic
firms; and (vi) the functioning of national innovation systems and the
availability of infrastructure (Humphrey and Schmitz, 2002; Gereffi,
Humphrey and Sturgeon, 2005; Giuliani, Pietrobelli and Rabellotti, 2005;
Morrison, Pietrobelli and Rabellotti, 2006; Kosacoff and Lépez, 2008).

Value chain analysis allows for detailed research into the value-
creation processes that take place in each link, and the relation between
them and the structure of the chain, even though they may belong to
different sectors. Unlike the sector approach, the study of chains makes it
possible to analyse agents, links and processes more closely, with a view
to identifying the constraints and opportunities for their development,
including their internationalization. The proposed methodology makes it
possible to more clearly and precisely analyse the opportunities that exist
for greater integration of domestic value-added and the strengthening of
process and product innovation.

The value chain approach is intrinsically systemic and integrated, with
capacity to generate valuable sources of information for decision-making on
industrial policy, increasing value-added, and inter-sectoral and territorial
articulations aimed at reducing social and territorial asymmetries. It is also
a fundamental tool of technical analysis for policy decisions regarding the
incorporation of new agents into production processes, the promotion of
specialization and diversification, the creation of sources of employment,
and the reduction of productive heterogeneity, territorial asymmetries and
inequality in Latin America and the Caribbean.

The value chain strengthening methodology has at least four
benefits in the process of formulating public policies:

(i) It makes it possible to identify constraints and opportunities at
the micro level, which are the basis for designing specific lines of
strategy to strengthen all participants. The value chain approach
offers detailed information on the participants in each link, and
the relations between them, thereby making it easier to target
public resources.

(ii) The methodology aims to forge partnerships or agreements
between the public and private sectors for strengthening the
chain. Using a participatory methodology and public dialogue
mechanisms, the aim is to reach consensuses enabling different
actors in the chain to commit to the process.

(iii) The stakeholder dialogues allow for discussion of the diagnostic
assessments and strategies, which strengthens the legitimacy
and transparency of public policymaking.
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(iv) The technical support provided to governments by ECLAC
during the process allows for the designed methodology to be
transferred and additional capacities to be developed in civil
servants to replicate the exercise in other chains.

6. Strengthening of relations between the public
and private sectors

An effective strategy for strengthening value chains involves the formation
of public-private partnerships. Processes of this type contribute to the
alignment of targets and programmes and the forging of commitments
among all stakeholders. This type of partnership has been considered
from the ECLAC standpoint as a strategic articulation for development
(Devlin and Moguillansky, 2010).

When the public and private sectors work together they can
increase capacity to overcome the constraints that hold back the
upgrading of production activity, innovation and exports (ECLAC, 2008).
Such collaboration enables the public and private sectors to define and
implement a production development agenda. In this, private-sector agents
usually participate as advisers in the design, execution, monitoring and
evaluation of public policies and programmes, legislation, regulations and
technical specifications related to production development (ECLAC, 2008).

A key element in the value chain strengthening methodology is the
construction of stakeholder dialogues between chain participants, and
between them and the support organizations. Such spaces constitute a
process of communication and cooperation among the different actors that
are relevant to a given topic and who need to collaborate for their mutual
development and for the development of the relational system to which
they belong (identification of solutions and their application).

A stakeholder dialogue mechanism provides the opportunity for
conversation around a well-defined objective to identify and implement
solutions that are not achievable individually. Stakeholder dialogues offer
a platform for collaboration in the exchange of ideas and fluid application
of courses of action. They may also be viewed as mechanisms for public
policy consultation or suggestions.

The methodology proposes the organization of roundtables,
convened by the organized public and private sectors and involving the
various actors in the value chain, to validate and enhance the strategy-
design process. The dialogue enhances the analysis and formulation
of strategies, while promoting transparency and the participants’
commitment to the process.”

B Dialogue spaces are discussed in greater detail in chapter III of this volume.
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C. Methodology for strengthening value chains
Diagram IL1 provides a synthetic representation of the methodology for

analysing a value chain and for identifying specific actions to strengthen it.

Diagram II.1
Methodology for strengthening value chains

1. Definition of 2. Selection _ )
meta-objectives ofchains 3 Diagnosis
J Stakeholder
l dialogues

5. Preparation
of strategies

!

Intervention in value chains

4. Best practices @—— EEE—— 6. Launch

Source: Prepared by the authors.

The first step in the methodology involves defining meta-objectives,
which are the ultimate economic and social development aims being
pursued by chain strengthening. They need to be aligned with the national
development plan and relevant public policies, such as industrial and
science, technology and innovation policies. Examples of meta-objectives
include increasing employment and raising real wages, expanding exports,
increasing participation by MSMESs and technological change.

The second step consists of chain selection, which defines the
chains on which the priority actions of the public and private sectors will
be targeted. The selection criteria need to be consistent with the meta-
objectives —the potential of the chain to help reduce poverty, contribute
to national or regional growth, job creation, export growth and the
integration of MSMEs, among others. Other criteria related to strategic
policies can also be considered, such as local or regional development and
the reduction of asymmetries.

The methodology for defining meta-objectives and for selecting the
chains is flexible and depends on a variety of elements: the role played by
the government and the private sector in the process; the framework in
which the process unfolds (execution of co-operation funds or international
loans, joint public-private sector initiatives, or the application of public
development programmes); the level of development of the chain, and the
fluidity of relations between the government and firms, among others. This
definition can be formulated through the public-private sector roundtables,
or else merely emerge as an outcome of policy decision-making.
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Chain selection uses both quantitative and qualitative criteria. In the
first case, a matrix can be constructed which, for example, measures the
contribution made by each chain in terms of employment, exports, value-
added, and the incorporation of SMEs. Exercises can also be undertaken
using input-output tables to estimate the production linkages of each
chain. The second case involves the goal to develop specific territories or
sectors, and address the needs of vulnerable groups.

The third step consists of the preparation of diagnostic studies. This
exercise aims at carefully identifying constraints and opportunities in
three key areas: within each segment of the chain; the real and potential
links of each segment, and new strategic players that it would be essential
to bring into the segments of the chain.

The first roundtable is organized at this stage of the process, to
discuss the diagnostic study. This mechanism serves to endorse the
commitment of the main stakeholders of the chain and their support
organizations, most of which were interviewed in preparing the diagnostic
study. The roundtable is expected to last no longer than three hours,
with the aim of ensuring the participation and ongoing commitment of
key persons in the chain. Following a brief presentation of the diagnostic
study, participants are given the chance to make comments to enrich the
analysis, ensure that the constraints and opportunities identified have
been relevant, and to make sure no one is left out.

The fourth step is the analysis of international best practices. These
provide a benchmark for measuring the distance that separates the value
chain being studied from a similar value chain in other countries, and to
draw lessons from those experiences when designing the strategies.

The fifth step consists of preparing strategies to overcome the constraints
and exploit the opportunities identified in the diagnostic studies. The value
chain methodology makes it possible to identify micro-level actions to
strengthen the links and the chain as a whole. These are specific strategy lines,
which ideally would identify responsible entities, timeframes and resources.
Merely proposing to strengthen specialized human resources is insufficient;
it is also crucial to identify the areas and the organizations with capacity to
do so, along with the methodology, the resources and the deadlines.

The second roundtable is held at this point to discuss strategies.
As in the first roundtable, the aim is to enhance the process and obtain
a commitment from all participants in terms of the actions each will
undertake to develop the chain.

The sixth step is the launch of the chain strengthening strategy.
This should be a participatory event with media coverage, in which
representatives of the links of the chain are convened and the commitments
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assumed are announced. This activity helps to strengthen the consensus
among the chain participants and serves as a demonstration to other
chains wishing to embark upon a similar process.

Although outside the scope of the methodology being presented
in this chapter, the next step involves intervention in the value chains by
implementing the strategy lines. As in the six previous stages, the methodology
here is based on consensus and joint public-private sector actions.

The methodology of the diagnostic study is described in the
following section, with special emphasis on identifying and typifying
each link, and characterizing the constraints and opportunities in the
value chains.

D. Preparation of the diagnostic study for value
chain strengthening

The methodology for the study of value chains described below
summarizes ECLAC’s experience in various processes of providing
technical support to governments in the region, and draws on the elements
of the “value links” methodologies developed by GIZ* and the United
Nations Industrial Development Organization (UNIDO).

Diagram I1.2
Diagnostic study of value chains

1. Mapping of participants across the chain

Economic and Estructural Environmental Forecast
market analysis ELENES ELENSS analysis

2. Costs, margins

and competitiveness 5. Resources,

4. Governance productivity and 6. Economic and

and links environmental employment benefits

3. Markets and sustainability
standards

Source: Prepared by the authors on the basis of German Agency for International Development (GIZ)
“ValueLinks Manual: The Methodology of Value Chain Promotion”, 2007 [online] http://www2.
gtz.de/wbf/4tDx9kw63gma/ValueLinks_Manual.pdf and United Nations Industrial Development
Organization (UNIDO), Value Chain Diagnostics for Industrial Development. Building blocks for a
holistic and rapid analytical tool, Vienna, 2009.

The issues and questions discussed below constitute a
methodological guide, which, as such, can be adapted to the national level

4 See GIZ (2007).
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and to each value chain, depending on the contexts being studied and the
objectives of the research.

The guide starts by assuming there is broad access to information on
the chain under study. Nonetheless, in practice there could be limitations
on information availability, which would require the guide to be adapted.
It is highly recommendable to cover all elements of this guide, since they
are needed to preserve the systemic approach of the study and ensure that
all possible areas of constraints and opportunities in the functioning of the
chain have been examined. The diagnostic stages include six areas, which
are described below.

1. Mapping of value chain participants

Mapping is a technique that helps identify the different participants in
a value chain, along with their functions and levels of power, and their
interdependencies. It makes it possible to recognize which participants
and relations need to be studied within the links, what information needs
to be obtained and where the fieldwork will be done.

There are no unique or systematic criteria for defining the
boundaries of the chain. It is advisable to start from an analysis of the
chain’s production core, in other words the participant or participants
that produce the main good or service of the process. For example, in the
automotive chain, the core consists of the final assembly plants, whereas in
an aquaculture chain, the core consists of the fish or mollusc farmers.

Having defined the boundaries, it is necessary to identify backward
linkages (for example, inputs) and forward linkages (such as processing
and marketing). These links could be with economic agents that provide
goods or services.

A minimum list of questions to identify participants and links
would include the following:

(i) What is (are) the core(s) of the manufacturing processes' in the
value chain?

(ii) What are the main links in the value chain (backward and
forward linkages in terms of goods and services)?

(iii) What is each link’s share in the chain’s total value added?

(iv) What are the main characteristics of the products or services of each
link, particularly the factors of production used and the life cycle?¢

15 The production processes that are considered decisive in the chain.
16 The term “life cycle” refers to the marketable life of a product or service, taking account of
technological evolution and the level of innovation associated with the sector.
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(v) How has the structure of the chain evolved over the last five
years? Have new participants emerged or others disappeared,
has the chain’s governance been altered?

(vi) Have significant investments been made over the last five years
in the links of the chain (asset purchase and investment in
infrastructure, among other things)?

(vii) What firm size (large, medium, small or micro) is most frequent
in each link of the chain?

(viii) What is the origin of the capital in each link (prevalence of
domestic or foreign firms)?

(ix) How rapidly do firms arise and disappear in each link of the chain?

(x) How are the participants and links of the chain distributed
geographically in the country and elsewhere?

In terms of the employment generated by the chain, the key

questions are the following;:

(i) How much employment (number of permanent and temporary
workers) does each link in the value chain generate, and how is
this distributed across the firms in each link?

(i) Whattype of employmentis generated in the chain, distinguishing
skilled and unskilled, by gender and education level?

(iii) What has been the trend of employment in each link of the chain
over the last five years?

(iv) What is the average wage offered in each link?

(v) What has been the trend of the average wages offered in the last
five years at each level?

In terms of the foreign trade in which the chain participates, the

key questions to be answered are as follows:

(i) How much of the value chain’s final product was exported
in the last three years (if more than one link exports a final or
intermediate good, consider the exports of each one)?

(ii) What is the chain’s share (final product) in the main destination
markets (export competitiveness)?

(iii) How has external demand for the final product of the chain
evolved? Has demand for the final product of the chain increased
or decreased over the last five years?
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(iv) In links that have required imports, what has been the trend of
those imports over the last five years, and where have they come
from?

(v) Are similar or substitute products to those produced by the
chain being imported? If so, what countries do they come from?

2. Analysis of competitiveness, costs and margins

This subsection aims to identify the comparative advantages that
distinguish each link of the chain, particularly the factors that underpin
its competitiveness and capacity to add value. It also identifies the
weaknesses that restrict its capacity to compete on local and international
markets. The analysis of cost and margins” of the producers and firms
that participate in the value chain provides information that is useful for
detecting potential comparative advantages and weaknesses in each link.

Competitiveness is a concept that measures the capacity of firms
to add value to their activities, compared to that of its competitors and
partners. At the enterprise level, competitiveness is related to profitability,
productivity, costs, value-added, market share, exports, technological
innovation and product quality, among other factors (McFetridge, 1995).

To analyse the competitiveness, costs and margins of the links of
the value chain, the key questions to be considered are:

(i) Whatare the key factors affecting the competitiveness of the links
of the value chain? In other words, what strategy or comparative
advantage do they compete on (technical or market knowledge,
low labour costs, geographical location, network participation,
access to natural resources, among other factors)?

(i) What endogenous factors (human resources, technological
and production capacities, and capital), and exogenous factors
(regulations, entry barriers and insufficient supply of financing),
restrict the competitiveness of each link of the chain?

(iif) What are the average production costs in each link of the chain?
(iv) What are the average profit margins in each link of the chain?

(v) Whatbarriers do the links of the chain face in obtaining financing
(lack of collateral, high interest rates, absence of suitable financial
instruments, shortage of funds in the formal financial sector)?

17 The margin, also referred to as profit, refers to the revenue that a value chain participant
receives, minus its total costs.
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(vi) What are the cost of entering the chain, such as the investment
and operating expenses needed to start up the business?

It might be difficult to obtain the information needed to answer the
questions in this subsection, because it may not be available or may be
considered highly sensitive by producers. If this is the case, an alternative
to obtaining information in monetary units would be to estimate
percentages or relative share.

3. Analysis of market and standards

This subsection reviews the characteristics of the chain’s participation
in markets and the marketing channels and standards that need to be
fulfilled to maintain an effective presence in those markets.

A market analysis helps in developing strategic overviews of
marketing alternatives that can be implemented by various chain
participants or by the chain as a whole, in the short, medium and long
terms. The product and market growth matrix is often used to identify
the firms and marketing alternatives of value chain participants (Ansoff,
1957)8 After listing the various products and market opportunities,
the alternatives that characterize current and potential markets for the
products of the chain are assessed.

The following are the basic questions to be formulated in relation to
the market analysis of the value chain:

(i) Who are the value chain’s main customers (national and
international)?

(ii) What are the customers’ main characteristics in terms of
purchasing power, geographical location, habits and customs,
and sociodemographic elements?

(iii) What are the current and projected trends for consumption of
the chain’s products in the main destination markets?

(iv) Whoare the chainmain’s competitors (national and international)?

(v) What are the competitors’ characteristics in terms of origin of
capital, technological and production capacities, and market
share, among others?

(vi) What strategies have been developed by competitors to access
new markets?

8 The Ansoff matrix (product- market matrix or growth vector) has four growth alternatives
for firms that consist of confronting existing products and services and new ones with
existing and new markets. This is a marketing tool that was created by Igor Ansoff and
published for the first time in his article on diversification strategies (Ansoff, 1957).
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(vii) Does the chain benefit from international trade agreements
(tariffs, quotas and others)?

(vii) What tariff conditions are applicable to the chain’s main
products?

In terms of the requirements and standards of the value chain’s
market, the main questions are as follows:

(i) What quality standards do the value chain’s products have
to fulfil?

ii) What national and/or international standards and parameters
P
govern the production and marketing of the chain’s main
products?

(iii) Are chain participants aware of the need to satisfy rules,
regulations and standards?

4. Analysis of governance and links

This subsection considers the system of coordination, regulation and
control that contributes to the generation of value-added in the value
chain. Governance refers to the formal and informal agreements that
exist among participants, as the outcome of a matrix of functions relating
to the activities undertaken by each link, the number of buyers and
sellers operating, market-entry barriers, the nature of the trade, and the
partnerships between participants in the different links.

The interactions in a value chain can be classified by their vertical
and horizontal links. The former concern the relations between participants
in the various links of the chain, while the latter reflect relations between
participants in a given link. The analysis of interactions in the value chain
not only makes it possible to identify how participants relate to each other
(within the links), but also reveals the reasons for those links, including
the incentives and whether or not they are beneficial. Practical experience
has highlighted the fact that setting the price of the product is crucial in
the analysis of certain governance systems, mainly in rural value chains.

Research is also undertaken into the formal and informal links that
characterize the chain for the exchange of goods, services, information
and knowledge. It is important to study how these links, or their absence,
contribute to the chain’s competitiveness, and to ascertain whether they
have changed in recent years. Public institutions and policies play a key role
in the functioning of the chain, so they are also analysed in this subsection.

The following are the key questions on governance elements
(structure of the value chain):
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(i) How is the value chain structured (dominated by buyers,
suppliers, intermediaries, others)?

(ii) Who are the chain’s dominant players?

(iii) What type of power relations do the dominant players exercise
(suppliers, purchase, knowledge, network access, price setting
and standards)?

(iv) What is the nature of the formal and informal relations of
the participants in the links (vertical and horizontal)? How
frequently do these interactions occur, and with what quality?

(v) Whatimpactdo these (explicitand implicit) rules and regulations
have on the members of the chain and their performance?

(vi) If the value chain is internationalized, is it integrated into global
networks?

(vii) How are the global networks in which the value chain
participates organized?

In terms of factors related to the links, the following are the main

questions:

(i) Is there vertical integration'” or horizontal integration® in the
value chain? And do industrial and specialization groupings
and clusters operate in the chain?

(i) What communication and information-exchange practices are
commonly used in the chain?

(iii) What level of mutual trust do participants have in each link and
in the chain?

With regard to factors related to government institutions and

incentives of the chain, the following key questions are proposed:

(i) What are the main public organizations that participate in or
support the value chain?

(ii) What type of incentives and support measures, including fiscal
ones, exist for the value chain?

19

20

Partnership between groups of firms that supply a similar product or service (they belong
to the same link of the value chain), which could co-operate in certain activities despite
competing for a market. An example of this type of integration is the grouping of small
firms in the garment-making sector, which preserve their individuality and serve their
particular markets. Nonetheless, they cooperate together via the grouping, to purchase
inputs and fulfil orders that exceed the capacities of each firm individually.

Partnership between firms belonging to different links in the value chain.
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(iif) In particular, are there incentives for research, cooperation
programmes, product design, or the incorporation of new
technologies?

(iv) Is there institutional support to gain access to more and better
conditions of financing?

The fundamental questions to be formulated on factors related to
marketing and distribution in the value chain are as follows:

(i) What are the characteristics of the commercial links in the chain?
(for example, is the producer also responsible for marketing?)

(i) What are the characteristics of the logistics links, in other words
what costs are involved and who covers them? (for example, is
the producer also responsible for transport?)

(iif) What mode of transport is used to commercialize the chain’s
products and services?

(iv) Are there any marketing and distribution barriers (costs,
availability, infrastructure, among others)?

The key questions relating to the factors and strategic links in the
value chain for innovation are as follows:

(i) Are formal and informal research, development and innovation
activities undertaken in the links of the value chain?

(i) What are the main sources of knowledge in each of the links
of the chain (universities, research centres, consultancies,
recruitment of specialized human resources, among others)?

(iii) What mechanisms exist for the transfer of knowledge and
technologies in and to the links of the chain?

(iv) Is there a supply of technical and/or higher education focused
on the chain?

5. Analysis of resources, productivity and
environmental sustainability

Cleaner production and environmental sustainability have become
two of the key challenges of value chains. In addition to the national
and international standards that need to be fulfilled, consumers are
increasingly concerned about the socioenvironmental sustainability of
how the goods they consume are produced.

This subsection studies the standards and practices that contribute
to environmental sustainability and stewardship, and how these practices
contribute positively or negatively to the chain’s competitiveness.
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When analysing environmental issues for the development of value
chains, the most frequent questions concern the following issues:

(i) Do the value chain’s production and processing activities have
negative environmental impacts?

(i) What sources of energy are used and how efficiently is energy
used in the different links of the chain?

(iii) What method of water management is used in the different links
of the chain?

(iv) What type and quantity of chemical products are used in the
different processes of the chain?

(v) What residues are generated in the different links and how are
they managed?

(vi) Do the links” production processes generate greenhouse gases
or other emissions?

(vii) What other potential sources of pollution are recognized
(acidification and eutrophication, for example)?

6. Analysis and projection of economic and
employment benefits

It is important to distinguish the current situation of the value chain from
the future scenario after its development and upgrading. Although the
present is relevant for the diagnostic studies, the potential development of
the chain also needs to be considered.

This final subsection prepares a forward-looking analysis, emphasizing
benefits related to the achievement of meta-objectives such as job creation,
export growth, the incorporation of SMEs, reduction of territorial asymmetries,
and a higher level of innovation, among others.

Lastly, it is useful to perform an analysis of strengths, weaknesses,
opportunities and threats (SWOT analysis) for the value chain. This
method, which is frequently used in defining a strategic plan, provides
information for implementing actions. The appropriate questions to be
posed in this regard are as follows:

(i) What are the strengths of each link in the value chain?
(i) What are the weaknesses of each link?

(iii) What opportunities does each link have?

(iv) What are the threats facing each link?

Table I1.2 summarizes the key elements of a SWOT analysis.
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Table 11.2
Key elements of a SWOT analysis
Strengths Opportunities
« Internal, within the chain « External to the chain
» The chain’s capacities (distinctive, giving « Positive, favourable and exploitable factors
it advantages) + The source of comparative advantages
« Potential for increase and strengthening
« Potential for exploitation
Weaknesses Threats
« Internal, within the chain « External to the chain
» Unfavourable position in relation to the * Undermine the permanency of the value
“competition”, owing to a lack of resources, chain (economic, social, technological and
skills, and deficiencies in activities political factors)
« Potential for reduction « Potential for neutralization

Source: Prepared by the authors.

The forward-looking analysis includes the following main questions
for the development of the value chain:

(i) What target populations would benefit from the promotion and
strengthening of the value chain?

(ii) What employment would be generated in each link of the chain?

(iif) What changes in employment conditions could be achieved as a
result of the upgrading of the chain?

(iv) How would MSME participation in the activities of the different
links of the value chain be stimulated?

(v) How would the chain’s competitiveness be strengthened?

(vi) How would its integration into global value chains be improved?

E. Analysis of best practices

The diagnostic study provides central information on the current
situation of a given value chain, namely the constraints it faces and
the opportunities that are open to it. It represents an initial step
towards the definition of strategies for overcoming or minimizing
the constraints and taking advantage of the opportunities, with a
view to achieving the meta-objectives defined for the value chain’s
development. While necessary for defining actions and policies, the
identification of constraints and opportunities is insufficient in itself.
Designing strategies based on the characterization of the value chain
also requires knowledge of the most appropriate, efficient and effective
courses of action to fulfil the objectives.
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Consideration of other realities makes it possible to identify
experiences and draw lessons for improving the case being analysed. For
example, a solution aimed at eliminating a constraint in the value chain
could be implemented more efficiently by exploiting, in an appropriate
way, a successful response to the same issue in another country or region.

Best practice research may be defined as the selective observation of a
set of experiences in different contexts, to derive more generalizable principles
(Overman and Boyd, 1994). This is a structured process that differs from
informal exercises of seeking and describing successful practices.

It should be noted that this methodology does not make a literal use
of the word “best” in the term “best practices”. An analysis of a given set
of practices cannot guarantee that there are not better practices elsewhere;
so there is no absolute certainty as to whether the practice to be exploited
really is the “best”. Owing to this lack of universality, some authors prefer
to use the term “good practices”. However, as a good practice in one
situation might be inappropriate in another context, other authors prefer
to use the term “intelligent practices” (Bardach, 2000). This is a broader
concept and less committed to rankings. In contrast, other authors argue
that one should seek what really is the best practice and use methodologies
to ensure its identification (Bretschneider, Marc-Aurele and Wu, 2005).

Notwithstanding the lack of consensus on definitions, this chapter
examines how best practice research is understood in the value chain
strengthening methodology and, hence, how its results can be interpreted
and exploited.

1. The best practice research process

First and foremost, it is necessary to understand the situation in which
the best practice is to be applied. This initial step entails recognizing the
aspects that need to be improved, including the constraints to be resolved
and the opportunities to be exploited, which presupposes knowledge of
the objectives to be achieved.

The specification of what needs to be improved is obtained
through the diagnostic study, which means investigating practices with
potential for overcoming or minimizing the constraints and exploiting the
opportunities in the situation under analysis.

A qualitative approach can be used to identify the best practices,
under the criterion of targeting search efforts on practices that have the
potential to improve the situation being analysed, and characteristics that
make them effective and sustainable. This is consistent with the definition
of a good practice as having the capacity to cause real changes in the
desired direction, if there is an innovative, replicable and sustainable
approach (Rhi-Sausi, Conato and Lamela, 2011).



Strengthening value chains... 95

One can also advocate a quantitative approach to identify potential
best practices, with a view to promoting greater rigour in the process.
Bretschneider, Marc-Aurele and Wu (2005) suggest statistical techniques
for analysing and identifying the best practice, based on the fulfilment
of conditions such as the universality of the practices considered and the
possibility of comparing them. These authors gauge the success of the
practice by its results and have chosen to elect the best practice as the one
that makes it possible to obtain the highest level of production.

It is worth noting the difficulties involved in satisfying these
conditions and in the measurement scale used. It may prove impossible to
ensure the universal nature of the practices being considered. If restrictions
are imposed on the universe under consideration, it may be more feasible
to fulfil these criteria; but then it becomes harder to transpose the practices
identified to the situation to be improved. It should be noted that not all
practices produce easily measurable results.

There may be particular characteristics that render the solution
inapplicable without prior adaptation. Accordingly, the objective is not
to apply the same solution, but to identify the principles that underlie the
response used. In other words, it is necessary to understand and explain
what causes the success of the practice identified, thereby making it
possible to evaluate its applicability and the potential need for adaptation
(see diagram II.3).

Diagram II.3
Process of identifying needs for improvement and best practice research
Diagnostic study
Situation under \dentification Recogr)ition of IQentification of
analysis of objectives ———> constraintsand ——  improvement
opportunities needs
Explanation of
the success of Selective
Identification of . the practice / observation
the practice identification of of practices
underlying
principles

Adaptable

Best practice research

Source: Prepared by the authors.
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The transposition of the identified practice is commonly known as
extrapolation and can have several interpretations. There is a wide margin
for adaptation to the needs of the situation being analysed, since the
essential thing is to exploit the principles that explain the success of the
practice identified and how they can be recreated in other cases.

2. Extrapolation

The process of best practice research, and particularly the explanation of
the success of the practices observed, can be done informally or through
structured schemes. Under the value chain strengthening methodology,
a formal critical analysis of the observed practices can make it easier to
adapt them to the situation to be improved.?

As a first step, it is useful to list the constraints and opportunities and
match them with the practices observed in other situations (see table I1.3),
recording the main objective of each practice and the mechanisms it uses,
whether to minimize or eliminate constraints or to exploit opportunities.
Identifying these mechanisms is fundamental for detecting the success of the
practice in the situation in which it was used; and it forms part of the information
needed to deduce the underlying principles to be considered or recreated.

Table 11.3
Information that needs to be systemized to extrapolate practices

Needs for

. Identification of ~ Description of Results of

:nm?r:gvseitrﬂaet?(t)n the opserved the opserved the qbserved gg:é%égfptgiﬁ -

analysed practice practice practice

Make a list of In each observed The mechanisms Make a list of Description of the

constraints to practice the main used to improve the results of situation in which

be minimized or  objective needs  the situation each practice, the practice was

eliminated and to be identified. in which each including a observed, and other

opportunities practice is sensitivity contextual factors

to exploit. undertaken need analysis and that are relevant
to be identified. a record of for adapting it to

side-effects. the situation being

analysed.

Source: Preparedbytheauthorsonthebasisof E.Ongaro, “Aprotocolforthe extrapolation of ‘best’ practices”:
how to draw lessons from one experience to improve public management in another situation”
[online] http://epsa2009.eu/files/Symposium/An%20approach %20to%20the %20extrapolation
%200f%20practices_EOngaro.pdf.

The results achieved in each practice should be listed and a
sensitivity analysis performed. The latter, by simulating changes in some
of the components of the practice, is highly relevant for deciding what
needs to be adapted. It is also useful to include information on the side
effects produced when the practice is applied.

21 The extrapolation is performed using the protocol developed by Edoardo Ongaro, with a

number of adaptations. This builds on the concepts of best practice research proposed by
Bardach (1994, 2000 and 2004) and Ongaro (2009).
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Other information that is crucial for identifying the principles
underlying the practice and how it can be adapted, is the description of the
context in which it was observed, which should include a definition of the
situation (see table II.3). This information makes it possible, for example,
to assess the extent to which the practice can be applied independently of
context, or whether there is any condition in the scenario that needs to be
replicated for the practice to have the expected success.

Gaining a detailed knowledge of the underlying principles in each
practice and the context in which they were observed makes it possible to
deduce the factors of success in each case. This information can be used to
determine the extent to which the mechanisms identified are applicable to
the situation to be improved, or the amount of adaptation needed to make
them usable. Table I1.4 sets out a group of thematic areas for the analysis of
best practices in value chains.

Table 11.4
Proposal of thematic areas for an analysis of best practices in value chains

Thematic area Derivations

Characteristics of the value chain, including its linkages and integration
and support services.

Characteristics of the value chain’s products and services, with their life
cycle, positioning, production factors, productivity and technology used.
Characteristics of the firms such as type, dynamics, geographical
distribution, formality and origin of capital.

Structure

Networks, including their types, level of insertion and barriers to their
development.

Governance Dominant coordination mechanisms (vertical or horizontal), formality of
relations and trust.
Communication (information exchange and channels).

Critical points (strengths and weaknesses).
Competitiveness  Entry barriers and economies of scale.
Requirements (customers, regulations and standards).

Types of innovation (product, process, organization and
commercialization).

Innovation Research and development activities.
Sources and mechanisms for transferring technological knowledge.
Institutional framework.

Commercialization and distribution (marketing channels, logistics,
infrastructure and trade facilitation).

Business climate, financing, public-private partnerships and incentives.
Energy (type, price and quality).

Environmental sustainability (resources needed, environmental aspects
and impacts and cleaner production).

Context services

International Exports and imports (dynamic and destinations).
integration Trade agreements (tariffs and rules of origin).
Employment (dynamics, distribution and quality).
Human Education and training (level of education, education and training
resources mechanisms, capacity recognition).

Gender issues and vulnerable groups.

Source: Prepared by the authors.
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3. Interpretation of the results

While an analysis of best practices makes it possible to obtain significant
specific advantages, there are also empirical risks that can affect the
interpretation of its results.

Firstly, information on the practices may not be easily available.
In particular, practices that aim to improve the performance of economic
agents in the private sector may be considered confidential or privileged
information. Moreover, even if information is not restricted in this way, the
fact that it is not recorded or not disseminated, can create significant barriers
to its use in the analysis of successful measures. In this framework, there are
still many opportunities for improving knowledge management in relation to
best practice research. The recording of the practice stimulates its codification
and formalization, which in turn facilitates its knowledge, dissemination and
potential replication (Rhi-Sausi, Conato and Lamela, 2011).

The counterparties involved in the situation to be improved
also need to be receptive to changes arising from the application of the
principles underlying the observed practices.

The context analysis needs to pay special attention to the
development level of the country in which the practice was observed, since
this is a key factor affecting its successful transposition to the situation
to be improved (Vesely, 2011). If a measure that was applied in a much
more advanced value chain and in a more favourable context is to be
extrapolated to another less developed situation, careful context analysis
will be needed to identify the underlying factors of success and determine
any adaptation needs.

The practice may also be multidimensional and complex, without
any clear identification of the different factors of success or adaptation
needs to align it to the reality in which it is to be applied.

It is essential to evaluate the implementation and results of the
actions that may be transposed when following up an analysis of best
practices. This makes it possible to identify whether it is important to apply
additional adaptation measures to contribute effectively to the predefined
goals, such as the meta-objectives, and to improve the process of analysis
and extrapolation of best practices.

The ECLAC-GIZ project methodology includes best practice research
as one of the inputs for proposing strategies to overcome the constraints and
take advantage of the opportunities in the value chains analysed.

Best practice research is an input that ECLAC considers along with
other sources of information to overcome the constraints in value chains
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and stimulate the process of production change in the economies of Latin
America and the Caribbean.

F. Design of strategies

This subsection outlines the general issues that need to be considered when
preparing the strategies. Firstly, as the strategies were designed to address
the constraints and opportunities identified in the diagnostic study and
may be based on the best practices investigated (see diagram II.4), it
is crucial to understand that it may not always be possible to find such
practices. In that case, the design of solutions to overcome the constraints
will arise from a more in-depth analysis and creativity in the design of
proposals and recommendations.

Diagram Il.4
Strategy preparation process
Lines
Strategy 1.1 < of action
Lines
Strategy 1.2 <’ of action
Programme 1 Lines
Strategy 1.3 <’ of action
Lines
Strategy 1.4 < of action

Programme 2

Best practices

Programme 3

Programme 4

Programme 5

Source: Prepared by the authors.

A second consideration is that the strategies are organized by
programmes, which are the broad topics on which the intervention
to strengthen the chain is planned and systemized. The strategies
provide the guidelines for choosing actions that are appropriate for such
strengthening.
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Thirdly, there is no maximum or minimum number of strategies for
each programme, or lines of action for each strategy. Existing needs and
capacities in the chain are the basis for defining the scope and depth of the
necessary actions.

A fourth issue is that the strategies should target all stakeholders in
the chain and not just the public sector. Accordingly, the strategies list the
actions that each participant needs to undertake to strengthen the chain,
and they are underpinned by the consensuses and agreements that have
been forged in the roundtables.

As the programmes identify the intervention area, their titles
need to be expressed in general terms, such as: “Strengthening of chain
producers” innovation capacities”. In contrast, the strategies identify more
specific actions contained in the programme, for example: “Increase
resources available for contracting skilled staff”, or “Develop closer
relations between firms and specialized research centres”.

The lines of action materialize and specify the activities to be
undertaken to fulfil the strategies.

For example, a line of action might be defined as: “Create an
exchange program for university and business researchers on preselected
issues that are of central importance for the development of the chain”.

The strategic planning offered by this methodology lays sound
foundations and systemizes the intervention in the value chains.
Nonetheless, to make the strategies and lines of action operational, it is
necessary to maintain the work of planning and forging agreements
to define persons responsible, timeframes, performance indicators and
financial resources in greater detail.

Lastly, figure IL1 provides a tool that could be useful for a
government when prioritizing the application of the designed strategies,
according to their relative cost, time needed for implementation and
impact. This stage of the process does not require precise information on
costs and execution times. It is an input of orientation used to facilitate the
decision-making process, depending on political will, financial resources
and the timeframes available for its execution.
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Figure 11.1
Matrix of costs, times applied and relative impacts
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G. Conclusions

This chapter synthesizes the methodology used in the ECLAC-GIZ project
for strengthening value chains in the Central American subregion. As
exemplified in the following chapters of this volume, it is a very useful tool
for designing public-private strategies and, from the government point of
view, for implementing specific industrial-policy actions.

The methodology focuses on identifying the obstacles or constraints
faced by participants in the various links of value chains, and in the chain
as a whole, to increase their competitiveness. It pays special attention to
improving productivity, increasing value-added, growing international
market share and creating employment, among other issues. Once the
constraints have been identified, a search is made for international best
practices, which are fundamental inputs for strategy design.
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Participation by value chain stakeholders in the different stages of
the process helps in devising strategies to overcome the obstacles identified,
agreed upon between the public and private sectors. The diagnostic study
and the strategies are validated with the leading value chain participants;
and a roadmap is prepared for the implementation of public-private
actions aimed at resolving the constraints faced by the chain. Lastly, the
methodology provides a tool that is useful for the government when
prioritizing the implementation of the designed strategies, according to
their relative costs, timeframe and impact.
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Chapter I

Stakeholder dialogues for building joint
public-private development strategies

Alexander Rayo*

A. Introduction

“If you want to go fast, go alone. But if you want to o far, travel in company.”
Anonymous

Dialogue among key stakeholders in society is becoming ever more
relevant and necessary for designing comprehensive, sustainable
initiatives. Social and economic structures are so intertwined that the
actions taken by some actors can impact on others. Something similar
happens with institutions: it is unlikely that one of them, unassisted by
others, could tackle the complex issues of today.

Dialogue —a universal tool used by the world’s oldest civilizations—
can be used in any thematic area (economic, social or environmental, for
example) by similar and dissimilar groups alike.

This chapter is based on observation and concepts developed by other authors, as well as
hands-on experience gained in a number of sustainable development programmes and
projects. The author would therefore like to express his appreciation and thanks to all
of the authors and institutions cited. He also would like to thank the German Agency
for International Cooperation (GIZ), the Collective Leadership Institute (CLI) and the
Economic Commission for Latin America and the Caribbean (ECLAC), in particular
its International Trade and Integration Division, for the practical experience they have
gained and capitalized on.
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Multi-stakeholder dialogue is a powerful tool for public policy
design and implementation. Stakeholder dialogues can be consultative
(short-term) or cooperative (medium- or long-term or permanent). The
first type can serve as a valuable bridge for consultation, validation and
input for policymaking. The second type (known as a working group),
thanks to its more permanent nature, allows for moving on to the
implementation phase.

Harnessing the power of effective dialogue can be very helpful for
improving relations between government and the private sector, and the
relations of both with academia. This tool also provides the opportunity to
build or strengthen partnerships between companies and industries so as
to improve production linkages and thus boost business competitiveness.

Launching stakeholder dialogue helps to foster public-private
partnerships and joint projects, both by bringing actors closer and through
collective solution-building.* In other words, working in stakeholder
dialogues facilitates stakeholder affinity, joint policymaking and innovative
and effective actions that benefit all.

Despite these benefits, dialogue is not a common practice. And
sometimes stakeholder dialogues may drag on and yield no results. This can
lead to discouragement and disintegration, sometimes because of exogenous
conditions and sometimes because of limited knowledge of the rationale,
methodology and work needed for successful, productive dialogues.

This chapter aims to provide a technical, methodological and
practical frame of reference for organizing effective stakeholder dialogue
in the public and private sectors. Such processes are an essential part of
the methodology toolkit for strengthening value chains (see chapter II)
and were discussed in the four case histories set out in chapters IV to VII.

With the structure and features of a methodological guide, this
chapter is broken into eight sections including this introduction. Section B
lays out the conceptual framework for stakeholder dialogues; section C
explains the phases. Success and risk factors are explained in section D.
The ideal profile for stakeholder dialogue leaders is described in section E.
Section F spells out the stages involved in organizing and managing
stakeholder dialogues. Section G looks at capitalizing on and transferring
best practices. The final section of the chapter, section H, sets out
conclusions and closing reflections.

2

ECLAC has analyzed the positive impact of public-private partnerships in
export development and promotion of innovation. In this regard, see Devlin and
Moguillansky (2010).
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1.  Guide for organizing and managing
stakeholder dialogues

This chapter can serve as a methodological guide that gathers conceptual
elements and lessons learned from launching and conducting stakeholder
dialogues in Latin America. It sets out best practices for creating and
managing effective stakeholder dialogues.

The guide is intended for government officials and agencies,
representatives of private sector unions, associations of municipalities,
nongovernmental organizations, international cooperation agencies and,
in general, all those interested in starting a stakeholder dialogue
or enhancing the effectiveness of an existing one (working groups,
committees and councils).

The contents of this guide draw, in part, on the experience of the
Economic Commission for Latin America and the Caribbean (ECLAC)
and the German Agency for International Cooperation (GIZ), through
the Sustainable Economic Development in Central America (DESCA)
programme. Another part is based on the concepts developed by the
Collective Leadership Institute (CLI).

2. Using the guide

There are no one-size-fits-all formulas or standard models for stakeholder
dialogues, which are usually complex and involve persons with multiple
interests and backgrounds. Each experience is unique and must be tailored
in order to be successful. That is why this chapter provides guidance and
useful, practical advice on how to organize and manage stakeholder
dialogues, based on success stories.

As noted above, this guide describes the process of creating and
managing a stakeholder dialogue. The sequence may be followed as
described or, if appropriate, adjusted or changed to ensure that the
objectives are reached.

Each stakeholder dialogue has its own context, specificities, actors
(natural and legal persons), challenges and benefits. As a result, in addition
to having a sequence of phases, it is essential to know what incentives are
needed to consolidate each phase and move on to the next.

Readers who have already initiated a dialogue may also find useful
advice in this chapter. Dialogue is a cyclical process. Achieving common
goals is what is important, so ways of relating and working can be resumed
or changed. During the process, for example, actors can see that they
need to fine-tune their organization or timeline for action. Any corrective
measures should be taken within the process with all of the actors, even if
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that means backtracking or performing tasks that should have been done
earlier. Being at an advanced stage does not mean that it is impossible to
go back and make corrections that will be useful later on.

3. The importance of managing stakeholder dialogue

Humans are social beings, so dialogue is a tool that contributes to success
in a variety of spheres, be they political, business or community. Similarly,
dialogue with multiple actors is a tool that helps to achieve both individual
and collective objectives (institutional, sectoral, national and regional).

Working in stakeholder dialogues may, depending on the nature of
the case, garner support from a group so that ideas, proposals and concerns
become more robust and achievable, or, through collective thinking and
objectivity, build a new idea and act on it in order to maximize the scope of
the interests and benefits involved.

Effective, sustainable solutions for the complex issues of today
require consulting diverse actors across multiple sectors, thereby involving
a number of institutions operating at different levels. These are solutions
arising from governance strategies along two dimensions: horizontal
(multiple actors) and vertical (multiple levels).

Improving the competitiveness of a small or medium-sized enterprise
does not yield noticeable improvements in macroeconomic indicators.
However, making an entire sector or value chain more competitive can mean
a substantial boost to a country’s economy. Stakeholder dialogues further
the identification, enrichment and implementation of development policies
and permanent partnerships between industry, government and academia.

When actors work together in stakeholder dialogues, human
and financial resources are used more efficiently. And working with
multiple actors in these dialogues contributes to the quality, transparency,
credibility and sustainability of the decisions made and the courses of
action chosen.

4. Participating in a stakeholder dialogue and
selecting actors

Three factors are particularly critical in the selection of actors to participate
in a stakeholder dialogue: the objective to be achieved, the level where they
will work (international, regional, national or local) and the nature of the
dialogue, which can be consultative (near-term) or cooperative (medium-
term, long-term or permanent). Participating actors should be directly
related to the variables selected.
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A stakeholder dialogue must be inclusive, so it must be open
to participation by the range of actors involved in the target sphere
(a specified number or limit for participants cannot be set up front).

Knowledge of the context, relevant information found in documents,
suggestions from colleagues and experts, and interviews with actors will
make it easier to approach the stakeholders identified. Only after assessing
whether potential stakeholders are related to the chosen variables can
attention turn to asking if they wish to participate.

As the process advances, participants can suggest or invite other
actors to join the stakeholder dialogue because they have discovered the
dialogue and are interested.

B. Conceptual framework

1.  Stakeholder dialogues

For the purposes of this chapter, stakeholder dialogues are building blocks
for communication and cooperation among relevant actors in an issue
who must work together for mutual development and for development
of the relational system to which they belong (identify solutions and
implement actions).

Dialogue entails pooling the capabilities, resources, ideas and
perspectives brought by the actors, facilitating the search for solutions
that, on an individual basis, would not be found or would not be feasible.

Dialogue means that no position is conclusive unless there is a
general consensus: ideas or new agreements and approaches can thus
emerge from discussions during a working session. This is a methodology
that seeks to establish a model for thinking together where all involved
can openly voice their opinion and collaborate.

A stakeholder dialogue should be structured as a work process and
have a common goal that all of the actors share. Work must be based on a
search for consensus and on joint design and implementation of actions.

2. Expectable outcomes

First, a stakeholder dialogue should provide the opportunity to talk and to
move towards a well-defined objective in order to identify and implement
solutions that are not achievable individually.

A stakeholder dialogue provides a collaborative platform for an
exchange of ideas and the smooth implementation of courses of action. It
could even be seen as a forum for consultation or for making public policy
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suggestions. In and of itself, a dialogue can even be representational,
depending on its nature.

Although stakeholder dialogues are a means for identifying and
implementing solutions, they are often (when they become permanent) an
outcome in their own right because they turn into a forum for ongoing
consultation and prove their sustainability.

3. Types of stakeholder dialogues

According to the level or scope of work, the types of dialogue are
(i) international, (ii) regional, (iii) national, (iv) sectoral, and (v) local.

The level at which the dialogue is to take place should be chosen on
the basis of the desired impact or target issue. In general terms, dialogues
may be consultative or cooperative (Gorg and others, 2011).

Each situation that arises should be addressed with the right
actors at the appropriate level. The consultation or issue must be properly
delimited, and the agenda (including date and time) must be well planned
in order to contribute to the success of the initiative.

Table 111.1
Characteristics and forms of stakeholder dialogues

Consultative dialogue Cooperative dialogue

Characteristics

Actors contribute their expertise, viewpoints The focus is on cooperation among actors,

and experience. Initiators of the dialogue who bear joint responsibility for actively

are usually responsible for subsequent putting a solution or measures into practice.

implementation of recommendations and The greater the focus on implementation, the

conclusions. greater the willingness to cooperate and to
assume responsibility for results.
Subcategories

(i) One-off consultation. (i) Multi-actor initiative.

(ii) Series of consultations. (i) Multi-actor platform for implementation.

(i) Institutionalized consultation. (iii)Key actor partnerships.

(iv)Multi-stakeholder platform for exchange.

Examples

(i) Socialization and consultation on a new (i) Coffee Council (coffee entrepreneurs
public policy. working on their brand of origin).

(ii) Multiple consultations on a new policy (i) Innovation roundtables (public, private and
targeting different sectors separately or in academic sectors cooperating to promote
different geographical areas. innovation).

(iii)Annual public review of a university’s (iii) Consortiums of laboratories for export.

academic plan.
(iv)Virtual trade platforms.

Source: Prepared by the author, on the basis of German Agency for International Cooperation (GlZ),
Stakeholder Dialogues Manual, German Agency for International Cooperation (GlZ)/Collective
Leadership Institute (CLI), 2011 [online] http://www.collectiveleadership.com/fileadmin/user_
upload/Downloads/publications/SD-Manual_EN_021111_Download.pdf.
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When a cooperative stakeholder dialogue is on the way to becoming
permanent, the actors can decide to organize it and give it a name, such as
council, board, commission, committee or platform.

4. What stakeholder dialogue is for

Because they are cross-cutting, stakeholder dialogues are very useful
for addressing common problems or needs and for jointly seeking
solutions. This approach is becoming ever more widespread, so specific
methodologies are being developed in spheres as diverse as climate
change, environmental management, food security, citizen security, value
chains, urban development, land use planning and public consultations.

This approach is particularly helpful when an initiative can be
implemented only with the support of various groups of actors and
decision-makers, or when it requires acceptance or validation by interest
groups with regard to a position and the goal is to change the situation or
the framework conditions.

Before initiating or promoting a stakeholder dialogue it is advisable
to test the waters or study the potential so as to determine the best
approach and the stakeholders’ position. Tools for such fact-finding will be
discussed later.

C. Stakeholder dialogue phases

The Collective Leadership Institute (CLI) developed the dialogic
change model based on experience with and expertise in dialogue.
This model explains what should be taken into consideration to foster
result-oriented dialogue.

The dialogic change model also provides structured guidance
for planning and highlights the details that could derail a process or
enable it to succeed (CLIL, 2011). This system consists of four phases as
described below.

(i) Phase 1. Exploring and engaging: Essentially, this is fact-finding.
This is the time to explore the context and where the key
players stand on the issue. It assumes knowledge of the actors,
external factors and dynamics of the system, and it involves
meeting and exchanging ideas with experts in the field. At this
stage the implementer team for change should be identified
and created.
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Diagram Ill.1
Dialogic change model

Establish feedback

Create results and mechanisms
celebrate success
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Clarify common
goals and resources

Build a container
for change

Source: Collective Leadership Institute (CLI), “The Dialogic Change Model”, 2011 [online] http://collective
leadership.com/en/skills/dialogic-change-model.html.

(i) Phase2.Buildingand formalizing: The focus of this phaseis to establish
relationships of trust and interest in the goal that the stakeholder
dialogue will pursue. The effort here is on strengthening the
collaborative system, getting the actors to commit to change and
conducting joint strategic planning.

(iii) Phase 3. Implementing and evaluating: Work begins on implementing
the measures that have been agreed and planned. It is important
to bear in mind that implementation and evaluation are essential
to keep the group cohesive and keep the dialogue moving. The
greatest difficulties and complexities of the process surface in this
third phase and require more attention from the start because
it is here that delays, breaches, criticisms and communication
avoidance can arise. The foundation built in earlier phases is
very important for weathering potential crises, and they help to
organize lessons-learned sessions with the entire group.

(iv) Phase 4. Developing further, replicating or institutionalizing: After a
stakeholder dialogue has achieved the results envisaged at the
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beginning, questions about its continuity arise. Should work on
the issue continue at a similar level or a more ambitious one?
Is it necessary to continue with the same actors or bring in new
ones? Should the outline of work stay the same or is broader
action needed? Another question is whether this process, its
approach and its structure can be replicated or might be useful
for others. The answers to these questions must come from the
collective intelligence of the actors in the process. Whatever their
decision, at this stage the challenge is to maintain enthusiasm.

How long each phase takes can vary considerably depending on
the level at which the work is conducted, the type of dialogue sought
(consultative or cooperative, one-off consultation or permanent forum),
the issues involved, the actors and the progress made at each stage. The
first phase for consultative dialogue could take a few days, with the entire
process lasting perhaps a month. The first phase of cooperative dialogue
at the regional level can, according to the dialogic change model, take
between several months in an initial cycle and one or two years.

There is no estimating the duration of each phase because the
situation and the rate of progress determine how long each phase and the
entire process will take. In any case, there should be no moving on to the
next phase without ensuring proper implementation of the objectives for
the previous one as well as ownership by actors. There are checklists that
help to decide if a stage needs more time or whether to move on to the next
one (see tables I11.2, I11.3, 1114 and IIL5).

Table IIl.2
Verifying phase 1: exploring and engaging

Goal Understand the context, get to know the actors and their viewpoints,
hold preparatory talks and win allies for kick-off.

What to do Gather and analyze documentation, conduct interviews and meetings
and request third-party opinions.

Expected outcomes Lay the groundwork for trust and commitment.
Identify an implementer team or “container”.
Receive actor feedback.

Key questions Have all of the relevant stakeholders in this issue been identified?
Are there other relevant actors who would like to participate?
Is there sufficient understanding of the context?
Have the requisite resources and time been evaluated?
Is the implementer team robust enough?

Source: Prepared by the author, on the basis of Collective Leadership Institute (CLI), “Stakeholder
Dialogues”, 2011 [online] http://collectiveleadership.com/en/what-we-do/capacity-building-programs/
open-courses/working-with-stakeholder-dialogues.html.
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Table II.3
Verifying phase 2: building and formalizing

Goal Clarify common goals, determine the necessary resources and who
will provide them, build commitment, conduct strategic planning and
establish structures for coordination.

What to do Hold meetings and workshops with actors for reaching agreements.

Expected outcomes

Clarification of the goal, modus operandi and structure for the
stakeholder dialogue.

Agreements for collaboration and operation.

Strategic planning (what will be done).

Structures or agreements for implementation.

Key questions

Do all actors have a clear understanding of the objective

of the process?

Is there a complete framework for the stakeholder dialogue to be
effective and for implementing measures?

Have enough resources been committed to ensure successful action?
Has there been realistic planning?

Is everything ready for taking action?

Source: Prepared by the author, on the basis of Collective Leadership Institute (CLI), “Stakeholder
Dialogues”, 2011 [online] http://collectiveleadership.com/en/what-we-do/capacity-building-programs/
open-courses/working-with-stakeholder-dialogues.html.

Table I11.4

Verifying phase 3: implementing and evaluating

Goal

Implement the actions agreed or planned.

What to do

Support the structures created for implementation. Capitalize on the
partnership agreements and the groundwork for trust laid in previous
phases. During implementation, explore more and more extensive
partnerships to achieve the goals. Monitor progress, provide and seek
group support when and where necessary.

Expected outcomes

Actions taken.
Implementation reports.
Socialization and feedback.

Key questions

Were the structures, rules and forms of communication effective?
Was the phase evaluated and lessons learned identified?

Were the lessons learned put into action?

Were the results properly socialized and celebrated?

Could implementation be called successful?

Source: Prepared by the author, on the basis of Collective Leadership Institute (CLI), “Stakeholder
Dialogues”, 2011 [online] http://collectiveleadership.com/en/what-we-do/capacity-building-programs/
open-courses/working-with-stakeholder-dialogues.html.
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Table III.5
Verifying phase 4: developing further, replicating or institutionalizing

Goal Build the next level of dialogue, broaden or replicate the experience,
form lasting structures.

What to do Document, analyze and socialize the ideas inherent to this phase
and discuss them with the group in an open forum or in
a workshop format.

Expected outcomes Agreements on potential continuity and under what format.
In the event of continuing and expanding the process, identify the next
implementer team.
Review and improve steering structures.
Identify the steps to be taken.

Key questions Has there been sufficient in-depth analysis of any expansion
of the process?
Has the new situation been analyzed?
Have new key actors been identified and brought in for expanding
the process?
Have the strategies been evaluated and fine-tuned?
Has a system for learning and evaluation been designed?

Source: Prepared by the author, on the basis of Collective Leadership Institute (CLI), “Stakeholder
Dialogues”, 2011 [online] http://collectiveleadership.com/en/what-we-do/capacity-building-programs/
open-courses/working-with-stakeholder-dialogues.html.

D. Success and risk factors

Some success and risk factors that have been brought to light by
experience and are very useful for improving processes and stakeholder
dialogue are set out below. Because these processes bring together
diverse individuals and characters, certain risk factors can arise earlier
or later. By contrast, success factors can appear by themselves or might
need encouragement.

Prudence is called for in implementing these factors. Investing
too much energy in researching information on a factor or encouraging
another can lead to stress or to straying from the main objective. A basic
(rational) level of attention is sufficient to cover success and risk factors.

For example, there must be a basic level of knowledge about the
actors: knowing who they are and what their main interests, motivations
and general characteristics are. It is impossible to know everything, but it
is essential to have some basic notions before the process begins.
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Table 1II.6
Success and risk factors
Success factors Risk factors
Knowledge of actors Timing
Clear identification of a common goal Hidden agendas

Commitment

Bureaucratization

Principles of dialogue and conflict management Open microphone

Coordination

Lack of credibility and leadership

Tasking and review Overloading

Identification

and strengthening of an implementer

team or “container” Clubbiness

Clear, concise agendas Equity

Rapid results and socialization of outcomes Too much information
Strengthening of human relations Overly results-oriented

Source: Prepared by the author.

How to interpret each of these factors is described below.

1. Success factors

Knowledge of actors: This contributes a good deal to the success
of a stakeholder dialogue. It is advisable to determine precisely
who the actors will be, their nature (public, private, academic or
nongovernmental organizations) and whether the relationship
with them should be individual or as a group. Before that, the
level of interest and the leverage of each actor on the issues to
be addressed should be gauged. It is necessary to plan how to
interact with each actor at the beginning and during the process.

Clear identification of a common goal: One or more shared objectives
that are clearly identified and managed by all of the actors provide
the common denominator and the element that binds the group
together. The more concrete and public these objectives are, the
greater the chances of success. It is advisable to have a maximum
of three specific objectives. With the passage of time, the dialogue
can be redirected towards other goals.

Commitment: As with anything, commitment and trust among
the actors are a must. It is necessary to start with a common goal
and then identify possible actions, prioritize them, and fully
understand and commit to them. Taking this approach is a natural
way to build trust and contribute to the success of the dialogue.
Imposed commitments undermine trust and eat away at tolerance
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among actors. If the participants use shared standards and the
actors invest in trustworthy reputations, success and continuity
of the dialogue will be more likely (Ostrom, 1990).

Principles of dialogue and conflict management: Each member of
a stakeholder dialogue must master the following essential
principles for good communication: (i) listen; (ii) respect; (iii) reflect
and (iv) voice.

Moderators and participants in a stakeholder dialogue should also
bear in mind the principles of conflict resolution set out below.?

Think before reacting

Listen carefully

Ensure a fair process

Attack the problem, not the people

Accept responsibility

Use direct communication

Identify interests

Focus on common solutions (everybody wins)

Following these basic principles furthers communication and group
cohesiveness with a view to a common purpose.

Coordination: A practical coordination structure that facilitates
activities and is in line with the spirit of the dialogue helps
to energize the process. A stakeholder dialogue coordinator
should not be charged with all of the work and is neither
the boss nor the secretary. Instead, the coordinator steers the
process through the steps so the group can make the decisions
needed to achieve the goals. When a dialogue is permanent,
coordination can be rotating or operate on another basis that
the group deems appropriate.

Tasking and review: Starting with the first official encounter, there
must be assignments that are easy to carry out and useful for
the objective or the process. It is wise to monitor these tasks
and indicate whether or not they are completed. The first
commitments met, however small, have a very positive impact
on mutual trust and spirit within the group.

Identification and strengthening of an implementer team or “container”
to manage the process: Before setting up a dialogue, or early in the
process, it is necessary to identify and establish closer ties with

3

See [online] http:/ /inter-mediacion.com.



118 ECLAC

institutions that can help enhance, drive and create conditions
for success in the stakeholder dialogue. An implementer team of
two or three institutions that are determined and committed to a
goal is sufficient inspiration for many other actors.

®  Clear, concise agendas: If the agenda is clear and makes efficient
use of time, participants will always know what to do and will
feel valued because this will show the importance of meeting
and how much everyone’s time is appreciated.

*  Rapid results and socialization of outcomes: All of the actors want
rapid results, and these must be sought, made easy to understand
and disclosed, especially at the beginning, in order to gain
confidence and support. The socialization of results should
be a practice and a work cycle entailing agreement, planning,
implementation and disclosure. Many dialogues are dismissed
as unproductive, even by the actors themselves, because of
failure to report progress.

»  Strengthening of humanrelations: Atany stage ofadialogueitisvery
productive to encourage rapprochement in order to strengthen
human relations. Early on, this can favour rapprochement; in an
intermediate stage it can provide a fresh boost of enthusiasm.
Later on, it can consolidate working relationships. These
opportunities may arise through group dynamics, planning
workshops, social gatherings and celebration of results, among
other activities.

2. Risk factors

*  Timing: Sometimes, stakeholder dialogues donot gain acceptance
because they are not launched at the right time. It is necessary to
make sure that most of the actors are available, particularly the
most relevant ones. A sound assessment and a proper analysis
of the situation and the actors’ schedule are crucial for selecting
the right time. Research on other initiatives will help to avoid
competition and wasted resources.

*  Hidden agendas: Some actors might want to participate in the
dialogue because they see it as a means to other ends. Care
should be taken to keep these interests from negatively impacting
achievement of the group’s common goal or the smooth flow of
dialogue. It is not possible to identify all those who have hidden
agendas; what is essential is to be aware of them and ensure that
they are secondary issues in the stakeholder dialogue. If hidden
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agendas dominate a stakeholder dialogue, the objective should
be rethought or the dialogue closed.

*  Bureaucratization: When a dialogue starts up there is usually
much excitement and the desire to perform tasks properly.
Sometimes, boards of directors are set up, coordinators named
and standards and regulations drafted. At the outset, a certain
level of organizational bureaucracy is usually recommendable in
order to show seriousness and project a results-based approach.
But there is a risk of annoying the actors and having them
react differently if the layers of bureaucracy pile up faster than
progress towards the dialogue objectives, to the detriment of
their achievement and consolidation. Some may feel excluded
or used; others might believe that the dialogue is not focused on
achieving tangible results.

e Open microphone: Appropriate moderation of stakeholder
dialogues is indispensable for managing them, so it is best to
have people with the skills needed to perform this role, at least
in the initial sessions. Interventions by actors should be short,
specific and speak to the issue. Dialogue must be constructive
and thoughtful, and not turn into a monologue, a closed
conversation or an open-mike session where anyone can say
things that are off topic.

*  Lack of credibility and leadership: The coordinating institution
must be seen as credible by the majority of actors and must
exercise leadership. It must work to gain trust and project
seriousness, as well as offer to take on the initial commitments
and fulfill them as soon as possible. Credibility and leadership
come into question when the coordinating institution does not
show fairness, transparency or discipline. The resulting lack of
cohesion can work against the group.

*  QOverloading: Assigned tasks and commitments must be well
distributed throughout all the stages of a dialogue process. While
itis true that the actors might be interested in what a stakeholder
dialogue has set out to achieve, in most cases the representatives
of institutions have one or more major functions to which they
must devote time too. For example, for a businessperson the first
priority will be his or her company. For an academic it will be
the university. Dialogue participants must have an appropriate,
achievable workload.

®  Clubbiness: A group can achieve good affinity after several
months or years of work in a stakeholder dialogue, turning it into
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a social forum and thus adversely affecting its effectiveness. The
recommendation for avoiding this distortion and maximizing
the affinity created is to always keep the above-mentioned
success factors in mind: clear identification of a common goal,
commitment, mastery of the principles of dialogue, and tasking
and revision.

Equity: Although equity in the usual sense is a value, it
is important to be aware of situations that could arise
and facilitate or damage the process. For reflection and
constructive thinking, all the members have an equal right
to express themselves, but how to proceed when opinions
differ within the group and a decision has to be taken? The
member who contributed and commits the most, back up
with facts and resources, to the objectives of the forum must
have decision power for the good of the dialogue space and
its process.

Too much information: Working or dialogue sessions are often
very productive, reaching agreements for actors to take on
tasks, but meeting follow-up is nil or ineffective. When the
outcome of a meeting is not communicated effectively before
the next session, dialogues tend to stall. It is very important
to effectively establish and manage communication between
sessions, monitor and maintain the linkage. Too much
communication in a stakeholder dialogue can saturate or bore
the actors, so the key lies in the right degree of communication
in order to report significant and urgent items. And bilateral
communications should be differentiated from those addressed
to the entire group.

Owerly results-oriented: Work should always be goal-oriented,
and it should be recognized when certain activities have no
impact. Actions taken should not be overstated because this
will work against the stakeholder dialogue. There is a need for
objectivity in assessing whether the actions undertaken truly
lead to the expected results.

Each process can have particularities that work for or against an

initiative. The elements set out above can appear just as described or differ
slightly. In any case, alertness and balance must be maintained to ensure
that the stakeholder dialogue is efficient and productive.
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E. Ideal profile of a stakeholder dialogue leader

At the beginning of a multi-actor dialogue, the implementer or
implementers must have a very clear idea of where to steer the process
and show that they have the tools and skills needed to instill certainty
among participants.

The leader of a stakeholder dialogue is not the same as the captain of
a vessel, because instead of issuing orders he or she should propose actions.
If the leader does not convey trust in the process by means of knowledge
and mastery of the methodologies needed, he or she runs the risk of actor
“mutiny” or desertion. To avoid this, it is important that the implementer or,
preferably, implementers, have the following capacities:

(i)

(ii)

(iii)

(iv)

v)

Moderating: A command of moderating skills and techniques
is extremely useful when working in stakeholder dialogues.
The goal of moderating is to facilitate constructive and
objective communication in order to reach agreement on the
envisioned objective. The implementers do not have to be the
moderators, but it is recommended that they do play this role
at the beginning of the process in order to set a style. It is also
advisable for the implementers, as well as the key players, to
take classes to enhance their moderating skills, because this
will enable them to better manage the stakeholder dialogue
and facilitate achievement of the objectives. An external
moderator can be brought in on special occasions such as a
launch or planning workshops.

Stakeholder dialogue management: Prior knowledge of the process,
concepts and tools involved in a stakeholder dialogue provides
the strength necessary to generate trust within and outside
the process.

Planning: Skills and knowledge of logistical, basic financial and
project planning are very useful throughout the process, from
fact-finding to implementation of actions. This ability makes it
possible to guide the group and build trust.

Knowledge of the issue: The implementer does not need to be an
expert on all the issues to be addressed in a stakeholder dialogue,
but it is important to have general and basic knowledge of
certain matters.

Conflict management: Sometimes, conflicts of a different nature
(communication, upstaging, misunderstandings) come to the
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surface during work in a stakeholder dialogue. Knowledge
of the issue and of negotiation processes can therefore be a
great advantage.

The following skills are also very helpful:

(i) Sociability: A sociable and communicative person can better
express his or her ideas and will be able to transmit them to
different people in different contexts. He or she will also be able
to establish rapport with key actors, addressing other issues and
then introducing the issue of concern.

(ii) Proactiveness: A dynamic, enthusiastic and positive approach
usually spreads to the group and sparks interest. In a monologue
the audience has to struggle to pay attention, but in interaction
where there are different tones of voice, reactions, questions and
requests, the group is usually eager to participate, contribute
and be recognized.

(iii) Advisory role: Advisers are people who possess knowledge,
analyze and advise. However, they stay behind the curtain and
put their entire contribution at the disposal of their advisees
so that the latter can be the visible face. The implementer of a
stakeholder dialogue should have that same attitude, since the
dialogue and its achievements and benefits will belong mainly
to the actors.

(iv) Integration: A quality that actors in a stakeholder dialogue value
highly is that their contributions are considered and that they
are in some way involved in decisions and actions. The ability
to integrate a range of contributions is a valuable quality in a
stakeholder dialogue and elicits greater participation.

Organizing and managing stakeholder dialogue

To illustrate the entire process, taking as reference the dialogic change
model, diagram III.2 shows the key moments and actions that characterize
a dialogue process. There are two very distinct stages into which the phases
fall and in which certain actions must be taken: process organization
and management.*

4

See, in section C of this chapter, the CLI dialogic change model.
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Diagram lil.2
Phases of stakeholder dialogue
Organizing ',! Managing
the dialogue L the dialogue

Phase 1: Exploring

! . Phase 3: Implementing
. ., and engaging

" and evaluating

| Follow-up and support for
implementation structures

Monitoring and reporting
progress and difficulties

—>| Implementation and partnership search |

Phase 2: Building
and formalizing |

Socialization and celebrating results |

—>| Socialization meeting |

i Phase 4: Developing further,
Workshop or working sessions .. replicating or institutionalizing

| to identify objectives and
first activities
»| Workshop or session
for evaluating the experience
—>| Capacity building |
N Reflection and decision-making
—>| Strategic planning workshop or sessions | for continuity
L,| Developing structures L, Preparipg .
for implementation for continuity

Source: Prepared by the author, on the basis of Collective Leadership Institute (CLI), “Stakeholder
Dialogues”, 2011 [online] http:/collectiveleadership.com/en/what-we-do/capacity-building-programs/
open-courses/working-with-stakeholder-dialogues.html.

Each of the actions is described below, along with suggestions
and strategies.

1. Phase 1: exploring and engaging

The first phase in organizing a stakeholder dialogue is exploring and
engaging. Pre-dialogue exploring entails becoming as familiar as possible
with the context, the actors and the issue to be addressed, guided by the
precepts of the common good and win-win negotiation. In addition to
deeper exploration, this first phase creates resonance among actors.

(a) Fact-finding

The first step in the fact-finding process involves a review of
statistics, reports and key documents on the issue. It is not necessary to be
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an expert in the field or to be up to date on all the details —just the most
relevant aspects.

A good second step is to consult with colleagues, experts and
technicians working on or associated with the issue in question, seeking
their views with regard to the launch of a stakeholder dialogue, what
actors they suggest, and any other details or opinions they may provide.
It is highly advisable to have several technical references so as to identify
majority opinions and diverse viewpoints. This will yield better preparation
for interviews with relevant stakeholders and for potential workshops.

The people in the implementer team may think they have a lot of
information on the issue to be dealt with in the stakeholder dialogue, but it
is important to consult with colleagues and other experts in the same field or
fields. A range of interests and opinions come into play in stakeholder dialogues,
so familiarity with the context from different angles will be very useful.

Before the interviews and during the dialogue, the actors should be
identified and treated in accordance with how important they are for the
process objectives. There are very influential and relevant actors who are
of great interest for a given issue. Obviously, they should receive a good
deal of attention and be involved as much as possible. On the other hand,
there may be actors who, even though they are involved in an issue, are of
very little interest or influence. Less effort should be spent on them.

In intermediate cases there will be some actors can be of considerable
interest but have very little influence. Not as much attention should be paid
to them because they are natural and immediate allies and will cooperate in
the process. Or there may be actors with considerable influence who are of
little interest. They must be informed without overwhelming them and, with
compelling arguments, be invited to participate without insisting too much.

Diagram IIL.3 provides a snapshot of the potential relationships
between levels of influence and interest among actors.

To manage fact-finding and the rest of the process, as soon as the
actors are identified based on their origin, overall interests and benefits
sought, it must be determined how they will be treated in order to stimulate
the stakeholder dialogue.

Interviews with key actors make up the third step of the fact-finding
process. There is no need to interview all the key actors in a particular
issue, but it is important to interview a significant, stratified sample.
It is not advisable to meet with actors without having gone through the
previous phases, which serve as preparation. These interviews should
not seem like a survey but rather be more of a conversation or a loosely
structured interview.

Table II1.8 sets out a helpful guideline for interviews.
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Diagram lIl.3
Actor influence-interest grid
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Source: Prepared by the author, on the basis of Collective Leadership Institute (CLI), “Stakeholder
Dialogues”, 2011 [online] http://collectiveleadership.com/en/what-we-do/capacity-building-programs/
open-courses/working-with-stakeholder-dialogues.html.
Table Ill. 7
Types of stakeholder dialogue actors
Type of actor Mission Benefits Risks Comments
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of society. and implementation.
Private Produce economic Relationships to Danger of Generally, private
benefits. improve the business  not creating actors are the
climate. better business most interested in
Establish good conditions. succeeding.
reputation and Shortage of time
relations with to handle multiple
other actors. activities.
Civil society  Ensure fulfilment  Influence the public Internal conflicts  The civil society
of human, social, and private sectors. concerning group participating in
economic and Additional support for other the initiative should
gnvironmental opportunities for initiatives. have goals that are
rights. the defence of Potential loss closely related to the
its goals and the of funding. stakeholder dialogue
implementation of subject.
joint initiatives.
Academia Promote and Depending on the Potential loss of ~ Academic
provide education  type of dialogue, could exclusivity for an institutions may be
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Research management. demands from their motivations
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Source: Prepared by the author, on the basis of Collective Leadership Institute (CLI), “Stakeholder

Dialogues”, 2011 [online] http://collectiveleadership.com/en/what-we-do/capacity-building-programs/
open-courses/working-with-stakeholder-dialogues.html.
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Table 111.8
Interview outline

Interview outline
(No more than one hour)

Introductions
Introduce the participants
Reason for the visit (brief and specific, preferably in writing)

Equalization
Discuss the issue (using information from experts, colleagues, officials or others).
Talk about the task or what the potential strategies seek to achieve.

Understanding the actor’s position

What actions has the actor taken to promote dialogue on the issue? What activities has it
undertaken or is planning to undertake in the short and medium term?

Describe

Has the actor had partners?

Were there obstacles? What were they?

Socialization of the idea of a stakeholder dialogue

Explain the concept of stakeholder dialogue and how it works, as well as the benefits it can
bring for the system and for the actor’s institution.

If known, mention a few examples and outcomes.

Ownership

Do you think that your institution would benefit from a stakeholder dialogue? If your institution
were to participate, how would it do so? What benefits could it obtain?

What other actors should be included in designing the process?

Effectiveness
What opportunities for working together do you see for the future?
What would be the best way to set up the process?

Closing

Will your institution participate in this dialogue or platform?
What could it contribute?

Socialization of the next steps.

Obtaining direct contact information.

Source: Prepared by the author.

After completing these first three steps of the fact-finding process,
an initial assessment of the findings is in order (see table IIL.9).

If the vast majority of responses to the checklist in table II1.9 score
4, 5 or 6, there is a favourable scenario for going ahead with a stakeholder
dialogue. If there are any very low scores (1 or 2), it is necessary to verify
whether the criterion in question can be changed by the implementers or
initiators. Whenever possible, it is worthwhile to invest in improving the
context conditions for a dialogue.

If a number of criteria score low (1, 2 or 3) and this cannot be
improved, it might be better to wait for a while and assess the desirability
of continuing with the exercise.
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Table 111.9
Checklist for assessing fact-finding results @

Is there a need for a stakeholder dialogue? 6 5 4 3 2 1

In order to implement the project, broad acceptance by various
stakeholder groups within the project environment is required.

Implementation of the project affects various stakeholder groups,
who therefore have to be consulted.

Implementation of the project calls for the active participation of
diverse stakeholder groups.

Cooperation with other actors should go beyond the mere provision
of information by the initiator/implementer.

Is the time right? 6 5 4 3 2 1

The key actors are convinced of the need for change.

Conflicts between the stakeholders to be involved are not so
pronounced that participation in a joint stakeholder dialogue
is utterly impossible.

Most of the key stakeholders for the dialogue trust in the competence
of the people initiating or implementing the stakeholder dialogue.

Participation in the stakeholder dialogue does not present any
disadvantages or risks to the stakeholders to be involved.

Are the necessary resources available for conducting the 6 5 4 3 2 1
stakeholder dialogue?

The initiator team has sufficient time, human and financial resources.

The initiator team has sufficient expertise to conduct a
stakeholder dialogue.

The initiator team already has adequate contacts with the relevant
stakeholder groups.

The dialogue approach is supported by the key decision-makers at
the initiator and partner institutions.

Does the initiator/implementer team have the competence and 6 5 4 3 2 1
willingness to conduct the dialogue?

The initiator team is willing and able to jointly steer a complex process
that may not always go according to plan.

All initiators are willing to respect other standpoints and divergent
opinions and to allow innovative, jointly elaborated solutions
to be reached.

The initiators are open to changing their own standpoints or adjusting
their objectives.

The initiators are willing to assume leadership within a jointly
designed process.

Source: Christian Gérg and others, Stakeholder Dialogues Manual, German Agency for International
Cooperation  (GlZ)/Collective Leadership Institute (CLIl), 2011 [online] http://www.
collectiveleadership.com/fileadmin/user_upload/Downloads/publications/SD-Manual_
EN_021111_Download.pdf.

a Scoring: 6, Completely true; 5, Largely true; 4, True to some extent; 3, False to some extent; 2, Largely

false; 1, Completely false.
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Assessment findings may be illustrated. In Figure IIL1, in a random
assessment, the scores are as follows: need for dialogue, 6; right timing, 4;
requisite resources, 2; and competence and willingness, 5.

Figure 111.1
Assessment of fact-finding results

Need for
dialogue

P N
5 N

N

/
Competence 4 A

NN . Right
ot = > = ;
and willingness N \\\\ AN 2 s e -7 // 4 time
\\\\\\\\ ///'////
NN 2
\\\\ NN (///////
NN £ ,
N N \\ // 7’
,
S K
N ,
|
N2
Requisite
resources
Need for dialogue 6 Right time 4 Requisite resources 2 Competence and willingness 5

Source: Prepared by the author.

These tools are very useful for reflection. But they are not the only
relevant component. Good judgement and common sense are also essential
for decision-making.

(b) Verification

Verification is not always necessary, but the initial assessment could
show there is no strong conviction of the need to move forward with the
process. In this case it is advisable let some time go by and then repeat the
second and third steps of the fact-finding process (consulting with experts,
and interviews with key stakeholders).

During verification it is essential to clear up any doubts concerning
the key success factors for participatory construction. The situation must
be made clear to the people being consulted or interviewed, so they will
know what this new meeting is for: to keep the process moving in the
right direction, without leaving any inconclusive or unclear components.

Verification interviews should be brief and have something for the
participants (for example, proving a bit of useful information that the
interviewee did not know).

It is also important for verification to cover a broad cross-section
of stakeholders, in order to validate the views of those interviewed and
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compare their statements. There is no set number of consultations and
interviews to be conducted during verification; the goal is to dispel any
doubts in order to make the right decision.

(c) Initial socialization

If fact-finding and verification confirm that all is in place for
continuing, the next step is initial socialization. Depending on the case
or the actor, there may be a meeting, formal written communication, an
e-mail or a telephone conversation to report on progress and prospects.
Then it will be time to convene a formal meeting of all stakeholders. This
first call is critical; the implementers should sign a short letter reporting
on the situation, citing topics to be addressed, outlining the goals of the
initiative and convening a stakeholder meeting.

2. Phase 2: building and formalizing

After exploring and engaging, it is time to lay the groundwork for
stakeholder dialogue, through building and formalizing. In broad terms,
this phase will formally socialize the initiative, request the delegation of
sector representatives, formalize the common goal of the process, establish
how it will operate and plan the work.

(a) Socialization meeting

The first gathering of all stakeholders is the socialization meeting.
Moderating skills are much needed at this meeting, because it is vital to
project a climate of trust and ensure a forum for building and reflection
where it is possible to listen and to be heard. It is also essential to be
direct, set out clear ideas and reach tangible agreements. At this meeting,
stakeholders can ask questions and develop or fine-tune their approach,
focus and proposals in order to generate further contributions, provide
lead time or, at worst, give up on the initiative and abandon the process.

If the decision is to go forward with the process, it is recommended
that the principals of each institution sign a letter accrediting the person
who will represent it at the stakeholder dialogue. This measure helps
ensure stakeholder seriousness and accountability.

The essential items to be addressed at the socialization meeting are
as follows:

(i) Customized introduction of each participant.

(ii) Socialization of the objective of the meeting and the background.

(iif) Equalization of the available information (communicate findings
or relevant case histories).
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(iv) Guided reflection (questions and answers).
(v) Establishment of agreements.

This first meeting should not exceed two hours. When it is over,
the first public step will have been taken. From then on, the process will
depend on stakeholder commitment and performance.

(b) Workshop or working sessions to identify objectives
and first activities

After the first meeting it is important to keep sparking interest
and, if the conditions are ripe, to be proactive. If the actors agreed to
immediately start work on a stakeholder dialogue and show a high degree
of readiness, they should promptly be offered the necessary support and
guidance. At a subsequent meeting it is advisable to work on identifying
common goals that all are willing to support.

Another important issue to consider is what can be done right
away, such as deciding when and how to hold a strategic planning
meeting or workshop.” Each session should have its own agenda, with
result-oriented items.

There are many business, military and government definitions of
strategic planning. However, for a stakeholder dialogue the best one is
“an orderly reflection on the desired future” (Aramayo, 2006). Strategic
planning is “an exercise to clarify what an organization seeks to achieve
and how it plans to do so” (CEDPA, 2004) in an ever-changing environment
with multiple actors.

According to Ander-Egg (1995), the following main distinctions can
be made concerning strategic planning:

(i) The actor who plans is immersed in the reality being planned, is
part of it and coexists with other social actors that are, in a way,
also planning.

(ii) This is essentially a people problem.
(iii) The focus is on the rationale of achievement.
(iv) Policy and involvement of social actors are very important.

(v) The focus of planning is to steer the process. It does not
crystallize in a plan, but rather there is continuous monitoring
of the political, economic and social environment.

(vi) Objectives are defined by social consensus among the social
stakeholders involved.

> In this regard, see chapter IV hereof.
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(vii) Actors involved in planning do not control the reality being
planned.

(c) Capacity building

After agreeing to begin the process and holding the first meetings,
a sizeable contribution to furthering the dialogue is the potential for
improving stakeholder communication capacities. This may be done
made through training in moderating or facilitating, making them better
communicators and intermediaries in a dialogue process. Training like
this is very useful because it allows for:

(i) Mastering the principles of dialogue and strengthening human
relations: two success factors that help to achieve the objectives
of the stakeholder dialogue.

(ii) Building trust: by taking such actions, the actors show the
willingness and drive behind an initiative. This encourages new
support from a number of actors.

(iii) Taking the first joint action: this is the first opportunity for actors
to work as a team on organizing, setting a date and convening
an activity. It is the first example of their practical coordination

within the stakeholder dialogue setting.

Dialogue implementers must have moderating skills, and it is
advisable that they have a proper command of stakeholder dialogue
management before launching the process. For the other actors,
training in stakeholder dialogue management would be advisable but
not strictly necessary:.

(d) Strategic planning workshop or meetings

Strategic planning workshops or meetings are key to the process.
Unfortunately, many initiatives stall out after reaching this point with a
very good level of commitment and an excellent workshop where they
analyze and specify what they want and how they will achieve it, only to
see little or virtually no implementation.

Table II1.10 sets out some pointers for contributing to the success of
the process through the planning stage.
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Table 111.10
Planning phase pointers

Plan realistically

It is better not to be ambitious at the beginning. Plan according to
the resources available.

Don’t overplan

At the beginning, highly structured and detailed planning is
unnecessary. It is best to keep things simple to achieve success and
build trust. Planning can be more ambitious and specific later on.

Have the right actors

It is difficult to hold a planning workshop without the presence

of decision-makers or when the latter have not given their
representatives some room for manoeuvre. Otherwise, planning can
be quite ineffective.

Manage time well

The planning workshop or meetings should have been well prepared.
All of the appropriate teaching materials should be available, and
everything that could be done beforehand must be ready for the
workshop as in proposal form in order to save time. Take care to avoid
dumping prewritten material on the actors, so they won'’t feel that

they are being manipulated. They will value the freedom to propose
strategies or courses of action.

Bring in an outside
moderator

Where possible, it is good to have an outside moderator with planning
skills and general knowledge of the issue. An external agent allows
for greater neutrality and helps all of the actors to concentrate on
contributing to joint planning.

Source: Prepared by the author.

Once there is a strategic plan reviewed and validated by the actors,
it must be followed, referred to and, above all, complied with.

(i) Agenda for the strategic planning workshop or meetings

The points on the minimum agenda for the strategic planning
workshop or meetings should be:

¢ Validation of the dialogue objective (if this has not yet been done).

e Construction of definitions (shared conceptualization, for example
“what do you understand by ... ”).

¢ Identification of activities and subactivities to carry out, specifying
deadlines, responsibilities and resources.

The steps set out in the following paragraphs concerning dialogue
self-assessment and the development of implementation structures are
optional and can be performed during or after strategic planning. If they
are included, self-assessment should be the first item on the agenda and
development of structures the last item.
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(ii) Dialogue self-assessment tool

This measurement is subjective in nature; the need for it depends
on how mature the process is. The implementer team may use this tool at
the beginning of strategic planning or later. Self- evaluation of dialogues
may also be used somewhat regularly to document difficulties and make
changes when necessary.

The requirement for implementation of this tool is that a prudential
amount of time must have elapsed since launching the process, in order
to have enough records or working time for self-assessment. Another
requirement is that the implementer team deems it necessary.

The outcome of the self-assessment could serve as a starting point
for a process of learning, improvement, group cohesion and search for
management for success.

Dialogue self-assessment can be implemented in two ways: first,
using the checklist and assessing each question and then averaging the
responses or calculating the mode for each criterion; second, assigning
an intuitive value to the criteria (as deemed appropriate for each criterion
without answering the checklist questions). The tool can be used
individually or in a group, for subsequent aggregation and socialization.

Before implementing this instrument, the actors must understand
and tailor the criteria in each case.

Scores of 5 or 6 mean that the criterion level is good. Scores of 4, 3,
2 or 1 mean that this factor should be improved. Scores of 4 will require a
deeper look or reflection to determine what is happening.

Table II1.11 below presents the dialogue self-assessment questionnaire;
table II1.12 describes the key factors for self-assessment.

Table 111.11
Self-assessment checklist?

Leadership and sponsorship 6 5 4 3 2 1
There is a strong and committed core group that represents

the participating stakeholders.

High-ranking and influential people support the stakeholder dialogue.

Next to the core group, there are enough participants who identify

with the initiative.

The top management of the participating institutions identifies

with the initiative.

Cohesion and relationship management 6 5 4 3 2 1
Stakeholders have enough time to form relationships with each other.

The people involved are able to meet in a mutual spirit of respect

and acceptance.

A communicative and inspiring exchange takes place.
Relationships between the participating stakeholders and the institutions
they represent are given adequate attention.
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Table Ill.11 (concluded)

Goal and process clarity 6 5 4 3 2 1

The contribution of the stakeholder dialogue to the shared goal is clear
to all participating stakeholders.

Process design and participation patterns are transparent and reliable.

Knowledge and competence 6 5 4 3 2 1

All stakeholders have the required knowledge and competencies.

Capacity development for implementing stakeholder dialogues has been
built into the process design.

Sufficient resources are available for the stakeholder dialogue.
Credibility 6 5 4 3 2 1

Initiators, the core group and/or implementers have a sufficient mandate
and are trusted by all participating stakeholders.

All relevant stakeholders are sufficiently and adequately represented within
the stakeholder dialogue.

Decision-making processes are transparent and are jointly agreed on by
stakeholders wherever possible.

Inclusiveness 6 5 4 3 2 1

Weak stakeholder groups are adequately integrated into the process. The
stakeholder dialogue and the associated meetings and workshops are
designed and held in such a way that all participating stakeholders have
a sufficient say and are heard.

There is an agreed procedure for dealing with criticism and complaints.
Critical voices are either involved or, at least, good relationships are
maintained with critics.

Stakeholders with a high degree of influence have become sufficiently
enthused by and integrated into the stakeholder dialogue initiative.

Ownership 6 5 4 3 2 1

The relevance of goals and results is regularly reviewed with all relevant
stakeholders.

All stakeholders have the same right to contribute their viewpoint and/or
are equally entitled to make decisions. Decisions are reached
by consensus.

The core group ensures that the contributions of the various stakeholders
are sufficiently acknowledged.

Delivery and outcome orientation 6 5 4 3 2 1

Stakeholder meetings are designed such that participants can work out
solutions together. The meetings are concluded by an overview of results
and of the next steps to be taken.

The institutions of the participating stakeholders implement joint decisions.

All participants are familiar with the various roles and with the steering and
implementing structures.

The participating stakeholders have agreed on the form of progress review
and of monitoring.

Regular progress reviews are performed.

Source: Christian Goérg and others, Stakeholder Dialogues Manual, German Agency for International
Cooperation (GlIZ)/Collective Leadership Institute (CLI), 2011 [online] http://www.collectiveleadership.
com/fileadmin/user_upload/Downloads/publications/SD-Manual_EN_021111_Download.pdf.

2 Scoring: 6, Completely true; 5, Largely true; 4, True to some extent; 3, False to some extent; 2, Largely

false; 1, Completely false.
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Table 111.12

Must-haves
Leadership and sponsorship: Most Cohesion and relationship management:
institutions are hierarchically structured, with The degree of actor cohesion makes a crucial

“bosses”. Although there are different degrees  contribution to the dialogue’s success. If the
of influence in stakeholder dialogues, there is participating stakeholders show little identification
no subordinate ranking. Leadership is therefore with the dialogue, its impact will also be low.

understood to be the ability to promote a Stakeholders will not implement the results of the

process with joint responsibility for dialogue and introduce them at their institutions.

achieving results. The process will become more vulnerable to
external influence.

Goal and process clarity: People engage Knowledge and competence: The ability to work

when they can see the bigger picture. All and think together constructively depends to a large

participants have to be aware of the next steps. extent on participating stakeholder knowledge and
Clarity about the goal and its interdependence ~ competence.
with the process are crucial for building trust.

Credibility: Stakeholder dialogues must be Inclusiveness: Stakeholder dialogues that
credible if they are to achieve impact. Credibility exclude key actor groups lose their credibility and
refers to a number of factors, including create mistrust. Involving a wide range of weaker
reputation, neutrality, transparency and stakeholders makes stakeholder dialogue more

integration. The more credible the stakeholder  credible and builds internal and external trust.
dialogue, the more likely stakeholders are to
identify with the goal and the process.

Ownership: People implement what they have  Delivery and outcome orientation: If

helped to shape. If stakeholders are not allowed stakeholders get the impression that an initiative

to promote their interests and their viewpoints is not really geared to implementation or their

are not included, they will withdraw from the recommendations are not actually being used, they

dialogue process. show little commitment and will probably withdraw
from the dialogue process.

Source: Christian Goérg and others, Stakeholder Dialogues Manual, German Agency for International
Cooperation (GlZ)/Collective Leadership Institute (CLI), 2011 [online] http://www.collectiveleadership.
com/fileadmin/user_upload/Downloads/publications/SD-Manual_EN_021111_Download.pdf.

(iii) Develop implementation mechanisms

Development of implementation mechanisms consists of encouraging
stakeholders to organize on the basis of affinity and interests in order to
take action. Because of past experience, implementation mechanisms tend
to be identified as best practices for strengthening stakeholder dialogue.
For example, actors can form committees or teams of related actors
committed to a specific task, or groups for carrying out other activities for
which they have expertise.

This practice is used whenever there are multiple activities to be
carried out in the strategic planning process. It can be undertaken during
the planning phase or immediately thereafter.

3. Phase 3: implementing and evaluating

Implementation and evaluation is an integral part of stakeholder
dialogue management. Set out below are practices and pointers to ensure
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implementation and to keep the group focused. The outcomes of the
dialogue process will emerge during this phase, so special attention is
required. While it is true that commitment, capacity and accountability are
directly related to the actors and each process in particular, it is important
to stay close to and support the stakeholders.

(a) Monitoring and supporting implementation mechanisms

Process follow-up must be in a tone of collaboration and sharing
information as colleagues or travel companions, because there are no
relationships of subordination in stakeholder dialogues. It is good to
discuss progress with other participants in the process, in order to foster
a sense of confidence, camaraderie and healthy competition among the
participants.

(b) Monitoring and reporting on progress and difficulties

As in many other spheres, monitoring the implementation of
activities and measuring results achieved require specific tools.

Bringing monitoring into stakeholder dialogue is more difficult
than in an institution. Sometimes there is lack of interest because there is
no pressure from a boss. There may even be some aversion to this practice
because the stakeholders do not want to feel pressured by monitoring. Or
the stakeholders might have different approaches and simply cannot agree
on how the process should work.

Stakeholder dialogue monitoring should therefore be as simple and
practical as possible. Until the group is consolidated it is not a good idea
to introduce monitoring because it can be perceived as a form of pressure,
additional work or a sign of distrust. It is essential to define and agree on
the monitoring mechanism and identify who will be in charge of it. Here,
going behind the group’s back will make progress impossible.

Table I11.13 describe the types of monitoring and the key questions
to ask. They can be tailored to begin to implement a simple monitoring
system. One way of doing this is with the self-assessment tool.®

Monitoring shows how close the goal is and provides the basis for
adjustments where necessary. For this reason, information on monitoring
should be socialized by all of the actors; discussions can be held where
necessary in order to make adjustments accordingly.

6 See table ITL.11.
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Table II.13

Types of monitoring

137

Monitoring

Description

Key questions

Activities and results

Designed to track agreed activities
and results achieved. The idea is
to compare what was planned with
what has and is being done.

Has what was agreed during
planning been done?

Is what was planned and done
leading to the desired results?

Impact

Looks at whether the stakeholder
dialogue and its results achieve the
goals that were set.

What impacts or benefits has the
stakeholder dialogue had for the
participating institutions and

other actors?

To what extent has the stakeholder
dialogue achieved or made progress
towards its goals?

To what extent has the stakeholder
dialogue helped to achieve the goals
set at the beginning?

Process

Examines whether the process is
leading to the anticipated results
and making a major contribution to
joint responsibility for success.

Which strategies for engagement
processes were successful?

Did the process work smoothly?
What should be done to improve

the process?

Source: Prepared by the author, on the basis of Christian Gérg and others, Stakeholder Dialogues Manual,
GermanAgencyforinternational Cooperation(GlZ)/CollectiveLeadershipInstitute(CLI),2011[online]
http://www.collectiveleadership.com/fileadmin/user_upload/Downloads/publications/SD-Manual
_EN_021111_Download.pdf.

(c) Implementation and partner search

To implement actions and build partnerships it is necessary to
continue to support and monitor the actors. These are two key factors for
success. It is often appropriate to insist and to encourage actors to help
them reach the goal.

During implementation it is always possible to identify new actors
and build new partnerships that can further an activity or strengthen the
dialogue process.

New partners should be introduced at a plenary session of the
stakeholder dialogue so as to ensure acceptance by the entire team.

(d) Socialization and celebrating results

In daily life, when someone reaches an important goal there is
usually a celebration. Something similar can happen if an institution meets
a core objective. And if a person or a group stands out among its peers,
standard procedure calls for recognizing it. Similarly, it would be good to
reward and recognize the efforts of a stakeholder team that worked and
achieved its goals. This practice further promotes cohesion and group
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spirit and paves the way for achieving broader objectives, replicating the
experience or moving on with the dialogue process.

The socialization of progress should be an ongoing task, but
celebration is not. Nor does it have to be put off until the end of the
activity. Celebration is in order whenever enough has been achieved to
deserve recognition. The boost of enthusiasm and energy that comes from
recognition of progress can help to motivate the group to stay the course or
go even farther.

Celebration can be any social activity. What is important is that it be
a group activity and that it be clear that it is in honour of the progress made.

4. Phase 4: developing further, replicating
or institutionalizing

The stage involving further development, replication or institutionalization
is the last phase of stakeholder dialogue management and the end of the
entire process. At this point, the desired results should have been achieved,
the group should be consolidated and the experience evaluated in order to
decide whether wind it up or continue in a similar or expanded format.

(a) Workshop or meeting to evaluate the process

At the end of a planning period or upon reaching a stakeholder
dialogue goal, the process should close with an assessment. This marks
completion of a chapter and leaves the door open for the next step,
bolstered by the experience gained by all stakeholders and with the
potential for additions.

There are different ways to approach a workshop or meeting to
assess the experience. It is valid to look at factors that range from the
process itself to activities, stakeholders, lessons learned and achievement
of goals. Information and thoughts on this final stage can be very useful in
the future for the same process or for others.

(b) Reflection and making decisions for continuity

Although it can be done at a later stage, during the assessment
phase it is a good idea to think about continuity, or at least to agree for the
actors to carry out their respective consultations and to determine when to
discuss this matter.

During this reflection and decision-making stage, the basic
questions that the stakeholders participating in the dialogue should
answer concerning the continuity of the process are as follows:

(i) Is there a desire to continue?

(ii) Is it possible to continue?



Strengthening value chains... 139

(iii) Should work continue in the same way with similar goals?
How will the work be structured? Will there be another opportunity
for strategic planning?

(iv) Are there enough partners? Are they the right ones?

(v) What will change?

(c) Preparing for continuity

The first thing is to define exactly what and how to launch the
continuing dialogue, on the basis of experience and the reflections emerging
from previous discussions. The initial steps outlined at the beginning of this
guide are useful here as well, because much of the advice can apply to an
expanded or renewed process.

A key aspect to weigh when the group is nearing a decision to expand
the goals or the focus of a stakeholder dialogue is whether new stakeholders
taking part in the continuing dialogue should or could be higher up in the
hierarchical structure of their institutions. If the idea is to expand the stakeholder
dialogue, it might be necessary to have actors who have more leverage or are at
a different level than the current ones, and for their institutions to make greater
commitments to the process and its activities.

Consultative stakeholder dialogues usually trend towards cooperative
or permanent ones, with growing commitment on the part of the actors and
institutions represented. Levels of commitment can be in the form of assistance,
collaboration on activities and shared human or financial resources.

The implementers or facilitators must be alert to growing levels of
commitment on the part of the actors in a stakeholder dialogue. Most of
all they need a good mix of confidence, results and impact in the actors
involved and senior managers of the institutions represented.

The formula in diagram IIl.4 synthesizes the process. Increasing
actor commitment hinges on greater confidence, plus the sum of good
outcomes from the stakeholder dialogue, plus the leverage that the
implementer team and all of the participants in the dialogue may have
within and outside their institutions.

Diagram lil.4
Formula for boosting actor confidence

A Actor commitment = A Confidence + ) Results + Leverage

In other words:

Increased Will be the increase in confidence, plus all results, plus

commitment on the approximately the influence that the actors have within and
part of the actors equivalent to outside their institutions.

Source: Prepared by the author.
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G. Capitalizing on and transferring best practices

Success stories can be a useful reference for the next project. Giving an
account of the process, the approach and all the particulars will make it
easier to learn from and capitalize on the experience in order to enrich
future initiatives. Systematizing and capitalizing on experience lays the
groundwork for future transfer processes.

Systematization is a task involving regularly generating and
putting together secondary information (reports, aide-memoires and other
documents) along with primary information (interviews with participants,
self-assessments, notes from workshops with actors or other people who
were directly involved) that helps to retell the story and learn from it. In
other words, systematization produces new conceptual knowledge that
will be useful in future processes (Varela, 2006).

“The goal of capitalization is not to apply a theoretical concept to
reality, but to launch a process of theoretical and practical knowledge
among the actors involved in order to help bring about real change in the
desired direction” (RHI-Sausi, Conato and Lamela, 2011).

Table 111.14 provides a guide to questions that help to organize the
information and more clearly explain the experience.

Table Ill.14
Questions for systematization

Initial situation

During the process

Current situation

Lessons learned

What was the situation
before the process
began?

How was the process
conducted? What were
the steps involved?

What achievements
emerging from the
process impact your
institution and others?

Who should have been
more involved in the
process?

What was the position
of the institution prior
to the experience?

What enabling and
constraining factors
existed at the start?

How would you
describe the current
state of affairs in
comparison with the
beginning?

What aspects of the
process would you have
liked to be different?

Had you taken other
actions to generate
change? What
happened?

Why did you participate
in this process? What
do you believe your
role was?

What were the
perceived changes
during this experience?

What outside factors
impacted positively
or negatively on the
experience?

How did you feel at the
beginning of
the experience?

How did the experience
contribute to the
achievement of your
organization’s goals?

What changes were
there in your capacities
and those of your
organization?

What success factors
do you see for you and
for others?

How good was
knowledge of and
coordination with other
organizations before
the experience?

Was there
coordination? How
would you rate it? What
did other actors and
their organizations
contribute?

How much progress did
the process achieve?

Were there mistakes?
What were they? How
can they be avoided?

Source: Oscar Jara, Para sistematizar experiencias: Una propuesta tedrica y préctica, Lima, Red

Alforja, 2005.
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The information obtained while systematizing the experience will
provide the basis for answering the questions related to the capitalization
process, which aims at identifying best practices and reflecting on how to
improve future processes (see table IIL.15).

Table 1115
Questions for capitalization

(i) To what extent did the stakeholder dialogue turn into a best practice?

(i) If best practices were generated, are they consistent with public policies in place
at the local level?

(iii) Are there signs of real change thanks to best practices carried forward?

(iv) What are the conditions needed for the best practices identified to be adopted and
succeed elsewhere?

(v) In some territories, are best practices emerging in other contexts adopted or replicated?
Does the same implementer team refer to other processes?

Source: Prepared by the author, on the basis of the module on capitalizing on best practices for social
cohesion under the URB-AL Ill Programme of the European Commission.

Table IIL16 sets out factors that can be the basis for analyzing the
process or the best practices identified during it.

Table 11116
Factors to consider in stakeholder dialogue best practices

Institutional innovation

(a) Product innovation (new institutions)
(b) Process innovation (new organizational systems)

Territorial governance

(a) Vertical
(b) Horizontal

Citizen participation

Generation of public-private partnerships

Human resources training

Significant increase in employability

Source: Prepared by the author, on the basis of the module on capitalizing on best practices for social
cohesion under the URB-AL Ill Programme of the European Commission.

Based on these factors it is possible to determine how much influence
a best practice has, better gauge the impact of the process in general and in
particular, identify shifting objectives, in order to get the most out of the
process (see table II1.17).
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Table 111.17
Intensity of the factors to consider in stakeholder dialogue good practices
Factors identified for consideration in v Weak Normal Strong ey
. . weak strong
stakeholder dialogue good practices 0 1 2 3 4

Product innovation
(new institutions)

Institutional innovation - -
Process innovation

(new organizational
systems)

Vertical governance

Territorial governance
Horizontal governance

Citizen participation

Generation of public-private partnerships

Human resources training

Significant increase in employability

Source: Prepared by the author, on the basis of the module on capitalizing on best practices for social
cohesion under the URB-AL Ill Programme of the European Commission.

H. Conclusions and final recommendations

This chapter provides a conceptual framework and practical information
for organizing and managing stakeholder dialogue, aimed at building
public and private sector strategies. In a multi-stakeholder dialogue,
processes may change after initial planning. But form as part of a dialogue
is crucial for a successful process because it ensures that fact-finding,
the choice of actors and the type of dialogue will be appropriate and it
identifies the shared goal of the stakeholders, the implementer team, the
nature of the process and how to proceed. All these elements lay the
groundwork for the stakeholder dialogue and will shape its future.

During implementation, after the training and planning stages,
the stakeholder dialogue could lose momentum due to lack of interest or
because the results that the actors want are not being achieved. In response
to this situation, this chapter contains recommendations on organizational
readiness and planning for stakeholder dialogue. These recommendations,
and following the processes as set out in the guide, can help to minimize
risk situations.

A stakeholder dialogue with a goal shared by all actors, that
operates in a structured manner and has a clear horizon of work is more



Strengthening value chains... 143

likely to succeed than another one without these characteristics. Dialogues
can lead to interactions that in turn lead to public-private partnerships,
partnerships between academia and the private sector, or partnerships
between public agencies that are not always coordinated. This allows for
better identification, discussion and implementation of public policies and
economic and social development strategies.

The tools described in this chapter have been tested with successful
results in other countries and provide a valuable guide for implementer
team work and decision-making as to the direction to be taken by the
stakeholder dialogue. But the specificities of each case require that the
implementers always take care to examine actor behaviour and the
stakeholder dialogue in order to implement measures and create new tools
if necessary.

Tips and tools based on practice have been set out in a structured
manner, in accordance with the order needed for organizing and managing
stakeholder dialogue. The following are some final recommendations.

Stakeholder dialogue. Stakeholder dialogue is not a highly planned
process where most of the internal and external variables are under control.
The planning horizon may depart from the original idea and design; this
does not necessarily mean that there were mistakes. This is a stakeholder-
driven process, so it is not completely mapped out or controlled entirely by
the facilitator.

Common sense. In major decisions, in the small details and in
meetings with all the actors or with the implementer team, confidence in
knowledge of the context and in the actors is a must. It may sometimes be
tempting to seek more comprehensive results or plan multiple activities
owing to the positive initial conditions, but it is necessary to objectively
assess the best approach.

Patience. The process involves people with different paradigms
(because of their history, interests, sector and other factors), so in some
processes the groups come to own the dialogue and its content more quickly.
In others, it takes more time. It is also likely that certain processes promptly
show achievements, while others take longer. A little patience accompanied
by support can help put the process on more autonomous footing.

Individuals. The actors are people; they have individual traits such
as humour, aspirations, motivations and judgement. Bearing this in mind
at all times will make it easier to work with them and will foster a better
relationship. A group may be composed of individuals ranging from ones
who are willing, active and positive, to others who are skeptical, negative
and ill-tempered. In the face of extreme behaviours it is best to put in place
strategies to help maintain group harmony. Negative individuals who say
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“no” to everything should be asked to explain why, to propose something
and to take responsibility for it with support from others. Enthusiastic
individuals can be spoken with in private, congratulated and asked for
assistance in involving and motivating other actors.

Conflict management. At times, stakeholder dialogue can resemble
a negotiating process where there are different positions and actors who
do not want to compromise on certain interests. On other occasions there
can be misunderstandings or discord at a personal level, so the ability
to properly manage such conflict situations is essential. The search for
middle ground, the prioritization of interests and transparency help to
minimize and control conflict within the group. These are skills that the
group notices and learns quickly.

Constructive approach and win-win strategy. From initial planning by
the implementers, to interviews with key actors, to process launch and
management, all the way through to completion, following a constructive
rationale and a win-win strategy can help to build conviction and
partnerships. Knowing in advance what an actor and his or her institution
aspire to, and how stakeholder dialogue can further those objectives, also
contributes to building partnerships.

Stakeholder dialogue is a powerful tool for the design and
implementation of public policies that enjoy the consensus and
commitment of the private sector, but also of various actors who demand
or supply goods and services to enterprises (universities, chambers
of industry and research centres, among others). The involvement of
such actors in the various phases of policy development brings their
capacities and needs into the mix and strengthens their ownership of and
commitment to the strategies designed.
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Useful links

America Speaks
www.americaspeaks.org

Association for Conflict Resolution
www.acresolution.org

Collective Leadership Institute
www.collectiveleadership.com

Conflict Resolution Information Source (CRinfo)
www.crinfo.org

Democratic Dialogue Network
www.democraticdialoguenetwork.org

Global Knowledge Partnership
www.globalkowledge.org

Ideas and Tools for Community Change
www.everyday-democracy.org/en/index.htm

Leader to Leader Institute
www.drukerinstitute.com

One World Trust
www.oneworldtrust.org Sustainable Development Gateway
www.sdgateway.net/topics/265.htm

Synergos
WWW.SyNergos.org

The Program on Intergroup Relations
www.igrumich.edu/

The Co-Intelligence Institute
www.co-intelligence.org
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Chapter IV

The shrimp aquaculture chain
in El Salvador

Nahuel Oddone
Claudia Stella Beltrin T.

A. Introduction

This chapter is an output of technical collaboration between the Ministry
of Economy of El Salvador and the ECLAC subregional headquarters
in Mexico, in response to the desire expressed by the Government of El
Salvador to strengthen its industrial policy and significantly improve a
number of value chains through a process of upgrading.

The value-chain strengthening methodology requires a diagnostic
assessment to be made of constraints, and the participants, links and
relations in the chain to be systemized to identify the obstacles that the
chain-upgrading process is likely to confront.!

The chapter is divided into 13 sections, including this introduction.
PartI(sections B to G) describes the shrimp aquaculture chain, and section B
makes a diagnostic assessment of the chain. Section C describes the
participants in this activity and the sector’s products; section D analyses
the costs and profit margins with which this product line operates and the
factors that determine its competitiveness; section E reviews the shrimp
market in El Salvador, in terms of consumption, marketing, quality and
safety, along with the governance of the chain, among other aspects;
section F describes health issues, and the risks of diseases and harmful
species that could be mitigated with good aquaculture practices; and

! See chapter II of this volume.
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section G projects the profits and economic and employment benefits for
the chain’s main stakeholders, and also considers its financing problems.

Part II of this chapter (sections H to M) discusses proposals aimed
at upgrading the shrimp cultivation chain using an integrated approach.
Section H reviews strategies for the development of the shrimp farming
activity and serves as an introduction to this part of the chapter. Section I
describes a set of recommendations for addressing the systemic constraints
faced by this production chain; section ] formulates recommendations for
each link in the chain; and section K provides a summary of constraints,
good practices and recommendations. Section L then describes five
programmes with 13 strategies for upgrading the shrimp aquaculture
chain; and the chapter ends with conclusions in section M, which
recapitulates the key aspects described in the text and highlights the
importance of securing participation, commitment and support from
all stakeholders in the production chain to further develop El Salvador’s
aquaculture sector.

Part |

The shrimp aquaculture chain: characteristics,
potential and constraints

B. Diagnostic assessment of the shrimp
aquaculture chain?

The shrimp aquaculture value chain was chosen as the focus of various
initiatives and of this case study for its potential to generate employment
and promote regional development in El Salvador’s coastal zone, within
the framework of the Marine Coastal Zone Integrated and Sustainable
Development Strategy; and also because of the social recognition given by
the national government to a group of producers who had participated in
the armed conflict of the 1980s.

Strengthening the shrimp aquaculture chain in El Salvador could
help reduce poverty in the coastal zone, improve the food security of its
inhabitants, create poles of attraction for investment, reduce territorial
asymmetries, help to expand the domestic market and, as the case may be,
increase export capacity.

2 For a full version of the diagnostic study, see Oddone and Beltrdn (2013) [online] http://
www.eclac.cl/publicaciones/xml9/52059 / Diagnosticodelacadena.pdf.
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1. General features of shrimp farming

Shrimp farming in El Salvador is currently a small-scale activity.
Although it is a high-cost business requiring substantial levels of
investment, it has potential to be very profitable if good production
practices are applied and business management skills are developed.

Shrimp cultivation in El Salvador is done mainly in cooperatives,
mostly comprising former combatants and retired military personnel
who participated in the armed conflict in the 1980s, along with a few
independent producers. All of them can be classified in the micro, small
and medium-sized enterprise (MSME) segment. The latter, as defined by
the Commission for Inland Fisheries and Aquaculture of Latin America
and the Caribbean (COPESCAALC), a statutory body of the Food
and Agriculture Organization of the United Nations (FAO), consists
of aquaculture practiced for commercial purposes, which generates
paid employment, has a high technical level and does not exceed the
thresholds defined for small businesses in each country.

Aquaculture in microenterprise and small businesses is poorly
developed and needs support to raise its competitiveness and ensure its
sustainability. Owing to a lack of resources, producers in this segment
are unable to guarantee the quality and safety of their product, comply
with the regulatory framework, gain access to credit, apply technological
improvements, maintain efficient management, achieve a profitable
level of productivity, gain logistical self-sufficiency, and access market
information, among other factors (Rodriguez Vazquez, 2013).

Aquaculture currently accounts for 50% of the total volume of
fish and seafood produced for human consumption worldwide, and
its output is expected to surpass that of beef, pork and poultry in the
coming decade (FAO, 2012). The sector is one of the most dynamic global
food suppliers, having grown by 8.8% per year on average over the last
three decades.

In 2010, global aquaculture production reached a level of
60 million tonnes, with an estimated value of US$ 119 billion.
Nonetheless, its performance has been cyclical, with periods of boom
followed by phases of contraction (Rodriguez Vazquez, 2013), caused by
a number of factors that contribute to the sector’s weak horizontal and
vertical governance (World Bank, 2011).
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Table IV.1
Characteristics of microenterprise and small-business aquaculture applicable
to shrimp farming in El Salvador

Activity Characteristics of management

Infrastructure Machine-built tanks.
Pumping equipment and, in some cases, aeration equipment.
May or may not have product processing and canning facilities.

Hydraulic management Tidal replacement of water in extensive farm units, although this
practice is inadvisable.
Water replacement relying 5% to 10% on pumping depending on the
growth stage of the shrimp.

Seed In semi-intensive and improved extensive aquaculture operations,
seed produced by private laboratories or by the Directorate General
of Fisheries and Aquaculture of El Salvador (CENDEPESCA).
Purchased or subsidized.

In extensive farms: seed captured in the natural environment.

Feed In semi-intensive and improved-extensive farms: feed with 35% to
25% protein content, depending on the growth stage of the shrimp.
In extensive farms: natural feed.

Labour Members of cooperatives and external employees.
Productivity Two to four harvests per year.
Post-harvest Tank-side sale of live shrimp.

No processing or value-added.

No procedures to control product handling in the intermediation stage.
Frequent failings in the cold chain while the product is being
transported from harvest to the final consumer.

Source: Prepared by the authors, on the basis of Alejandro Flores Nava, “Diagnéstico de la acuicultura
de recursos limitados y de la acuicultura de la micro y pequefia empresa en América Latina”,
Acuicultura en América Latina series, No. 7, Santiago, Chile, Food and Agriculture Organization of
the United Nations (FAO), December 2012.

In Latin America and the Caribbean, aquaculture has grown
vigorously over the last two decades, with output rising from 191,000 tonnes
in 1990 to 1,920,000 tonnes in 2010. The Latin American share of total
world production grew from 1.5% to 3.2% in the same period, and the
number of Latin American and Caribbean producers more than tripled,
from 69,000 to 248,000. At the subregional level, Central American fishery
and aquaculture production volumes averaged 422,210 tonnes per year
from 2000 to 2010. Despite the sustained decline in fishing (-36%), this
segment still accounts 80% of total production, thanks particularly to
catches of anchovy and herring in Panama, and of tuna and scale fish
in Costa Rica and Panama. Central American aquaculture grew by 198%
during the last decade, producing an annual average of 81,565 tonnes
in 2010, of which 65% corresponds to cultivated shrimp, 34% to tilapia and
1% to trout, cobia and oysters (Beltran, 2013).
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Figure IV.1
Central America: aquaculture production, subregional and by country, 2000-2010
(Tonnes)
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Source: Claudia Beltran, Contribucion de la pesca y la acuicultura a la seguridad alimentaria y el ingreso familiar
en Centroamérica, Rome, Food and Agriculture Organization of the United Nations (FAO), 2013.

Shrimp is one of the fastest-growing commodities on national and
international markets given its commercial value and sustained demand,
despite periods of economic crisis or recession. Apart from Latin
America, shrimp cultivation is practised in Asia, which is the world’s
largest producing region, and also in Africa. With the exception of El
Salvador, shrimp farming in Central America is done on an industrial
scale, through commercial links with small-scale aquaculture operators
in a number of countries.

Table IV.2
Central America: aquaculture production, subregional and by country, 2000-2010
(Tonnes)

2000 2002 2004 2006 2008 2010 eriod Percentage

total share
Belize 3637 4354 11065 7235 2280 42862 65487 10.06
Costa Rica 1300 4102 5081 5730 5269 3216 46096 7.09
El Salvador 196 372 435 336 219 394 3570 0.55

Guatemala 1492 5400 3964 8436 17883 15944 95854 14.74
Honduras 12041 18149 27748 35811 17803 22273 258475 39.74
Nicaragua 5422 6102 7849 10860 14690 16587 112322 17.26
Panama 1292 4768 6 520 9317 7788 6105 68672 10.55
Total 25380 43247 62662 77725 65932 66839 650475 100

Source: Prepared by the authors, on the basis of C. Beltran, Contribucion de la pesca y la acuicultura
a la seguridad alimentaria y el ingreso familiar en Centroamérica, Rome, Food and Agriculture
Organization of the United Nations (FAO), 2013 and statistics provided by the respective countries.

@ Estimate.
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2. Trend and characteristics of shrimp farming
in El Salvador

Shrimp farming in El Salvador began in 1982 under an international
co-operation programme sponsored by United States Agency for
International Development (USAID) and implemented by the Salvadoran
Economic and Social Development Foundation (FUSADES). Up to 1998,
marine shrimp was the most widely cultivated species, and the activity
developed rapidly. The potential area was estimated at roughly 4,000 ha,
and seed was even exported to Honduras, Guatemala and Nicaragua.
Larvae from the natural environment were used for cultivation, but
hurricane Mitch devastated the activity and set back its process of
expansion.

In 2003, shrimp farming declined still further. Seed production was
abandoned, and just 10% of industrial producers were able to import seed
from Guatemala, while supply to medium-sized aquaculture operators
came to depend on the Directorate-General of Fishery and Aquaculture
Development of El Salvador (CENDEPESCA). The sector suffered the
consequences of the white spot syndrome virus,® exports came to a halt
and producers turned their attention to the domestic market. Small-scale
shrimp cultivation embarked upon a new expansion after this crisis,
coinciding with the total or partial replacement of salt production in the
land areas awarded to beneficiaries of the 1992 Peace Accords.

Shrimp are obtained in two ways: marine fishing and farming.
In both cases, the most important species is the white-leg shrimp
(Litopenaeus vannamei), although fishing also exploits two other white
shrimp species (Penaeus stylirostris and Penaeus occidentalis), the titi
shrimp or camaroncillo (Trachipenaeus similis pacificus and Xiphopenaeus
riveti, respectively), along with the brown shrimp (Penaeus californiensis)
and red shrimp (Penaeus brevirostris).

According to CENDEPESCA, from 2002 to 2012, marine and inshore
fishing accounted for 91% of total production, with aquaculture producing
the remaining 9%. Fishing decreased by 0.1% between 2002 and 2012,* while
aquaculture maintained its rapid growth trend (499% in the period), driven
more by tilapia production than by shrimp. Although aquaculture grew at
a vertiginous pace, small and medium-scale tilapia and shrimp farming is
significantly under- recorded, so the contribution made by these segments

®  This virus causes white spots to appear in the infected specimens. First detected in Taiwan

Province of China in 1992, it has wiped out between 80% and 100% of several crops in
Asia, Latin America and North America.

Tuna fishing, which accounts for 42.5% of total fishery production, remained relatively
stable, whereas small-scale sea fishing grew by 21%.
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to total production could in fact be greater. Official CENDEPESCA figures
show that tilapia farming grew by 902% in the years analysed, rising from
409 tonnes to 4,097 tonnes, whereas shrimp farming grew by 56%, from
372 tonnes to 581 tonnes. In the case of shrimp fishing, the catch of the
various species declined by 33.5% owing to overfishing and the fact that
no annual close season has been declared since 2007. The production of
white shrimp also expanded, albeit not attaining full capacity, because
technological improvements, technical assistance and good aquaculture
practices were not applied on a timely basis.

Recently the Government of El Salvador has provided technical
assistance, and this has boosted the sector’s growth since 2011. The
Family Farming and Rural Entrepreneurship Plan for El Salvador’s
Food and Nutritional Security (PAF)> considers aquaculture as one of
the 10 value chains with greatest territorial and family development
potential. Against this backdrop, the Aquaculture Chain Programme
was implemented through an agreement between the Ministry of
Agriculture (Ministerio de Agricultura y Ganaderia de El Salvador)
and the Inter-American Institute for Cooperation on Agriculture
(IICA), lasting until December 2012. Since then it has been under
the responsibility of CENDEPESCA which has drawn up plans to
institutionalize it by creating an entity to be called Unidad PAF-Cadena
Acuicola [PAF Unit — Aquaculture Chain], consisting of a coordinator
and 25 technicians specializing in the areas of aquaculture technology,
fish and seafood safety, marketing and business entrepreneurship.

Although the producers served by the programme have managed
to obtain 1,887 pounds of shrimp per hectare in each production cycle,
compared to the 1,127 they previously obtained, and their sales have
grown by 53% to reach a level of US$ 2.65 million, the activity requires
further strengthening under responsible-aquaculture principles. This
means satisfying expectations in terms of profitability and access
to formal markets, together with the chain’s capacity to supply high-
quality products to consumers (IICA, 2013).

According to the Aquaculture Programme, El Salvador has a
maximum potential area of shallow water of about 830 ha (see table IV.4).
The current production area varies between 700 ha and 800 ha depending
on the season, the physical conditions of the tanks, the availability of seeds
and financing (Lépez, 2012).

5

Stemming from the 2010-2014 Five-Year Development Plan, the PAF consists of four
strategic programmes: (i) the National Food and Nutritional Security Supply Programme
(PAN); (ii) the Family Farming for Productive Linkage Programme (PAFEP); (iii) the
Agricultural Innovation Programme; (iv) the Industry and Trade Linkage Programme.
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Table IV.3
El Salvador: fishery and aquaculture production, 2002-2012
(Tonnes)
2002 2004 2006 2008 2010 2012 ol Percentage

period share
Industrial fishing 16811 15305 17247 24394 15367 14564 188241 475
Shrimp 380 260 195 210 215 213 2877 0.7
Titi shrimp. 872 562 429 851 815 620 7385 19
(camaroncillo)
Incidental fauna 400 262 351 386 499 289 4170 1.1
Squat lobster 247 598 778 287 0 0 4564 1.2
(langostilla)
Tuna (trawlnet) 14800 13599 15443 22616 13791 13394 168672  42.5
Long-line fishing 112 24 51 44 47 48 573 01
Small-scale 12007 11132 12684 14102 14457 14545 146 855 37.0
marine fishing
Inshore fishing 2664 2205 2033 2267 2326 2340 25798 6.5
Aquaculture 781 2219 3078 4199 4488 4678 35718 9.0
Marine shrimp 372 435 336 219 394 581 4 359 1.1
Tilapia 409 1784 2742 3980 4094 4097 31359 7.9
Total 32263 30861 35042 44962 36638 36127 396612 100
Annual growth rate 41% 157% 7.3% -149% 0.8%

Source: Directorate General of Fishery and Aquaculture Development of El Salvador (CENDEPESCA), 2013.

Table IV.4
El Salvador: geographical distribution of shrimp farming operations

RN el Departmental share

Department Zone cul(t;ganctzi‘:;\ez;ea (percentages)

Usulutan Bahia de Jiquilisco, 493 59.3
Usulutan and Jucuaran 230 27.6

La Paz San Luis La Herradura, 16 1.9
Zacatecoluca 65 7.8

Sonsonate 20 2.4

La Unién 8 1.0

Total 832 100

Source: Prepared by the authors, on the basis of the Aquaculture Chain Programme and FUNDE.

El Salvador’s shrimp farmers consist mostly of former combatants
and retired military personnel. Under the Chapultepec Peace Accords
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of 1992,° they obtained land areas to produce salt, but this business ceased
to be attractive when the product started to be imported from Mexico.
Taking advantage of the fact that shrimp grew naturally in the saltpans,
around 1996 the European Union started to support the development of
extensive shrimp cultivation. The activity also attracted a small number of
independent producers.

The shrimp aquaculture activity is carried on in mangrove areas along
the coast. El Salvador has adopted measures to protect these ecosystems,
one of the effects of which has been to restrict the authorization of the
new permits to expand shrimp farming zones. In May 2012, the National
Ecosystems and Landscape Restoration Programme was launched with the
aim of restoring and conserving critical ecosystems such as mangroves,
forests and wetlands, and to prevent the sea causing damage to persons,
crops and infrastructure during extreme weather events (MARN, 2013). The
shrimp cultivation zones that have been prioritized are Bahia de Jiquilisco,”
Jaltepeque, Bahia de La Unién, El Tamarindo, Cuco-Esterén, Santa Clara,
San Diego-El Amatal, Barra Salada, Acajutla, Metalio, Barra de Santiago, El
Zapote and Garita Palmera at the mouth of the Paz river (see map IV.1).

Map IV.1
El Salvador: map of shrimp farming projects
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prioridad del Programme Nacional de Restauracién de Ecosistemas”, San Salvador, March 2013.

Note: Areas circled in blue: protected mangroves. Areas circled in red: mangroves under threat.

¢ Chapter V, paragraph 2 (b) discusses land areas that are state-owned but not currently forest
reserves. Under the 1992 Chapultepec Peace Accords, the various programmes implemented
by the Salvadoran government to transfer state-owned agricultural land give preference
to former combatants from both sides who voluntarily apply for land, who are of peasant
farming origin and are landless.

On 31 October 2005, this was declared a Ramsar site, under the Convention on Wetlands
of International Importance, Especially Waterfowl Habitat.
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3. Technical analysis of the production system

Shrimp farming activity uses one of three cultivation systems: extensive,
improved- extensive and semi-intensive. Their technical characteristics are
shown in table IV.5.

Table IV.5
El Salvador: technical characteristics of production systems

Cultivation systems

Extensive Improved-extensive Semi-intensive
;::F:;tg?n?sf al 3, 32% 45%
Tank filling Tidal Tidal Using pumps
Type of feed Natural Concentrate Concentrate
Origin of seed Environment Laboratory Laboratory

Current production
yield

400 pounds per hectare
and cycle

1 300 pounds per hectare
and cycle

From 1 800 to 2 200
pounds per hectare and
cycle

Technology applied

(i) No monitoring of
the physical and
chemical parameters
of the water.

(ii) No shrimp growth
samples.

(iii) No basic disease
analysis.

(i) Occasional monitoring
of the physical and
chemical parameters
of the water.

(ii) Occasional sampling
of shrimp growth.

(iii) Basic disease analysis.

(i) Periodic monitoring
of the physical and
chemical parameters
of the water.

(ii) Periodic sampling of
shrimp growth.

(iii) Basic disease
analysis.

Access to technical
assistance from the

Yes

Yes

Yes

Aquaculture Chain
Programme

Source: Prepared by the authors, on the basis of Fisheries and Aquaculture Sector Organization of the
Central American Isthmus (OSPESCA) and the Aquaculture Chain Programme.

Despite the progress achieved in cultivation practices, persistent
failings make it impossible to characterize Salvadoran shrimp farming as
an activity that abides by the principles of responsible aquaculture. For
example, good aquaculture practices recommend sanitary emptying and
maintenance or restoration works on the tanks between harvests. These
tasks could last up to two months and would only allow for two to three
cycles per year, lasting an average of 90 days.

Good practices have not yet taken hold in El Salvador. Aquaculture
operators complete three to four annual cycles without performing the
necessary sanitary procedures, because their priority is to harvest in
the periods of highest seasonal sales, particularly in March and April
(coinciding with lent and holy week). This practice needs to be planned
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and coordinated with a larger number of cooperatives, with a view to
obtaining graduated production that maintains supply at attractive prices
throughout the year. This would also help to make biosafety measures
more effective and improve the programming of seeding processes,
particularly during the summer, where lack of rainfall increases the
salinity of the water and slows down growth.

Good practices are also not applied in post-harvest management,
particularly in terms of maintaining the cold chain. Intermediaries
normally use isothermal boxes containing ice in blocks to transport
and preserve the shrimp until it is sold; but as time passes this becomes
ice-cold water. This procedure does not guarantee a uniform distribution
of temperature, the refrigeration process is slow and allows microbes to
reproduce when ice crystals form and break the fibres of the product,
generating a rubbery texture, which is wrinkled and unpleasant to the
taste. The best practice is to use flake ice because this does not melt quickly,
can be uniformly distributed, does not produce a mixture of water with
the shrimps” own fluids, and improves refrigeration.

Diagram IV.1
El Salvador: weaknesses of the shrimp aquaculture chain

High Late access
vulnerability to to technical
pathologies assistance
Errors and and invasive and technology
inefficiency in species transfer
production
systems

Modest harvests
without constant Low investment
periodicity capacity

Scant
development
of management
Low and commercial
profitability skills

High control
of farm gate
intermediaries®

Source: Prepared by the authors, on the basis of J. Lépez, Caracterizacion de la cadena productiva de
acuicultura (camaron de mar), Ministry of Agriculture and Livestock of El Salvador/Inter-American
Institute for Cooperation on Agriculture (IICA), San Salvador, 2007.
a Farm gate intermediaries (intermediarios en borda) are traders who purchase the cultivated shrimp
directly from the producer.
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C. Identification of the chain’s participants
and products

The value-chain concept refers to the set of stakeholders who participate
in processes of machinery, equipment and input supply; production,
transport, distribution, marketing and consumption. The aim is to
understand how the stakeholders add value in the production process,
considering all of the relations that are generated in each phase and
between them, together with the institutional support services that affect
their functioning and competitiveness.

In Diagram IV.2 the continuous lines represent the direct relations
between the links of the chain, whereas the dotted lines connect indirect
stakeholders. The central link is identified first, namely the shrimp farmers;
and then orward and backward linkages are recognised from that point.
The main backward linkage consists of equipment and input suppliers,
while the main forward linkage consists of the farmgate intermediaries,
from which it is possible to link to a series of traders, wholesalers or
retailers, ending with the final consumer.

Diagram IV.2
El Salvador: the shrimp aquaculture value chain

Equipment and input Shrimp
suppliers farmers

Farm gate
intermediaries?®

Retailers and
street vendors

!

Supermarkets,
restaurants, hotels Final consumer
and institutions

T

Source: Prepared by the authors.
a Farm gate intermediaries (intermediarios en borda) are traders who purchase the cultivated shrimp

directly from the producer.
1. Equipment and input suppliers

As aquaculture production in El Salvador is relatively small-scale,
equipment and input suppliers cannot plan their sales over the medium
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term. This has discouraged businesses involving the direct representatives
of the leading manufacturing or marketing firms from setting up in the
country. The equipment most widely used in the shrimp farming activity
includes the following:

(i) Motor-driven pumps and aerators in the tanks for filling, replacing
and oxygenating the water.

(ii) pH-meter, oximeter and salinometer to measure the physical and
chemical parameters of the water.

(iii) Feeders, fishing nets and boats to feed and harvest the farmed shrimp.

Some small domestic firms import equipment and inputs from the
United States when buyers place an order, or from Asian countries when
larger volumes are involved. Payment is usually made in cash in the case
of small transactions, or in two instalments for larger volumes (40% with
the order and 60% on delivery). Imports have to be specially ordered
owing to the cost of maintaining inventories of machinery and equipment
with a slow sales turnover, and because rapid technological evolution
raises the risk of accumulating obsolete equipment. These imports tend
to face lower barriers than chemical products and feed (particularly the
brine shrimp (artemia salina) used in seed production), the entry of which
requires approval from the Ministry of Agriculture.

National and international cooperation partners make the largest
equipment purchases; and suppliers usually grant these entities credit on
the basis of their institutional backing; in contrast aquaculture operators
who lack collateral or sufficient borrowing capacity do not receive the same
treatment. Some suppliers provide technical assistance for equipment
operation and maintenance, to prevent damage from occurring that could
result in guarantee claims or replacement. The interviews held for this
study revealed an additional problem for national distributors, namely the
entry of contraband equipment and materials from Honduras, which is
often produced informally and thus represents unfair competition.

The most important inputs are seeds (post-larval shrimp),
concentrated feed (pienso), microalgae, brine shrimp (artemia salina),
chemicals (tetracycline and neguvon, among others), chemical and other
fertilizers (superphosphate 12-24-12 and urea, among others), along with
lime, sand, filters, wood, and fuel and lubricants for the motor pumps
and vehicles. These inputs are generally paid for in cash, and there are
direct representatives of the manufacturers in the country. While most
come from the United States, Guatemala, Honduras and Nicaragua, the
microalgae are obtained from Taiwan Province of China.
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The feed concentrate and seed operation is described in detail in the
following paragraphs, in view of its major effect on the shrimp aquaculture
cost structure and production process.

Feed concentrate: The Salvadoran market represents 5% of the
sales of direct distributors in Central America and, according
to the suppliers, generates a profit margin of about 8%. Feed
concentrate represents 50-60% of production costs for the shrimp
farmers. The useful life of the feed containing 35% protein is
three months, while feed with 25% protein lasts eight months,
depending on storage practices.

In El Salvador there is one distribution firm that represents
two producers and provides technical assistance to buyers.
The Aquaculture Chain Programme has enabled producers to
improve the use and conservation of the feed, but problems
persist in terms of inefficiency and under-registration of the
doses administered, which cause unnecessary consumption
and raise production costs. To achieve economies of scale in
transport costs, some cooperatives purchase feed jointly. Its price
is raised about three times a year, by about around 0.5% each
time, depending on importation charges and the international
prices of maize and soybean.

Seed: Seed is produced in four laboratories: Los Cébanos, which
belongs to CENDEPESCA and receives technical and financial
assistance from the International Development Cooperation Fund
of Taiwan Province of China (ICDF), and three private laboratories.
Seed production is based on the Nauplius,® currently imported from
the certified MAYASAL laboratory in Guatemala. The authorized
private laboratories that carry out the maturation process’
sometimes use imported Nauplius or else they produce them in El
Salvador with their own breeding stock; but the country does not
have capacity to produce its own disease-free genetic lines.

CENDEPESCA’s Los Cobanos laboratory operates with
adequate quality standards; its installed capacity is 12-15 million
post larvae per cycle of 22-25 days (it is currently using 37% of its
capacity); and it charges lower prices than private laboratories

8 Nauplius is the name given to the first larval stage of the shrimp and is obtained from the
egg produced in the laboratory. The nauplio turns into zoeas, and these in turn into mysis,
before becoming post larvae.

°  Not all producers have the infrastructure needed to carry out the maturation process, so
they buy the Nauplius (imported from Guatemala or Honduras) and produce post larvae
from them.
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because it does not charge value-added tax (VAT);" it does
not provide technical assistance, however. It is located in an
isolated zone and does not deliver to the farms, so the survival
of the seed depends on the transport conditions provided by the
buyers, although an extra 10% is usually added to the volume
purchased to compensate for mortality.

One of the private laboratories has attained disease-free
certification and undertakes the maturation process; it is
located in the cultivation zone, is easily accessible, provides
technical assistance and delivers seeds to the farms, thus
reducing mortality caused by bad transport conditions. Another
laboratory offers credit, but the opinions obtained suggest its
quality standards are lower than those of its competitors. The
third laboratory is not yet certified. The frequency of renewal of
the broodstock (padrotes) and updating of technical staff could
be improved.

Seed producers face the same difficulties as feed suppliers:
problems in planning production volumes and harvest dates.
They have to work with short-term orders since the nauplius-to-
post larva growth cycle lasts no longer than 12 days.

2.  Shrimp farmers

This link comprises the cooperatives and small-scale producers
established in the coastal zone of Usulutdn, La Paz, Sonsonate and
La Unién. The 800 ha of shallow water available for shrimp farming
are exploited by about 44 cooperatives involving roughly 1,500 people,
according to the Aquaculture Chain Programme. There is an average of
two employees for every 5 ha, working 24-hour shifts, with responsibility
for surveillance and feeding in the tanks.

Not all cooperatives have concession rights to engage in shrimp
farming. A start has been made on streamlining this procedure, thanks
to the work of the Ministry of Agriculture and the Ministry of the
Environment and Natural Resources, both of El Salvador, which began
in 2011. The concessions procedure is one of the main obstacles, since
holding an environmental permit is an essential pre-requisite for
obtaining the cultivation permit. The difficulty arose because the
regulations to the General Law on the Organization and Promotion of
Fishery Activities (2007) made authorization for aquaculture dependent
obtaining an environmental permit issued by the competent authority.

10 The Los Cobanos sale price is US$ 4,000 per million post larvae, whereas private
laboratories sell at US$ 4,500 per million. The difference in price is accounted for by VAT.
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The Ministry of the Environment and Natural Resources has
proposed a management plan with standard terms of reference, which the
producers implement with assistance from contracted consultants, paying
a flat fee of US$ 300 for the service. The format must include information
on the project and the environmental strategy plan to repair the impact
caused to the ecosystem.

Once the plan has been approved, the Ministry of the Environment
and Natural Resources issues the environmental permit, which includes
mitigation obligations. Subsequently, producers submit the application
for concession rights, which costs between US$ 400 and US$ 1,600,
depending on the number of hectares and the project’s production system.
The concession right costs US$ 5 per year per hectare and is granted
by this Ministry. Having obtained the concession permit, the holders
must put their tax situation in order with the Ministry of Finance. Once
these requirements have been satisfied, the shrimp farmer may apply to
CENDEPESCA for authorization for reproduction and/or cultivation,
pursuant to the regulations of the General Law on the Organization and
Promotion of Fishery and Aquaculture Activities.

Expanding the activity depends on several factors: legalization
of the cultivation operations; the application of biosafety programmes;
maintenance and repair of cultivation infrastructure; technical upgrading
of production systems; improvement of the seed and an increase in the
number of shrimp stocked per square metre; development of the processing
and transportation links; association and articulation among producers; the
organization of marketing and improvement of the support infrastructure
(paving of roads between farms and highways; and the extension of public
utilities networks, including energy, piped water supply, and sewerage).

In 2012, the Shrimp Farmers Association of El Salvador was set up,
encompassing cooperatives from the region of Jiquilisco, which accounts
81% of the country’s shrimp aquaculture production, and includes socially
vulnerable women and young people for whom this activity provides a
source of employment.

3. Processors

Although fish and seafood processing plants exist in El Salvador, this link
does not form part of the shrimp aquaculture chain, since the processing
plants generally do not process shrimp farmed in the country. The product
is sold to farm gate intermediaries, generally whole and fresh, without
processing or any value-added

The shrimp extracted from the tank is handled carefully to conserve
its cold chain. Many intermediaries are unaware of good handling
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practices and have their own ideas about quality which diverge from
international standards. Some intermediaries cook part of the production
because parboiled shrimp is used to prepare ceviches and rice dishes, and
is highly appreciated by low-income families.

Although the product preferred on the market is whole shrimp, in
this industry value-added relates to any process other than decapitation.
Other highly valued presentations include the following;:

e Individually quick frozen shell-on (IQF)"

e Peeled

e Peeled tail-on

e Peeled and de-veined (“P&D”)

¢ Peeled and de-veined tail-on

® Peeled and de-veined, individually quick frozen shell-on

¢ Peeled and de-veined tail-on, individually quick frozen shell-on
(“IQF P&D tail-on”)

¢ Boiled and peeled
¢ Boiled, peeled and de-veined, individually quick frozen shell-on
* Boiled, peeled and de-veined tail-on

¢ Butterfly (peeled and de-veined tail-on, and a small cut to
slightly flatten the shrimp)

* Round (peeled and de-veined tail-on)
*  Western cut (deep butterfly cut that flattens the shrimp).

According to CENDEPESCA, there are eight fish and seafood
processing plants operating in El Salvador. The interviews held for this
chapter revealed that some plants process shrimp to bypass the domestic
market and export to the United States; but this uses shrimp cultivated
in Honduras (between 90% and 95%), and the remaining 5% to 10% is
sourced from fished shrimp in El Salvador.

Processors that work with Honduran 14 g shrimp purchase at prices
ranging from US$ 1.35 to US$ 1.50 per pound, with a processing and
packaging cost of US$ 0.60 per pound. The final price will depend on the
target market. To export pre-cooked shrimp to United States, the price is
set at US$ 4 per pound, but it is more profitable to sell the product whole

' Most professional chefs agree that the individually quick-frozen shell-on (IQF) presentation

has the best quality, because it seals in the shrimp’s flavour, colour and nutritional properties
and reduces the risk of damage caused by drastic temperature changes.
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and fresh to wholesalers at the “La Tiendona” market for US$ 3 per pound,
thereby saving transport costs and avoiding export procedures.

The low price of Honduran shrimp reflects the lower cost of inputs
in that country and a number of production subsidies (Beltran, 2011).
Honduran shrimp sold in El Salvador consists of the fraction of output that
does not meet the requirements for exporting to the United States or Europe.
Cases have been detected of shrimp with Infectious Hypodermal and
Hematopoietic Necrosis Virus (IHHNV), a disease subject to mandatory
reporting and the cause of dwarfism.

In the roundtables held it was claimed that in 2008, an estimated
2,273 tonnes of shrimp was entering El Salvador as contraband every
year. As the apparent demand in this country between 2008 and 2012
was 3,220 tonnes per year, contraband shrimp could account for 41% of all
shrimp sold in the country.

4. Farmgate intermediaries

The farm gate traders, known as “intermediarios en borda”, buy directly from
the producer and are one of the key players in the aquaculture shrimp
chain, They have access to markets; they set the prices and define modes of
payment for the producers, often without modifying the product in any way;
and they set the base price that will be used by other chain participants.

As the transport link has also not developed independently it was
not included in diagram IV.2. There are no firms offering the service
with refrigerated trucks (thermoking), or properly managed isothermal
boxes that are capable of keeping temperature constant. Apart from the
industrial fishery and aquaculture firms that use refrigerated trucks, the
intermediaries usually transport the product in pickup trucks, generally
without cooling equipment, sometimes without the right amount and type
of ice, and even without isothermal boxes.

Although there are standards regulating the transportation of
fish and seafood products, control and surveillance measures need to
be strengthened to verify compliance. Article 79 of the regulations to
the General Law on the Organization and Promotion of Fishery and
Aquaculture Activities requires wholesale traders and exporters to
carry the transport document issued by CENDEPESCA, along with
documents identifying the product’s origin. Imported shrimp products
must also be accompanied by the zoosanitary policy and certificate
issued by the country of origin. These regulations are applied to
legalized traders; but handling, transportation and conservation
infringements are mostly committed by the intermediaries and formal
and informal retailers.
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Part of the contraband entering the country from Honduras originates
from theft in the producing farms. To avoid this, in mid-2009 the National
Association of Aquaculture Honduras (ANDAH) reached an agreement
with the National Agricultural Health Service (SENASA) to co-finance the
hiring of inspectors to verify the origin of the products, through a safe
conduct certificate or transport document, which the inspectors request
from the shrimp transporters (Beltran, 2011). It would be worth considering
the possibility of negotiating an agreement or producing a joint document to
strengthen cooperation on the prevention of contraband.

5. Wholesalers

The traders who buy shrimp from the farm gate intermediaries are
wholesalers. Most of them operate in the “La Tiendona” municipal
market, the main supply centre for the capital San Salvador, from which
food products are distributed to the rest of the country. The shrimp sold
in “La Tiendona” is also sold directly to the final consumer, and enters
the informal retail circuits that supply other businesses and travelling
vendors. It is also purchased by formal traders such as supermarkets,
fishmongers, restaurants, hotels and others.

6. Retailers

Retailers are traders who sell fresh and precooked shrimp in other cities.
They raise the price of the product but do not necessarily add value. It is
hard to estimate how many intermediaries or retailers participate in the
marketing chain; in some cases there are two (farm gate intermediary and
retailer); in other cases three (farm gate intermediary, the “La Tiendona”
wholesaler, and retailer). After this, the number of retailers may increase
by two or three more.

The formal intermediation chain is shorter and safer, because the
participating traders generally observe good conservation and handling
practices. In contrast, throughout the informal marketing chain there is
a higher risk of deterioration as a result of incorrect handling practices in
the cold chain.

7. Consumers

Household purchase decisions depend, among other factors, on the extent
to which price prevails over quality or vice versa, and ease of access to
sales points.

Consumers have their own ideas about quality. Some believe
that vendors cover fish and seafood products with ice to conceal its
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deterioration. This would partly explain why certain vendors ignore
quality standards. These beliefs and the purchasers’ lack of stringent
requirements, encourage negligence among many traders.

The market study on the farmed white-leg shrimp (Estudio de mercado
de camarén blanco de cultivo), conducted by the National Microenterprise
and Small Business Commission of El Salvador (CONAMYPE, 2012),
describes the factors governing choice of vendor:

¢ Freshness and good colour, aroma and cleanliness of the product.
To verify freshness, some purchasers require a refrigeration
temperature below 5°C, although the ideal is to conserve it at 4°C.

¢ Favourable prices and credit payments of up to 15 days, with
the option of returning unsold or damage products.

e Uniform cut of units, exact weight without mixing good-quality
and deteriorated products.

e  Constant supply and fulfilment of orders.
*  Good personal presentation of vendors.

*  Only 47% of the buyer firms require documentation from the
seller (invoices and tax voucher) and very few demand the
health record and business permit.

As the vendors do not satisfy quality requirements, 76% of those
interviewed by CONAMYPE would be willing to change their supplier.
This means that if the domestic consumer is not very demanding,
suppliers making the best offer could improve their market position. Of
buyers willing to change their supplier, 91% would prefer to be supplied
at their business premises, and just 9% would choose to deal directly with
the producers to verify quality, choose the shrimp by sizes, and obtain
better prices.

8. Support institutions
The main institutions are:

¢ The Ministry of Agriculture of El Salvador, which issues and
governs fishery and aquaculture policy and ensures that sector
policies respond to the aims of the national development Plans.

e The Directorate General of Fishery and Aquaculture Activity
Development of El Salvador (CENDEPESCA), which is
responsible for implementing the sector policy of the Ministry
of Agriculture.

¢ The Livestock Directorate of the Ministry of Agriculture, whichis
responsible for implementing aquaculture health programmes.
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¢  The Ministry of the Environment and Natural Resources of El
Salvador, which assists producers, issues environmental permits
and execute actions to improve aquaculture ecosystems.

e The Ministry of Health of El Salvador and the country’s
mayoralties, which are responsible for the inspection, control
and oversight of the safety of the products sold in the country’s
commercial establishments, and for preventing and controlling
food-transmitted diseases.

e The National Microenterprise and Small Business
Commission of El Salvador (CONAMYPE), which promotes
SME entrepreneurship and supports the formalization of their
activities.

e El Salvador Development Bank (BANDESAL), El Salvador
Agricultural Development Bank (BFA) and other financial
institutions seek credit alternatives for microenterprise and
small-business aquaculture producers.

Given the territorial specifics of the chain, it is essential to move
towards greater decentralization of support institutions, as CONAMYPE
has already done.

D. Analysis of costs, margins and competitiveness

There is no accurate information on costs and profit margins in the shrimp
aquaculture chain. Some representatives of the cooperatives recognize
their lack of financial and marketing know-how to set prices without
depending on the intermediaries, with whom they make verbal contracts.
Some intermediaries do not fulfil the obligation to pay amounts owed to
producers against delivery or within a maximum of five days; and some
even take the product without returning to pay for it.

Co-operative members were asked about their cost structure
and income in the production phase. The information obtained was
complemented with data from the equipment suppliers and technical
information from experts in the field. The coordinator of the Aquaculture
Chain Programme provided data on costs in the three production
modalities. A comparison of this information with that obtained from
the producers showed that the figures are relatively similar. A financial
analysis is now made of a semi-intensive cultivation operation, which is
representative of 45% of projects currently running in farms."”

12 To compare this with the extensive and improved-extensive systems, see Oddone and Beltran
(2013) [online] http:/ /www.eclac.cl/publicaciones /xml9/52059 / Diagnosticodelacadena.pdif.
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Table IV.6

Financial analysis of a semi-intensive shrimp farming project, 2013

(United States dollars at current prices)

ECLAC

Semi-intensive cultivation of 4 ha. Production of 1 980 pounds per hectare. Harvesting of shrimp

of 12 grams weight. Survival rate of 75% and seeding density of 10 post larvae per m?

. —— Total Useful life
Stage Item Quantity  Unit price investment (vears)
Construction of tanks (value per 4 13500 54 000 10
hectare)
g Sluice gates (2 per tank: 1 entry, 1 exit) 2 3000 6 000 5
'S_ Pumping station 1 10 000 10 000 5
3 . .
s o Moto_r—drlven 20—|nch pump (household 1 25 000 25 000 5
=5 type installed in El Salvador)
¢ 5 | Oximeter 1 1600 1600 2
§ ‘g pH-meter 1 360 360 2
£ € | Salinometer 1 250 250 2
= B | Vehicle (pick-up truck) 1 22 000 22 000 5
c
g Boat (without motor for the tanks) 1 1200 1200 5
‘g’ Fishing nets (atarrayas) 6 75 450 1
E Storehouse (with three compartments) 1 6 500 6 500 20
Value of_lnvestments in infrastructure 127 360
and equipment
Quantity - Cost per
Lo per hectare Al 4 ha

Costs of the cultivation phase

Duration of the cultivation cycle

90 days for harvesting 12 g shrimp

4.75 per

Seed (postlarvae from laboratory) 100 000 thousand 1900
o -
Feed concentrate (35% proteins) 7 quintales® 46 1288
for 30 days
0, H .
Feed concentrate (25% proteins): 60 16_ 39 2496
days and feeders quintales?
cher inputs: fertilizers, lime, nets, Total value 146 584
filters, among others for1 ha
1 foreman,
Remuneration of permanent 1security  $10 per
) 2700
employees guard, 1 day’s work
vendor
Remuneration of harvest workers 0.24 per 475
pound

Transport of final products

Intermediary’s responsibility because the sale

is made at the farm gate

Administration and sales expenses

Calculation not performed

Current costs in the cultivation stage 9443.20
Cost per Gostiper Flnal_
type of processing
pound
- product cost
£ Processing cost per pound of 6 336
& : 0.00 0
o whole shrimp pounds
o
o)
2 Process cost pe_zr pound of 1584 0.60 950
pre-cooked shrimp pounds
. . 7920
Current costs in the processing stage 950

pounds
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Table 1V.6 (concluded)
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Whole
and fresh  Unit price Total Profit
) shrimp for  per pound value margin
2 sale
E Price of initial sale (shrimp farmer) 6336 1.80 11 405 51.0%
g P pounds : e
Qo= -
s F“nce of sgale to wholesaler 6 336 3.50 22176 94.4%
N | (intermediary) pounds
® 0
S a8 : o w - W
o 2 Price of sale in “La Tiendona 6 336 5.00 31680 42.9%
GE> (wholesaler) pounds
IS . . 6 336 o
8 Price of sale in supermarkets pounds 6.50 41184 30.0%
Price of sale in restaurants and hotels 6336 10.00 63 360 100.0%
pounds
Profit
- Precooked T margin
°a shrimp for Uenr't zﬂﬁz \;r;f; relative to
2 g sale perp production
_§ & cost
%’ E Price of initial sale (shrimp farmer) 1584 1.80 2 851 51.0%
o] pounds ) )
E § Price of sale to wholesaler 1584 4.00 6336 122.99%
8 S | (intermediary) pounds ) il
Price of sale in “La Tiendona 1584 6.50 10 296 62.5%
(wholesaler) pounds

Source: Prepared by the authors, on the basis of information from the Aquaculture Chain Programme.
@ |n El Salvador 1 quintal is equivalent to 46 kg.

A comparative analysis of the three systems produces the following
results:

The highest profit margin is obtained in the marketing phase.
Considering that the intermediation chain involves three to
six people and that each one marks up the price by at least
US$0.25 per pound, it can be concluded that with an average price
of US$ 1.80 per pound in the initial sale, producers turn a profit
of 30% to 50% (except in the case of extensive cultivation, which
has lower costs but also smaller output and less sustainability),
whereas the profits of commercial operators vary from 94% in
“La Tiendona” to 456% in hotels and restaurants.

Under current conditions, the production costs of semi-intensive
farms are 35% higher than those of improved-extensive cultivations,
but this increase is partially compensated for by a profit margin
that is 18% higher, since the production volume is also 53% larger.

The higher profit margin in extensive aquaculture operations is
explained by the fact that no significant investments are made
in biosafety, infrastructure, machinery, equipment and inputs,
so they are more vulnerable to diseases, and their sustainability
through time is fragile.
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E. Analysis of markets and standards

1. Estimation of national shrimp consumption

The most recent calculation made of the per capita consumption of
fishery and aquaculture products in Central America was performed
by FAO (2012). From 2000 to 2010, the regional average was 9.1 kg per
person per year, with Panama and Costa Rica reporting with the highest
indices (23.3 and 12.6 kg per person per year, respectively), followed by
El Salvador, Guatemala, Honduras and Nicaragua. Consumption in El
Salvador was 6.6 kg per person per year, with a higher level of 11.83 kg
recorded in 2009, owing to variations in production, imports and exports
rather than changes in consumption habits.”

The trend of imports seems to be the component that best reflects
the tastes and needs of domestic demand. El Salvador’s largest imports
come from Costa Rica, the United States, Honduras, Guatemala and
Nicaragua (between 2000 and 2010, total imports grew by 198%, with
fresh and chilled products (+747%) more dynamic than value-added
products (9%).

As it is impossible to separately calculate the consumption of
farmed shrimp because it reaches the consumer together with the
fished variety, national consumption from both production systems
is estimated. Using production statistics published by CENDEPESCA
and foreign trade statistics published by the Central Reserve Bank of El
Salvador (BCR), an indicator of consumption per person for the period
2002-2012 is shown in table IV.7.

Table IV.7 shows that shrimp represents just 6.4% of overall
consumption of fish and seafood products in El Salvador. The indicator
encompasses a wide variety of products that compete with shrimp,
which could elicit higher demand depending on their price or abundance
or the season of the year. The rising trend in shrimp consumption in
this country came to a halt in 2009, as shown in figure IV.2, which was
prepared from table IV.7. Consumption grew by 744% from 2002 to 2009;
but in the next three years it apparently dropped by -45%. Nonetheless, it
is possible that real consumption has not fallen off as sharply as suggested
by the official statistics, because changes in consumer preferences have
not been noticed.

13 The calculation of the consumption of fishery and aquaculture products only includes fish
and shellfish. It excludes industrial products such as fish flour and oil, live animals, skins,
husks and shells of fish, crustaceans and molluscs used for industrial, pharmaceutical or
cosmetic purposes.
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Table IV.7
El Salvador: estimation of per capita shrimp consumption, 2002-2012
(Kilogrammes per person per year)

) Apparent Potential Per capita
Domestic  Imports Exports . .
; consumption consumer consumption
Year production 2) 3) .
) (kg) (kg) (kg) (1)+(2)-(3) population (kg per person
(kg) (5-80 years old) per year)
2002 1624000 298603 1275080 647 523 5199 154 0.12
2004 1257000 671190 672771 1255419 5293 843 0.24
2006 960000 1630072 189048 2401024 5369 674 0.45
2008 1280000 990 471 72747 2197724 5426 306 0.41
2010 1424000 3013870 401822 4036048 5481808 0.74
2012 1414000 863865 57269 2220596 5481808 0.41
Period 0.42
average

Source: Directorate General of Fishery and Aquaculture Development of El Salvador (CENDEPESCA) of

Thousands of kg

El Salvador for data on production; Central Reserve Bank of El Salvador (BCR) for exports and
imports; General Directorate of Statistics and Census (DIGESTYC) of El Salvador for population
census; Food and Agriculture Organization of the United Nations (FAO) and C. Beltran, Plan
estratégico para el desarrollo de la acuicultura comercial en la Republica de El Salvador, San
Salvador, FUNDES, 2012.

Figure 1V.2
El Salvador: trend of apparent shrimp consumption, 2002-2012
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Source: Prepared by the authors.

The figures show that during the period under analysis, imported

shrimp supplied 56.3% of apparent demand, thereby indicating that
national production is insufficient to satisfy domestic needs.
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The 2012 CONAMYPE study showed 79% of demand concentrated
in the central zone of the country, where the main urban centres are
located, followed by the eastern zone (19%) and the western zone (2%).

2. Consumption habits

According to the report on fish and seafood consumption habits and
preferences, produced by the project to improve domestic markets for
fishery and aquaculture products in El Salvador (FAO/CENDEPESCA),
the most popular products are marine fish, particularly snapper (pargo),
sea bass (corvina) and bream (dorado), and freshwater fish such as farmed
tilapia, catfish (bagre) and rainbow bass (guapote). In the seafood category,
the preferences are for shrimp and (fished) camaroncillo, followed by
concha clam, jaiba and cangrejo crab, and squid, which are eaten on special
occasions or at the weekend. In recent years, demand has emerged for
squid cooked in breadcrumbs, which is served in restaurants and fast
food chains. Nonetheless, red meat and chicken remain the main source
of animal protein for Salvadoran people, heavily influenced by their prices
(Alfaro, 2011).

3. Commercialization

The weakness of most shrimp farmers’ marketing and managerial
capacities helps to strengthen the position of brokers and commercial
agents. The average time elapsing between the shrimp being harvested
and reaching the final consumer is two to three days, involving an
intermediation chain of three to five people. The exposure and handling of
the product puts its freshness and safety at risk.

Consumers are considered demanding buyers, although their
purchases are heavily influenced by price. This enables some vendors to
offer substandard products mixed with others of high quality. In contrast,
formal commercial outlets (supermarkets, restaurants, hotels, banquet
halls and others) target consumers of medium and high purchasing power.

The present diagnostic study received collaboration from two
commercial outlets: a farm gate intermediary and a wholesaler from “La
Tiendona”. Their opinions on the marketing of farmed shrimp, which
could be generalizable, are described in the following paragraphs.

The farm gate intermediary has had no training in sales, customer
service, or the processing or quality control of fish and seafood products;
nor has she attended training or technical assistance programmes. She
started to do business with shrimp farmers in 2007, and receives the
product on credit without making a downpayment, through agreements
based on trust and timely fulfilment of payments.
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She visits the producers (preferably semi-intensive farmers because
they have a larger volume) and has a stall at “La Tiendona”, where she sells
shrimp both wholesale and retail. She avoids doing business with restaurants
and supermarkets, because they take up to 30 days to pay, are more
demanding in relation to quality, and deduct the value of damaged products.

During the shrimp harvests, she visits the farms two or three times a
week. On each journey she purchases 23 guintales (equivalent to 1.04 tonnes).
This means she handles 2 to 3 tonnes of whole and fresh shrimp per week,
which she sells under two modalities: 70% in “La Tiendona” and 30% door-
to-door in the neighbourhoods of San Salvador and surrounding areas.

In the case of whole and fresh shrimp, the pattern of costs and
incomes during the intermediation process has been as follows: the
initial price ranges from US$ 1.16 to US$ 2 per pound, depending on
whether it is winter or summer, which represents US$ 4,140 in income
for the cooperative for 2,300 pounds of shrimp. The intermediary’s
cost per journey to the farm total US$ 130, distributed as follows:
US$ 30 per day’s work to three workers, US$ 30 in fuel and US$ 70 for
ice. The door-to-door vendors (generally medium- and low-income
housewives) purchase the shrimp from the intermediary at
US$ 2.10 per pound, thereby earning US$ 1470 per 700 pounds, marketed
through this channel. The door-to-door vendors sell the shrimp at
US$ 250 per pound to households and small shops. Their income for
140 pounds of shrimp amounts to US$ 350, excluding the cost of
transport, ice, and refrigerators. The intermediary sells the remaining
1,600 pounds at US$ 2.50 per pound in La Tiendona, and obtains income
of US$ 4000, before deducting the respective costs. The first intermediary
can earn up to US$ 5970 from the direct and door-to-door sale
of 2,300 pounds of whole fresh shrimp per day, with the following costs:
US$ 4,140 to purchase the product, plus US$ 130 in transport and the
payment of the day labourers. His profit margin is 39.8%, equivalent to
US$ 1,700 per journey.

The only product with some degree of processing is precooked
(parboiled) shrimp. The shrimp is not cooked in a processing plant, but
in the intermediary’s own home, using her own equipment. The sale
price is US$ 3.50 per pound, and the profit margin is 94% on the farm gate
purchase price.

The intermediary owns a pickup truck without refrigeration
facilities, so she has to use portable refrigerators with blocks of ice. In
her opinion, the product maintains its quality and she says he has not
suffered losses as a result of deterioration or decomposition. She claims
it is unprofitable to sell peeled shrimp because the price only rises by
US$ 0.10 per pound; and, in any event, buyers prefer shrimp with the shell on.
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Wholesaler in “La Tiendona” most of the shrimp sold in this market
comes from Honduras and is bought by local intermediaries.* The most
important customers are retailers who operate nationwide. The main
buyers of raw shrimp are restaurants, while community canteens and
housewives buy precooked shrimp.

The wholesaler buys whole shrimp, raw at US$ 3.25 per pound,
and precooked at US$ 525 per pound; and when selling them he
marks the price up by at least US$ 0.25. Fished shrimp fetches a price
US$ 0.50 to US$ 0.75 higher than farmed shrimp, because its sea taste is more
concentrated, the shell is harder, and it is better appreciated by specialized
buyers; household buyers do not notice the difference, however.

The interviewee admitted that many wholesalers and their
employees operate the cold chain badly, and they are not concerned about
maintaining quality but selling their whole stock as quickly as possible.
Health inspectors make weekly visits and normally make confiscations.

Shrimp is a product with a high price-elasticity, and any upward or
downward price movement has an immediate effect on its consumption.
As the intermediation chain is long and quality is suboptimal, it is
impossible to offer products of lower price and better quality under
current conditions.

4. Quality and safety

Shrimp exporters have to meet strict quality and safety standards imposed
by the United States, Europe or Mexico; but domestic suppliers often sell
substandard products, particularly in popular markets and in door-to-
door sales. Health inspections are carried out at formal sales points, but
the inspectors do not have information on the traceability of the product
and do not know how it was handled throughout the chain.

The Ministry of Health of El Salvador publishes the manuals
Procedures and instruments for the protection and hygiene of food products
(MINSAL, 2004) and Handling of food products, a didactic guide for technical
personnel (MINSAL, 2012), which includes a section on how to recognize
shrimp quality. Both are obligatory bibliographic references for the
inspectors. There are weaknesses in the Ministry of Health and in the
Mayoralty of San Salvador for applying standards of food quality, health
and safety. Nonetheless, minimal progress has been made in terms of
consumer education on quality in fish and seafood products.

“La Tiendona”, which is a nerve centre in the sale of fish and seafood
products, suffers from serious problems of salubrity, overcrowded stalls,

4 Afraction of the product could be contraband.
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bad handling of products, and inadequate management of the cold chain.
The research revealed the need to strengthen coordination between the
Ministries of Health and of Agriculture, the Mayoralty of San Salvador
and the Consumer Ombudsperson; clarify the jurisdiction of each
mechanism in the control, surveillance and application of good handling
and management practices in the cold chain, and in training inspectors;
and campaigns for the prevention and control of food-borne diseases.

Several San Salvador vendors violate quality and safety standards
because they are notified in advance of the days and times of inspection,
so they arrange their display stall to pass the controls. After the inspectors
have left, they put the substandard product back or mix it with good-
quality products. If the inspector identifies deteriorated products, he
orders the vendor to withdraw them, warning that a recurrence of the
offence will result in confiscation. Some traders resist these controls, and,
as the inspectors lack of policing authority, they risk a negative reaction, so
they have asked to be accompanied by the civil national police.

The San Salvador inspection body has only eight agents covering
“La Tiendona”, the central market and several small markets in outlying
boroughs and neighbourhoods. Their responsibility includes inspecting
all types of perishable food, including prepared and canned, the provision
of sanitary installations, management of pests and fumigation needs.
There are also problems outside their jurisdiction, such as inadequate
sanitary conditions in “La Tiendona”, which has very old infrastructure
and is too small for the number of sales points it accommodates.

5. National quality system

The Law Creating the Salvadoran System for Quality was regulated
by Decree 133 of 2012. This forms the basis for improving the quality of
goods and services, and is applicable to production and marketing, and
also standardization, technical regulation, accreditation, metrology and
conformity-assessment activities.

This law created the National Quality Council (CNC) as the public
institution responsible for formulating and directing the National Quality
Policy and for coordinating the agencies of the quality system. The law also
created the Salvadoran Standardization Agency (OSN), the Salvadoran
Accreditation Agency (OSA), the Metrology Research Centre (CIM) and
the Salvadoran Technical Regulation Agency (OSARTEC).

The competencies of the OSN are particularly important, because
one of the weaknesses of the fishery and aquaculture sector is its lack of
technical standards to regulate the production, processing and marketing
of fish and seafood products. This agency has not issued specific quality
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standards for fish or seafood products, but the regulations imposed by
other countries on the production and processing of fresh, chilled and
processed shrimp are being evaluated.

6. Analysis of governance

The intermediaries play a fundamental role in the chain, given their power
to set prices and define the payment conditions for the producer; and they
form the basis of the prices in force at “La Tiendona”. Although they play an
important role in the market, other participants question their legitimacy.
They represent a link in the chain that incorporates little value added, and
the justification for the profits they earn fuels continuous conflict.

To avert potential conflict in the generation (shrimp farmers) and
appropriation (intermediaries) of that value, training programmes need to
be designed for the intermediaries on handling post-harvest production
and on product quality and safety.

Starting with the intermediaries, the value chain can have split into
different branches. “La Tiendona” is a link in itself, which, as a supply and
distribution centre is a generator of new price-setting modalities. This is
where the final links of the chain are created nationally (see diagram IV.3),
but not including product processing.

Diagram IV.3
Structured links in the shrimp value chain based on “La Tiendona”

Final consumers
Retailers and door-to-door vendors

Supermarkets and fishmongers

in municipal markets
"La Tiendona"

Restaurants, hotels,
ceviche bars and banquet halls

Institutional market
(hospitals, schools, Armed Forces,
business events, etc.)

Source: Prepared by the authors.

It is worth considering the absent processing link, given its capacity
to create greater value added for the domestic market and for export. The
fulfilment of stricter processing and sanitary and phytosanitary standards
is mandatory for the export market.
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Shrimp farmers have recognized the need to cooperate with each
other through a trade association; and in March 2012, with support
from FUNDE, the El Salvador Shrimp Farmers Association was created,
encompassing 22 of the 32 cooperatives that are active in Bahia de
Jiquilisco. Subsequently, some of these cooperatives joined the Fisheries
and Aquaculture Development Association of El Salvador, created in
March 2013 with the aim of achieving greater participation in sector
decisions and grouping together industrial and small-scale producers,
along with traders.

The organizational drive of the producers underscores the need to
improve dialogue and coordination among chain participants; and it also
strengthens spaces for dialogue between public and private stakeholders.
To meet this need, the Aquaculture Chain Programme set up the
Aquaculture Technical Roundtable.

F. Analysis of resources, productivity
and environmental sustainability

For El Salvador to move towards a more productive and environmentally
friendly economy, it needs to develop industrial, scientific and technological
capacities and stimulate innovation to raise its systemic competitiveness.
Improving the sustainable exploitation of shrimp through sustainable
cultivation systems and with investment in innovation, biosafety
and technology, would make it possible to increase production and
competitiveness. For these reasons, it would be better if all shrimp farming
operations were semi-intensive, although good aquaculture practices still
need to be applied even under this system.

Shrimp farming remains highly vulnerable to natural disasters.
The most recent case was tropical depression Doce-E, which occurred in
October 2011 and affected some 340 ha of shrimp farms, causing damage
to the tanks and allowing the animals to escape into the wild, while also
damaging communication roads and surrounding land areas.

Owing to their location along the coast, shrimp farms are highly
exposed to winds, cold fronts, abundant rainfall and intense droughts.
This is compounded by insufficient reforestation and actions to protect
water flows in the upper Lempa River watershed. In the conservation
zones, mangrove areas have not been adequately restored, nor have
contingency plans been put in place or mitigation works implemented.
Schemes involving over-exploitation of resources and extensive and semi-
intensive cultivation can cause long-term environmental harm, unless the
necessary adaptation and mitigation measures are adopted.
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1. Health issues

Animal health and the diagnosis of economically significant diseases and
quarantine pests” fall under the jurisdiction of the Livestock Directorate
of the Ministry of Agriculture of El Salvador. Diseases that are certifiable
and could be notifiable are listed in the Aquatic Animal Health Code of
the World Organization for Animal Health (OIE) and are grounds for
export restrictions. Certifiable diseases are those which the country must
report to the OIE, whereas notifiable diseases do not necessarily have to
be reported, but they affect producers and occur as a result of bad crop
management. El Salvador does not have sufficient personnel or equipment
to diagnose them. It would be necessary to design and aquaculture health
and safety programme, increase the number of newly trained professional
and technical personnel, and adapt laboratories, technology and both
economic and logistical resources.

The Aquaculture Health Programme of the Ministry of Agriculture of
El Salvador was created in 2002 as a response to the requirements imposed
by the European Union on imported fish and seafood products. In the
case of shrimp farming, activities need to be targeted on seed production
laboratories, which are the points most heavily exposed to diseases; and
stricter recording of survival rates and animal growth is needed, from
the post-larva phase through to harvest. Another health risk, as yet not
evaluated, concerns the heavy metal and residue load in the water.

FAO and the International Regional Organization for Plant and
Animal Health (OIRSA) have published guidelines on good aquaculture
practices. Despite the urgent need to adopt them, compliance is
voluntary, not only in the growing and harvest stages, but also in the
processing, conservation, transport and marketing phases. In El Salvador
there are no regulations forcing producers to apply these good practices;
and awareness of their importance needs to be improved, because some
producers see them as a hindrance to the activity, since they are assumed
to entail a cost increase.

The scant coordination that exists among the aquaculture authorities
is likely to foster this situation, particularly considering that the Livestock
Directorate of the Ministry of Agriculture of El Salvador, the mayoralty of
San Salvador and the Ministry of Health do not have enough inspectors
or support instruments to regularly oversee sales outlets and apply the
appropriate corrective measures.

15 According to FAO: “Pest of potential economic importance to the area endangered thereby

and not yet present there, or present but not widely distributed and being officially
controlled” see [online] http:/ /www.fao.org/docrep/010/ai384e/AI384E01.htm.
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(a) Current and potential risks for disease outbreaks

Shrimp farming has been ravaged by diseases that threaten its
sustainability; and these can be spread to other countries through the shrimp
trade, currents and other natural phenomena’® An example of this is the
current case of China, which, according to FAO, in 2010 lost 1.7 million tonnes
of shrimp to natural disasters, diseases and pollution, while disease outbreaks
in shrimp tanks practically wiped out the industry in Mozambique.

In 2009, early-mortality syndrome emerged as a new threat, and
has now caused losses of up to 100% in shrimp farms in China (2009),
Viet Nam (2010), Malaysia (2011) and Thailand (2012) (OIRSA, 2013). For
this reason, producer countries such as Ecuador, Honduras, Mexico,
Nicaragua, Panama and the Dominican Republic have temporarily
suspended imports of Peneido shrimp, both live and in different forms of
presentation, originating from that region. The transmitter vector for early
mortality syndrome is a bacteriophage" that affects the Penaeus monodon
and Penaeus vannamei shrimp species, causing massive mortality of up
to 100% during the first 20 to 30 days of cultivation in the fattening stage.

(b) Harmful species

Another latent threat in the country is the presence of the
Callianassa shrimp (Lepidophthalmus bocourti), commonly known as ghost
shrimp, a crustacean that inhabits the mangrove swamps. This species has
no commercial use for human consumption purposes, although it might
be edible, and it is only used as bait for sport fishing.

The Callianassa shrimp reaches the shrimp farms on its travels
through wetland areas, forming tunnels that damage the linings and
banks of the shrimp tanks and water systems, until they colonize them
completely. In the case of marine shrimp, Callianassa is a pathogen
vector, and also a competitor for space and food. Its proliferation reduces
production and the volume of water in the tanks.

In April 2013, the Technical Mission of Taiwan Province of China
in El Salvador asked OSPESCA for technical assistance to deal with this
problem in a cooperative located in Jucuaran (Usulutan), which has been
suffering from a Callianassa invasion since 2009. The cooperative uses the
semi-intensive cultivation system, but not all its tanks have a pumping
station, and other good practices may not have been implemented. This
explains its greater vulnerability, in conjunction with the fact that this

16 Diseases suffered by white-leg shrimp include white-spot syndrome (which appeared in
Taiwan Province of China in 1992); yellowhead disease (Thailand and India in 1992); and
the Taura syndrome (Ecuador in 1993). Yellowhead disease is the only one of these that
has not appeared in Latin America.

A virus that infects the Vibrio parahaemolyticus bacteria, which the shrimp ingests in its food.
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invasion has been going on for considerable time, despite a previous
application of treatment by the aquaculture chain. According to OSPESCA,
rehabilitating this shrimp farm would cost about US$ 58,000.

(c) Good aquaculture practices

The lack of good aquaculture practices and eco-efficiency and
biosafety strategies is one of the greatest weaknesses of Salvadoran
shrimp farming. The use of unfiltered seawater heightens the risk of
contamination by bacteria, fungi and oil spills.

Without a biosafety and eco-efficiency programme, the sector
will find it hard to take advantage of the benefits of technical assistance,
technology transfer, and the move towards a semi-intensive form of
aquaculture. A disease outbreak could force producers to abandon the
activity, as happened in the 1990s with the Taura syndrome and white-spot
virus, which caused losses of up to 80% and in some cases 100%. The
present threat may even be greater if one considers that only 45% of
cultivations operate under the semi-intensive system; whereas extensive
and improved-extensive farming, which account for the other 55% of
projects, are considerably more vulnerable to diseases and invasions by
undesirable species.

Minimum and initial biosafety measures should focus on
strengthening diagnostic capacities and disease prevention and control
strategies that minimize the risks of pathogens being introduced
into cultivation systems (biosafety); and on developing eco-efficient
management strategies to promote the use of inputs, make the cultivations
more profitable and reduce the environmental impact (CIBNOR, 2011).

G. Current analysis and projection of economic
and employment benefits

The financial analysis presented in the section on costs, margins and
competitiveness shows that Salvadoran shrimp farming could apparently
earn good profit margins for producers (42% on average in semi-
intensive and improved-extensive cultivations, excluding amortization of
investments in infrastructure, machinery and equipment); but in reality
there are various factors that distort this indicator and cause profits to be
lower in practice.

The profit margins of 51% in semi-intensive cultivations and 33%
in improved-extensive cultivations, both with 4 ha in production, were
calculated in terms of sales revenue and variable costs per production
cycle (seeds, food concentrates, inputs, remunerations and administrative
and sales expenses). If the estimation also took account of investment in
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infrastructure and equipment (US$ 127,360 in semi-intensive cultivations
and US$ 81,510 in improved-extensive cultivations), amortized over
10 years and with three annual harvests, the result would be losses of
-17% and -23%, respectively. This is without including financial expenses
in respect of any loans obtained or contributions from national and
international cooperation.

Most of the shrimp farmsbelong to cooperatives of 40 to 50 people each,
and the profits are distributed among the members, irrespective of whether
they actually work on the cultivations. Under current conditions, in the
case of semi-intensive cultivation, each partner would obtain US$ 44 every
four months, or US$ 132 per year —an amount that in practice does not
represent an attractive income for this segment. Although profit-sharing
benefits all members under a cooperative scheme, arrangements in an
SME model would need to be altered to distribute the profits between
partners and investors; but this model does not seem feasible in the short
run and would require the partners’ agreement.

An obstacle when estimating real costs and profits is the fact
that, thanks to the technical assistance received from the Aquaculture
Chain Programme since 2011, and from other national and international
cooperation programmes, several cooperatives receive subsidized seeds
and feed concentrate, along with certain equipment and infrastructure
upgrading. Under such conditions, the profits of semi-intensive farms
could run as high as 280%, which would mean US$ 510 per year per
person. With a view to mitigating the scale of losses for producers when
these supports come to an end, it would be advisable to start preparing
them for financial self-sufficiency.

1. Financing

A key constraint in small-scale projects is the difficulty of obtaining formal
financing, mainly because of a lack of real collateral. The Salvadoran
government has created credit lines accessible to aquaculture producers
through BANDESAL and BFA. The functions of BANDESAL include
training programmes, advice and technical support to increase and
improve the firms’ access to financing, competitiveness and productivity,
and to manage the guarantee funds. Of the five credit lines offered by
first-tier banks to the agriculture sector, two of them include aquaculture,
although in practice only the first would be applicable to shrimp farmers
at the present time:

®  Formation of agricultural capital: this finances the purchase of
machinery and equipment, including working vehicles.'®

18 In this credit line there is experience with tilapia producers where the aim was to build
nursery (pre-cria) tanks and purchase machinery.
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* Intensive and protected agriculture: suitable for intensive or
advanced cultivations that require land, fixed assets, working
capital, training, specialized studies and the hiring of experts.
Under current conditions it is unlikely that there are shrimp
producers eligible for this credit line.

Two other BANDESAL credit lines that could be applicable to
aquaculture farmers set up as cooperatives or firms are:

*  Promotion of business partnerships: this line finances investments
by groups of firms in partnerships organized under a specific
legal format. The credit line includes construction, expansion
and remodelling of properties, the purchase of machinery and
equipment, and structural working capital.

*  Promotion of technological innovation: this credit line finances the
application of industrial designs, processes for technological
improvements, modernization or other types of technological
upgrading. It includes the incorporation of technologies, adaptation
or improvements in production processes, the obtaining of,
implementation and improvements to obtain certifications and
employee training,.

Aquaculture is not included in credit lines for the agriculture sector;
but the “Transport in production activities” credit line for individuals
and legal entities requiring new or used vehicles for their production
activities could finance the procurement of trucks with refrigeration
facilities (thermoking), or at least vehicles equipped with properly
refrigerated isothermal boxes. BANDESAL performs the technical and
financial evaluation and helps applicants to draw up their business plan.
As of December 2013, no credits or complementary guarantees have been
awarded for shrimp farming projects.

The Salvadoran Guarantees Fund (FSG), created by the national
government to facilitate access to credit for MSMEs, finances good projects
that do not have sufficient collateral to qualify for commercial credit. Using
FSG resources, BANDESAL extends complementary guarantees to small-
scale producers, thereby enabling them to access credit at lower risk to the
banks. Aquaculture projects can receive complementary guarantees from
the FSG for up to 70% of the loan amount; and the remaining 30% must
be backed by the applicant with its own collateral, generally real property
or equipment other than that acquired with the loan. Credit subjects are
generally formal MSMEs with annual sales up to US$ 7 million, who have
at least two years of credit experience and present a business plan that
is economically and technically validated by the bank’s sector specialists,
following the respective field visit.



Strengthening value chains... 183

Lastly, the “CrecES MIPYME” programme for MSMEs targets
individual firms and those operating in partnerships, cooperatives
and producer associations. Its partners are three Salvadoran ministries
(Ministry of Agriculture, Ministry of the Environment and Natural
Resources, and Ministry of Tourism), in conjunction with CONAMYPE,
BANDESAL, BFA, Banco Hipotecario, the El Salvador Export and
Investment Promotion Agency (PROESA) and the El Salvador Productive
Development Fund (FONDEPRO), among others. The programme seeks
to strengthen business competitiveness through financial assistance,
the provision of support to prepare credit applications, linkages with
specialized technical assistance, pre- and post-investment support,
measurement of growth and subsequent results. It has national coverage,
focusing particularly on the special development zones (territorios
de progreso) and the coastal area, in strategic economic sectors and
production chains prioritized by the Ministry of Economy and the
Ministry of Agriculture. The support facilities for SMEs" are located in the
11 CONAMYPE centres across the country, while the Ministry of Economy
will attend to medium-sized firms.

2. Training in business development and aquaculture

TheNational Microenterpriseand Small-Business Commissionof ElSalvador
(CONAMYPE) is the national authority that supports SME development.
In a relationship of synergy with the Aquaculture Chain Programme
and the Salvadoran National Development Foundation (FUNDE),
since 2011 the commission has supported 80 cooperatives from Jiquilisco,
through business-training workshops, studies of the aforementioned
market and the creation of a mark of origin for the region’s farmed
shrimp. According to versions obtained in the interviews held for this
chapter, before intervention by the Aquaculture Chain Programme and
CONAMYPE, the producers were dispersed and lacked a partnership
mentality; interpersonal relations were not optimal and there was
competition. The current situation is different, and progress has been
made in designing production and joint sales strategies.

Thanks to support provided by CENDEPESCA, the Inter-American
Institute for Cooperation on Agriculture (IICA) and other agencies, five
cooperatives formed the San Hilario-El Zompopero Supply and Multiple
Services Centre, which makes joint purchases of inputs and plans to sell
their products without the involvement of intermediaries. Nonetheless,
intermediaries are not expected to disappear from the chain because they

9 In financial terms, the MSME category encompasses firms with sales of below US$ 1 million
per year, whereas medium-size enterprises are those with sales of up to US$ 7 million per year.
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will continue to market output volumes that cannot be sold directly and
rapidly through the formal channels.

The producers have already developed relations with two national
supermarket chains and one restaurant chain, but have not finalized deals
owing to weaknesses in terms of quality control, transport and product
handling. To overcome these shortcomings, a processing plant, a cold
chamber, a scale-ice plant and a refrigerator truck (thermoking) have been
included in their business plan.

Producers are planning direct entry in the national market and
standardization of the sale price irrespective of the time of year; and
they are preparing to participate in trade fairs, business roadshows and
municipal markets. FUNDE has organized two business roadshows
with the cooperatives of Sisiguayo in San Salvador and San Miguel to
develop relations between producers and the owners of restaurants and
supermarkets. Conversations have begun with a number of intermediaries.

In terms of aquaculture training, the Specialized School of
Engineering ITCA-FEPADE (Central American Technological Institute and
the El Salvador Business Fund for Education Development, respectively)
offers a two-year aquaculture technician course. This was created by
the Ministry of Education as part of the National Education Plan 2021,
the purpose of which is to align secondary technical education and
higher technological education with the country’s production needs.
The curriculum includes knowledge of the aquaculture cycle in general,
with business management as a crosscutting theme, although the main
emphasis is on shrimp, tilapia and mollusc cultivation. The Usulutan
Technical Institute also offers a vocational Technical Bachelor Degree,
in which several of the sons and daughters of members of the Bahia de
Jiquilisco cooperative have enrolled, with a view to becoming technical
assistants on their farms and contributing to generational handover.

Part Il

An integrated approach to improving the shrimp
aquaculture chain in El Salvador

H. Strategies for the shrimp aquaculture chain

The results of the diagnostic study show that the chain needs a number
of systemic supports, together with specific actions in each link of the
chain to overcome constraints. The recommendations and good practices
in aquaculture proposed by ECLAC use an integrated approach that
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encompass all links of the chain, taking advantage of complementarity
with other strategies such as the Aquaculture Chain Programme. During
the work, the ECLAC team was supported by the Ministries of Economy
and of Agriculture, along with the Directorate General of Fishery and
Aquaculture Development of El Salvador, with which it worked to
coordinate actions to support the entire chain and avoid the risk of
duplication of tasks.

The recommendations for overcoming the systemic constraints
are presented in the following three sections, focusing on inter-
agency coordination to improve chain governance, the revival of public
and private dialogue in the Aquaculture Technical Roundtable, and
restructuring of the “La Tiendona” wholesale market. In addition,
specific recommendations for each link have been organized in three
groups: biosafety and the application of good aquaculture practices in the
provision of inputs and in the cultivation phase; the handling and quality
of shrimp during processing, transportation, marketing and consumption;
and lastly, strategies to strengthen entrepreneurship among producers,
processors and traders.

l. Recommendations for overcoming
systemic constraints

1. Consolidate interagency coordination

A crosscutting need in the shrimp aquaculture chain is interagency
coordination and the strengthening of the role of support institutions. The
work plan proposed for making headway in this direction includes the
following topics.

*  Formulate and implement and biosafety programme in farms and in the
seed production laboratories. The Livestock Directorate of the Ministry
of Agriculture of El Salvador is responsible for implementing the
Aquaculture Health Programme. It currently has inadequate
human, technical and logistical resources for serving the needs of
shrimp farmers and for preparing a national biosafety programme.
It would be useful if the Ministry of Agriculture could coordinate
its actions with those of CENDEPESCA, and at the same time
with the Ministry of the Environment and Natural Resources, and
the local authorities, aquaculture operators and seed producers,
who would be responsible for executing the biosafety measures.
The Aquaculture Roundtable is a formal space for designing and
reaching agreement on the biosafety programme. It would be
advisable to consider requesting technical assistance from OIRSA
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or from the Fishery and Aquaculture Sector Organization of the
Central American Isthmus (OSPESCA), in the framework of the
Regional Strategy for Aquaculture Development in countries of
the Central American Integration System (SICA).

*  Improve product quality and safety. The authorities could consider
the following initiatives in this regard:

Creation of an interagency action plans to facilitate
partnerships and help coordinate actions between the national
and municipal authorities. The Ministry of Economy could
lead this endeavour.

Clarification of the competencies of each authority in terms
of control, surveillance and application of good aquaculture
practices, along with management of the cold chain in the
production, transport, processing and marketing phases.

Dissemination among the authorities of the regulations,
procedures and requirements to be fulfilled by users for the
production, transport, processing and marketing of national
and imported fish and seafood products.

Organization of training and updating programmes for
employees responsible for the inspection of fish and seafood
products in processing plants, formal and informal sales
outlets, and along highways.

Organization of awareness-raising campaigns for consumers
on the importance of demanding safe fish and seafood
products and how to recognize them in sales outlets. This
could include campaigns for the prevention and control
of food-borne diseases, targeting consumers, producers,
processors, vendors and business owners.

On this point, it could be useful to draw on the experience of German
cooperation in applying the “CALIDENA” experience —a participatory
analysis system for improving the quality of processes and products in the
value chain. CALIDENA —an acronym formed from the concept of quality
(calidad), leadership (liderazgo), ideas and chain (cadena)— was developed
through technical cooperation from the German Institute of Metrology to
support quality infrastructure based on participatory methods developed
throughout the value chain, with support from the participants in the
different links.

*  Create and promote an aquaculture research and technology centre.
This could serve the aquaculture and fisheries sector and include
a line of research in shrimp farming. Particularly important
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is the production of genetically enhanced seeds and periodic
renewal of broodstock, along with the development of new feed
concentrates; and the technical, economic and social validation
of technologies for diversifying aquaculture and increasing the
production of fish and seafood products for the national and
export markets.

Reduce contraband and control its impact. It is important to have
accurate knowledge of the volume of contraband shrimp
arriving from Honduras and other countries; and a plan should
be devised to prevent and combat contraband including the
transport of aquaculture equipment and inputs.

2. Revitalize the Aquaculture Roundtable

The Aquaculture Roundtable is an interagency mechanism created in 2011
by the Aquaculture Chain Programme, to facilitate dialogue on national
aquaculture between the public and private sectors. Some proposals for the
composition of the roundtable that could help to improve its functioning
are set out below.

The Ministries of Agriculture and Economy could coordinate the
roundtable. The Ministry of Agriculture has experience in improving
shrimp production, whereas the Ministry of Economy has a
track record on issues such as solving transport, marketing and
contraband problems.

Meetings of the roundtable based on an annual plan of the Ministries
of Agriculture and the Economy. The plan could be prepared on
the basis of the diagnostic studies and in response to requests
from the other sectors. The meetings of the roundtable would
thus address predefined issues and would be in a position to
monitor the tasks agreed upon and evaluate their results.

It would be advisable to review the composition of the Aquaculture
Technical Roundtable. Probably it is not necessary to convene all
members for every meeting, but to convene according to their
relevance to the issues to be addressed.

3. Restructure “La Tiendona”

The physical space of the “La Tiendona” market displays problems of
salubrity, overcrowding and bad management of products and the cold
chain. Consequently, the recommendation is to rebuild the infrastructure
or relocate it elsewhere, and to hold quality and safety training workshops
for traders and employees.
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To ensure that the restructuring of the fishery and seafood product
area is successful, technical assistance could be requested for training
and awareness-raising, to cover issues such as business ethics, the causes
and effects of diseases transmitted by food products, and the legal and
commercial consequences of failing to comply with health regulations.

The Food and Agriculture Organization (FAO), together with the
Centre for Marketing Information and Advisory Services for Fishery
Products in Latin America and the Caribbean (INFOPESCA) and the
Japan International Cooperation Agency (JICA) have experience on
these issues and have executed projects in Latin America with results
that would bear reviewing. By way of example, through technical
cooperation with JICA, the Ministry of Trade and Industries of Panama
and the Municipality of Panama City modernized the fishery product
distribution system in that country by improving the unloading process
and conditions for handling seafood products under strict sanitary
control procedures.

4, Strengthen the domestic market and export capacity

Although the producers and national authorities have taken steps to
legalize cultivations, as a requirement for accessing formal markets, in
terms of skill development cooperative groups need to strengthen their
managerial, marketing, sales and customer service strategies. It would also
be useful to assure buyers permanent and high-quality supply. As almost
no shrimp farm is individually in a position to supply with a pre-defined
periodicity, it would be useful for the Aquaculture Chain Programme to
agree upon a staggered production programme with the cooperatives.

The benefits of staggered production include making it possible to
consolidate long-term commercial relations with relatively stable and higher
prices than those set by farm gate intermediaries, facilitate the effectiveness
of the biosafety programme and seeding with adequate densities according
to the time of year, based on prior commercial commitments.

When greater experience has been acquired on the domestic market,
it could be the moment to help shrimp farmers create export capacity,
backed by the El Salvador Export and Investment Promotion Agency
(PROESA), to avoid the risk of starting to export without an adequate
knowledge of foreign trade.

The creation of a brand that abides by the principles of responsible
aquaculture and encourages buyer loyalty based on environmental
principles, could promote market positioning.
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J. Recommendations for each link

1. Biosafety programme and the application of good
aquaculture practices

Good aquaculture practices are based on the principles of responsible
development of this activity and are voluntary.? For that reason, the “Manual
of Good Management Practices for the Cultivation of White Leg Shrimp
Penaeus vannamei” (OIRSA and OSPESCA, 2010) should be widely circulated.

Since January 2013, OIRSA has been implementing the Regional
Aquaculture Health Programme, which includes regional dissemination
of the manual of good practices; and it has also been helping countries
prevent the propagation of early mortality syndrome. This manual
could be complemented by the “Manual on Good Practices of Shrimp
Aquaculture Production for Food Safety”, commissioned by the National
Agrifood Health, Safety and Quality Service of Mexico (SENASICA) and
by the Food and Development Research Centre of Mexico (CIAD).

A Diosafety programme could also reduce the impact of invasive
species such as Callianassa. To determine the number of farms potentially
affected by this or other diseases, it would be advisable to perform health
and diagnostic studies, apply preventive treatments, and the standardize
protocols of good aquaculture practices in the farms, particularly in those
close to mangrove swamps and those using tide-filled tanks, although this
procedure is inadequate and needs to be supported by pumping.

In terms of eco-efficiency and disease prevention, FAO has proposed
implementing the following minimum measures:

*  Purchase the post-larval shrimp used for repopulation from
accredited vendors. These should be accompanied by health
certificates and be subjected to prior temporary quarantine.

¢ Use high-quality feed and avoid environmental stress, to keep
different populations healthy.

¢ Maintain salubrity in the tank areas, and closely monitor the
young shrimp and notify the authorities of the appearance of
any disease.

® Periodic provision of a fallow period for the aquaculture tanks
should be part of routine health control programmes, because it
has been shown that this practice can interrupt pathogen life cycles.

2 Code of conduct for responsible fisheries (FAO, 1995), [online] www.fao.org/fishery/code/en.
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Technical assistance in applying the measures mentioned in the
different manuals is mainly the responsibility of the Ministry of Agriculture
of El Salvador, through its Aquaculture Health Area, and CENDEPESCA,
which are also jointly responsible for implementing the Aquaculture Chain
Programme. Nonetheless the success of these actions also depends crucially
on the commitment of shrimp farmers themselves. In the application of these
measures, technical assistance can be obtained from OIRSA, OSPESCA or
the Meso-American Cooperation Programme signed by the countries of the
Central American Integration System (SICA) and Mexico.

2. Product handling and quality

Persons involved in the handling of the shrimp from harvest through to
its consumption must apply good handling practices, particularly because
shrimp is a highly perishable product and its contamination can be a health
danger. Currently, errors are committed in both formal and informal sales
points, although they are more serious in the latter.

Winning over consumer preferences requires differentiating fresh
shrimp, despite the fact that this, without greater value-added, is highly
appreciated in domestic and international markets. As not everybody
has the knowledge needed to recognize quality and safety, education
campaigns are needed to recognize these characteristics in fish and
seafood products, along with the need to prioritize quality over price,
targeting consumers, salespeople and producers.

Cold-chain management is one of the greatest weaknesses. Often
commercial operators use ice in blocks, which, on melting, leads to
contamination of the shrimp and does not guarantee adequate refrigeration.
This should be replaced with scaled ice, which is more efficient and lasts
longer. It is essential that the ice is produced exclusively with water of a
quality equivalent to drinking water, or clean seawater, which is free from
extraneous substances (FAO, 2009). International cooperation could help
upgrade a scale-ice factory for fish and seafood products.

One of the main difficulties for the beneficiaries of cooperation
programmes that have donated supply centres and cold structures has
been the high consumption of electricity required to operate ice plants.
It would therefore be advisable to consider installing alternative energy
sources, because this could be an excellent combination for increasing
production at accessible costs while ensuring quality thanks to the
maintenance of the cold chain.

Work also needs to be done with the intermediaries, who generally
use isothermal boxes with frozen water to transport and conserve the
shrimp. This practice is also inappropriate because it fails to distribute the
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temperature uniformly, the refrigeration process is slow and it encourages
microbial reproduction. While the system continues to be used, it is
advisable to use flake ice, which is longer lasting, covers the product
adequately and keeps the temperature within the range of 0 °C and 4 °C.
Should this be impossible, it is suggested as a last resort to use ice blocks
produced with drinking water and broken up into small pieces with
clean and disinfected tools. Similarly, business opportunities could be
provided to potential investors interested in acquiring refrigerated trucks
(thermoking), to provide transport for aquaculture operators and traders.

It will also be necessary to establish regulations requiring good
handling of seafood products, including sanctions for contravention.

3. Entrepreneurship among producers, processors
and marketers

CONAMYPE has been working with the cooperatives to strengthen their
business capacities —an activity in which international cooperation could
also collaborate. A case that would be interesting to explore as an example
concerns the Brazilian Microenterprise and Small Business Support services
(SEBRAE), which has implemented SME-support projects in the countries
of the Southern Common Market (MERCOSUR) and other Latin American
and Caribbean countries to promote entrepreneurship and an associative
business culture. In El Salvador, it would be useful to analyse this possibility,
which could be accessed in the framework of the strategic partnership that
exists in the joint El Salvador-Brazil Technical Cooperation Commission,
channelled through the Brazilian Cooperation Agency (ABC).

Consideration could also be given to the experience of FUNDES,
which from 2009 to 2012 implemented the programme “Economic
development with a territorial approach in the South West Zone of El
Salvador: Aquaculture and Tourism”, financed by the Inter-American
Development Bank (IDB), the Multilateral Investment Fund (MIF) and
Italian Development Cooperation. This project benefited 24 tilapia-
aquaculture producers and 23 new entrepreneurs by improving their
technical and business skills; and other activities were also undertaken to
support the national aquaculture sector, including the creation of a web
portal transferred to CENDEPESCA.

K. Summary of constraints and good practices
or recommendations

Table IV.8 provides a summary of the constraints and best practices and
selected recommendations for improving the shrimp aquaculture chain in
El Salvador.



ECLAC

‘a1ay }1 Buluonuaw

sayisnl ureyos ay} uo aney Aayy
9ouaNjuI 8y} ‘salielpawiaiul ajeb
wJe} 0] SAISN|OX8 S| Jey) JUlelisuod e
paJapisuod aq p|nod siy} ybnoyyy

(LAWIWID) 85usd

juswanoidw| Jeayp pue aziep
[euoneussiu| 8y} J0 (OHOVSYIN)
108foid 2in}nolby |euonipel] jo
uoleZIUIBPO|A d|geule}sns ayj pue
OV4 wolj Joddns yym ‘ureyd auy ul
Bunes -ao11d puejsiapun 0y 9|qissod
1 93ew Jey} saibojouyos} Jajsuel|

‘siawiey
dwiys jo uonisod ayj Ja)je 0} wajsAs
Buipzes-a011d s,uleyd 8y} Ul dUBAIBIU|

"SJUIBJISUOD D13SIIB}ORIBYD S,UlBYD
9y} 9WO09ISA0 0} S1ap|oyayels
uleyo ulew ayy yym uodn aaibe

0} paau suonnyisul Joddns Jayjo
pue Awouod7 Jo AlSIUI BY} YdIym

‘pueqesjuod Juasald pue |0Jjuod 0}
ueld yiom Aouabeisjul ue aye|NW.IOH

‘puUBQgEIIu0D [043U0D

'slojoadsul

yyeay |edioiunw pue aojjod [euoneu
JIAID 8y} Jo} Bujuiel) sapnjoul yoiym
‘Ayoyes pue Ayjenb anoidwi o} uopjoe
Jo ue|d |aasyInw pue Aousabelaju|

‘sjonpoud ainynoenbe
10 Ajajes pue Ajjenb ayy anoidw

'YOS3dSO pue
VS0 wouj oddns yum ‘@inynouby
J0 Ansiuly 8y} jo swwelbold

'$8110)BIOQE|

aoueulanob

suonuaAIB)ul pajelBajul O SBleS Y yyesH ainynoenby ayy uayibuass  pue swey u swwelboid Ajejesolg olWwe)SAS  uleyD JO swe|qold
JuleJsu0d
sjusWIWOoD Kousbe 1o/pue 80IN0S  UOI}EPUBWIWOD3I JO 82130eld PooS) e ulensuo)

192

ureyd ainjnoenbe dwuys ayj} ui sasnyoead poob pue sjulesysuod jo Alewwing

8°Al @lqel



193

Strengthening value chains...

's1eonpoud ayy Aq saonoeud
ainjnoenbe poob jo uoneoldde
9y} 8INSUS 0} papaau S| douUe)sIsse
|eoluyoa} paziepads "euswousayd

(VOISVYNIS)

991AI8S Alllend pue A1ajes ‘yjeaH
poojby |euoleN 8y} pue (HONEIO)
a1lua) yoleasay |eoibojoig uia)sapn
UHON 8y} {(avI0) 8hue) yolesssy
juawdojanag pue poo4 ayj se yons
O0DIX3[A\ Ul SUOIIN}IISUl YyoJeasay

'sujeyo anjea
ainynoenbe pue A1aysly a8y} 4oy
02IXa\ pue YIS Jo swuwelboud
uol}es2dooo UBdLIBWY-0SaN

‘ABajenis yuswdojanaq

“uyeaH Jo Ansiuip

8y} pue $80IN0S8Y |eIN}EN pue
JUSWIUOIIAUT 8Y) JO ANSIUI Y} WOy
poddns yym Jeyyebo) sjelojoaliq
%001S8AIT 8y} JO swwelbolid

yileaH ainynoenby ay) pue
VOS3dIANID ybnouyy aimnouby
10 Anjsiuipy ey} wouy padinbal si

alnynoenbe uj
saojoeld poob

|ednjeu jo j1oedwi ay} pue saloads alnynoenby ¥OS3d4SO uonjedionied aAljOY ‘spJepuels J0 uoneoldde
SAISEAUI ‘SaseasIp 0} Ajljiqesauna Aioyebiiqo se saonoeud ainynoenbe pue swwelboid
S}l @0Npal pue uofeAlnd dwuys jo ‘awwelbold yyesH poob uo sjenuew jo uonesldde  syuij uononpoud Kyajesolq e
Ayjigeureisns wis}-buo| ayy ainsug ainynoenby |euoibay YSHIO pue uoljeulwassip ay} puedx3 pue Ajddns indu| Jo @ouasqy
“OvV103 uim
paJinboe aousladxa pue ‘si0}0as ‘paubisse syse} pue uodn
ajenld pue olignd ayj usamiaq  paalbe saniAloe ay) Buliojuow pue
anbojelp abeinoous 0} ‘syul| ue|d yJom |enuue ay) buienwioy
Abajeu)s pue }Jodsuel; ‘Buneyew 10y 9|qIsuodsal safiue pue
9y} uo sasnooy Awouoo3 Jo AJSIUl a|gejpunoy |ealuyoa| ainjnoenby
ay} 9|iym jusuodwod yjeay ay} ul sioje|naije se Awouoo] a|gejpunoy
ainynoenbe ay} pue yul| uoizonpoud 10 Anisiulp 8y} pue ainynouby 's10}09s ayenld |ealuyoa|
8y} yum Bupjiom anuiauos pjnoys Jo Anisiulp 8y} JO UoIeUIPIO0D pue 21jgnd ay} Buowe snsuasuod ainynoenby ay}
alnynouby Jo Ansiuln 8yl Aouabelsjul ay) uayjbuanng  pue anbojelp 4o} 8oeds ay) puedx3 o1Wa)SAS 1O ssauyeap)
JUIBJ}SUOD
sjuswwo) Kouabe Jo/pue 82in0s uoljepuswwo9al Jo 99130eid poos) 10 oA julesIsuo)

(PenuRUOD) g'Al B|qEL



ECLAC

194

‘alnjoniselyul
Ayjenb jo yjuswdojanap ayj poddns
0} aynjisu| ABojoae|\ uewuas) ayy
Aq padojensp sem YNIAITVD

‘(ureyo ‘seapi ‘diysiapes)

‘Ayenb) doysyiom YNIAITVD
[eniul ue pjoy o} (z|9) Aousby
uoljeladoo) |euoljeulsiu| uewlan)

8y} WoJj 80UB)SISSE [B01UYD9) Jsanbal

pINoo 821Al8g AJjend |euoneN
8y} as11dwoo Jey) suonnyIsul Y|

‘90U9||99Xa JO
spJepueis jo Juawiy|ny pue Ayjenb jo
2In}|Nd 8y} J0WO0ld "S9SEdS|p auI0q

-poo} Jo sysl 8y} pue A)ajes pue
Ayjenb uo siapjoysyess uleyo uiel|

‘suleyo ayj Buioey sjules}suod ayy
aA|0sal 0} suonuaalalul Bulubisap
uaym saibajelys uonesadood

10 @oueulanob uil pajedionled

Jou aAeY AdY} ‘SS8[BY}BUON
'Suleyd anjeA Ul [ew.ou si
AteipawJayul jo aouasald ay|

"(Ov103 pue Ov4) 8|0l Buies
-90ud 119y} Joj Ajutew sswwesboid
uoljesadood uj salelpawIaiul
Bunesodioou Joy jesodoud e ubiseq

‘uone|ndod je6.e}

J1ay} jo Jed se sawwesboud
90UR)SISSE [B2]UYD) BY} Ul
salleipawJajul 9yeb wuey apnjou|

“(Bunyouiiayy)

syon.y pajelabliyal

yum JJodsuel; pue saibojouyos)
uonelabliyal Jo Jaysuel]

‘uonjelabliyal-owlsyy 1oy saibojouyosy

a|qissaooe pue ajelidoidde jo
abpajmous| pue yul| JJodsuel) sy}
apesbdn 0} uoneladooo jeuoijeussiu|

'sjonpoud ainynoenbe pue Alaysy
JO UO[}BAJBSUOD puE Jodsuel} ay}
J0} Juswdinba Jo }203s 8y} anoidwi|

‘uonjonpoud 991 40y
$904n0s ABJaua 21LIOU0Id JO 3sn

's991nos ABlaus ajgemaual ajowoid
0} BOLISWY [BJIUSD YIM JUSWUOIIAUS
pue ABiaus ul diysisuyied

‘a|qeule}sns saljuao Ajddns
pue sjue|d 99| 8eW 0} $99IN0S
ABisua anneulsyje ayebsanu|

‘yyeay Jdisyy
0] %su Jnoyum dwiys Ayenb-jseq

‘sleyeylew pue
sJaonpoud 0} 9oUB}SISSE [BD1UYD8)}

pue Buiutely apiroid 0} (YOSIJOLNI)

ueaqqued pue uedlBWY uleT
ul s1onpo.d AJaysi4 10} S8IAI8S

syl
uojdwnsuod
pue Bunayiew

sjonpoud |eul

0} SS820E 9ABY 0} JOWNSUO0D AJOSIApPY pue uolew.ou| 'sao1joeud Bujpuey dwiiys poob ‘iJodsuel;  jo Ajjenb moj pue

ueJopeAles 8y} 9|qeus o] Bunaxep Joj 81jusd ay) pue Ov4 Ul slapelj pue siaonpoud Joy Bujuiel ‘buissasold  Bulpuey j08.1100uU|
JUIBJI}SUOD

sjuswwo) Kouabe Jo/pue 89in0s uoljepuswiwo9al Jo a9130e.d poos) 10 oA julesisuo)

(Penunuoo) gAl 8jqeL



195

Strengthening value chains...

‘swuey dwiys

0} payul| sjosfoid wsLNo}
Buiubisap jo Ayjiqissod ay) ayenjeas
pUB ‘UBWIBYSl PUE SIO}AI}ND
eide|} yum padojanap saoualiadxa
|elinaualdaijus ay) wouy ulea

‘saiunwwod Buiysy Buipnjoul
2U0Z duLle|\ peyaqi e 8y} ul
juswdojaAap wisLIN0} 4o} (YNLIN)
wsLno| jo Ansiuly ay) Aq paubisap
j09fo.d e jo |eaocuddy -, wisiiNo] pue
ainjnoenby :JopeAjeg |3 uId}sap
yinog ui yoeouddy |euojla] e

yum juswdojana d1wouodq,
pajue josfoid 4iN/adly/3aNnnd
2y} Jo aousliadxa ayj uo azijeyde)

‘Buiwiey dwys yuswas|dwod jey)
sJojoas ul diysinauaidasjus ajowoid

‘SalieIpawIauI

uo aouel|al J1ayy Buonpal pue
‘Bulurely ssauisng ybnouy} spiaih
J19y} anoldwi saaesadood djaH

(2102 ‘IdANVYNOD)

dwiys ayym pajeanno aoy Apnys
19)lew ay} jo Buyelsapun ay}
pue sdoysylom Bujuiely ssauisnq
ybnouyy seanesadood yym
paxiom IJAINVYNOD ‘ZL0Z Ul

'SINSIN

10 Juswdo|anap ayj poddns 0}
uonnisul jleuoljeu e se 34 AINVYNOD
10 @oualIadxa pue yiom ay) apesbdn

'S3INS 10}

109fo.d uonesadood ssauisnq

10 Juswdojanap pue Joj Joddns (q)
pue ‘siabeuew J0}08s -ajeAld pue
-o1gnd pue sJaijdiynw ‘siakojdwe
‘sinauaidaljus ‘sueloiuyos)

Jo Bujuiely (e) :palapisuod aq
pInoo yioddns jo saul Jyyg3sS

‘(DgyV) Aousby uoneladoo) ueljizelg

8y} pue (3yyg3s) 9o1Aleg poddng
ssauIsng-||lews pue as11diajuaoloi
uel|izeig ay} Jo sadualiadxa ayj} uo
MeJp 0} ‘UoISSIWWO0D uonesadood

‘sossauisng
az||ew.Joy 0} diysinauaidasjus
pue Bujuresy ssauisng uayybusig

'slaquiaw Joy
poddns jo uolsia [e100s ay} Buisol
jnoyym uibrew jyoud taybiy e uoy
Buimolje s|opow ssaulsng SpJemo}
uoljisuel) J1ay) Ul saAljeladood

"syul| Buneysew

pue Buissaooud

diysinauaidaius

onsuBlorIRyD BUIMO|I0) 8y  YINOS-YINOS |1Zeig-IOPEA[ES |J JUIof Buiwies dwiys poddng ‘uononpoud J00e]
JUIBJISUOD
sjuswwon KousBe Jo/pue 80IN0S  UOIIEPUSWIWODA. 10 82119eid Poos) i iensuo)

(PenuRUOD) g'A| B|qEL



ECLAC

196

'sloyine sy} Aq pasedaid :92inog

‘aouaadxs podx3 aiinboy

‘(osed e osed Jeji0dx3) swwelboid
Modx3 de1s-Ag-deis vS30Md

"2n}|Nd UelopeAes

YlIM 80uepI0doe Ul saibejel)s
so|es Jo jJuswdolaasp 8y} uo paseq
19)4BW d3sawop ayj ui Buluonisod

‘uondwnsuod

ol}sawop ajowoid 0} Juswuianob
9y} pue sjueinelsal ‘sig)eyiew
‘s19onpoud usamiaq diysiaulied

‘saoud Jiey
je jonpoud Ayjenb e se dwuys

"193JewW 213SawWop oy} Joj uononpold
paJabbels ajesauab ‘swwelboid

‘uoidwnsuod

dwiys jo uonjowoud pue jaxiew
ay} u| saibajel)s sajes |eofjoeid
Jo Bujuies) ‘s(|iys |erosswwod

“Mul| Buieyiew
pue uononpoud
ay) uo siseydwa

Ayoedeo
1lodxa pue }ayJew
0[}SSWOp 8y} 40}

J0 uondwnsuod 8y} JO uolowold uley) ainynoenby ayy yupn pue |euabeuew jo Juswdojarsqg UM ojwa)sAs Alddns jo yoe1

‘ueaqqle) ay} pue

'sjonpoud ainynoenbe  eolBWY UIIET JO SBIJJUNOD UIBMAD Ul

pue Aiaysy jo AJajes ayy Jo  sjonpoud Alsysy Jo s)eylew oisawop

swJay ul Buipuewsap aiow agq 0}  aaosdwi 0} }08foud a8y} ul 8ousIBdXd

SJ18WNsSU0D pue siopuai abeinooug VOS3dO4NI| Pue OV mainey

"JopeA|eS UES Jo AjeioAe\ ay) pue

‘Juswdojanaq ueqin pue BuisnoH

‘Jdodsuel] ‘s)yIOpN 211gNnd o Ansiuly

ay) jo sadidsne ay} Jepun ,euopual|

e, 91eoo0|al 0} Joafoid e ubisaq

"JoyJewW dlsawop

ay) uo p|os aq 0} s}onpoud poojess "JopeAjes |3 ul
pue ysi jo uonejuasaid pue Ajjenb pejiaqiq e jo Jod ayy Joy Aouabe siyy ‘Syul| L[euopual] eT,
ay) anoudw “spiepuess Ajajes pue  Ag spew |esodolid sy} pue ‘ye6L pue uondwnsuod Ul SUOIIPUOD
aualbAy ‘Buipuey jo Juawiiini 8y} €661 Ul YOIr Aq payioddns sem yoiym  "saojjoeld bBujpuey pooy poob yoesy pue Bupayiew ajesun pue

sjowo.d pue s}8|IN0 S8|es poojess
pue ysij Ul BUIPMOIDIBAO PIOAY

‘JoxJew poojess ay} bunealo ul Ay
eweued Jo adualadxa ayy mainay

pue ,euopusi] BT, JO eale poojess
pue sl 8y} 9}e00|aJ J0 [opowsy

oy} uo siseydwa
Unm ‘olwelshg

aualbAy jo yoe|
‘BuipmoslanQ

SjuUsSWIWO)

Aouabe Jo/pue 821n0g

uoljepusWWOo98. Jo 82139e1d poos)

JUIBJ}SUOD
10 [oAeT]

iessuo)

(pepn|ouoo) g:Al @1qeL



Strengthening value chains... 197

L. Five programmes for upgrading the shrimp
aquaculture chain

The programmes described below incorporate the analysis of best practices
with a view to addressing the constraints identified during the diagnostic
stage; in other words, the recommendations consider successful situations
observed in the shrimp chain in other countries. In addition to the main
result of the diagnostic study, programmes that include strategies and
lines of action were validated and enhanced at the dialogue roundtables.”

As noted in chapter II of this volume, the value-chain strengthening
methodology allows for the microanalysis of constraints, along with the
design of specific and targeted strategies for upgrading. For this reason,
the list of strategies and lines of action is presented below to illustrate the
usefulness of the methodology for implementing industrial policies.

1. Programme 1: innovation, good practices
and eco-efficiency

Target public: Input suppliers, shrimp farmers and public support institutions.

One of the most serious threats faced by the value chain stems from
its failure to apply good cultivation, eco-efficiency strategies or biosafety
practices to prevent outbreaks of diseases caused by pathogens (bacteria
and fungi) or invasive species.

Strategy 1: Formulate and implement a biosafety programme and
the application of good aquaculture practices both on the farms and
in the seed-producing laboratories, as agreed upon at the aquaculture
technical roundtable.

Lines of action:

e Formulate a biosafety programme and incorporate good
aquaculture practices with the participation and agreement of
all roundtable participants.

e Coordinate actions in the Aquaculture Chain Programme to
pool efforts and avoid duplication of activities with those that
are ongoing or planned by the Ministry of Agriculture.

® Request technical assistance and support from OIRSA and
OSPESCA.

* Assist and collaborate with the public sector in its control,
verification and inspection functions.

2 On this point, see chapters IT and III of this volume.
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Strategy 2: Improve public-sector capacities (Ministry of Agriculture
and Ministry of the Environment and Natural Resources, and municipalities)
in terms of control, verification and inspection of the fulfilment of minimal
security standards in the maturation laboratories and fish farms.

Lines of action:

Increase investment in infrastructure for the control and
formation of human resources to meet biosafety needs.

Verify that shrimp farmers are implementing protocol-based
sanitary emptying of the tanks after each harvest.

Verify that the shrimp farmers, irrespective of their cultivation
system, use laboratory- produced seeds and prohibit the use of
seed captured in the natural environment.

Undertake inspections to ensure that shrimp farmers use a
pumping system to fill the tanks that makes it possible to filter
the water and prevent the entry of extraneous organisms from
the natural environment.

Verify that shrimp farmers do not engage in bad management

practices that compromise the eco-efficiency of their cultivations
and their biosafety.

Strategy 3: Strengthen the capacities of the Livestock Directorate of the
Ministry of Agriculture, the Directorate-General of Fishery and Aquaculture
Development and the Ministry of the Environment and Natural Resources
in terms of prevention, diagnosis and control of diseases, to minimize the
risk of pathogens and invasive species entering the cultivation systems.

Lines of action:

Systemize information on epidemiological threats.

Develop a pathogen-monitoring system for the cultivations.
Construct an early-warning system against potential threats of
environmental pollution or the emergence of new pathogenic threats.
Create management and training instruments for chain
participants with an internal verification format for the larvae-
producing laboratories, a health management plan for shrimp
farmers and a transport protocol for the intermediaries.

Strategy 4: Prepare an eco-efficient management proposal to
promote the planned use of inputs, improve the profitability of cultivations
and reduce environmental impacts, incorporating business-profitability
and socioenvironmental-sustainability criteria.

Lines of action:

Analyse the quality of inputs used in fish farming with the aim
of evaluating their economic and environmental performance in
the chain.
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*  Specify minimal contents for preparing the input eco-efficiency plan.

® Assist each cooperative in hiring a professional with specific
experience (engineer and biologist or an aquaculture technical
expert, among others) to provide technical assistance to
producers and control the cultivation areas.

Strategy 5: Create a research and technology centre capable of
serving the entire aquaculture and fisheries sector, including a line of work
on research and sustainable development of shrimp aquaculture, focused
on the innovation of production systems, to the benefit of producers,
consumers and the environment.

Lines of action:

* Define the centre’s governance and financing model through
dialogue between the government and private sector.

*  Define the activities and services that the centre could develop,
either on its own initiative or in response to demand.

¢ Include the following in the centre’s main functions:

— Analyse and systemize market information to ensure the
centre’s activities and services help strengthen the chain and
the sectors.

— Foster links with networks of research centres to strengthen
the exchange of information, knowledge and processes, and
with academia, including internships and research activities
by academics working on issues that are relevant to the sector.

— Create a network of specialists from various disciplines to
promote the sector’s growth and development, based on
programmes of information and formation of technology
transfers for aquaculture operators and fishing communities,
other workers and technical personnel.

— Design and apply sector-level research plans focused on the
genetic improvement of the most important species such as
shrimp and tilapia.

— Participate in the design of technical standards for
aquaculture and fishing activities.

2. Programme 2: quality and safety in the chain

Target public: Processors (if they work with local production) together
with farm gate intermediaries, transporters, wholesale and retail traders,
final consumers and public support institutions.

The lack of quality and safety in the value chain could be considered
a basic systemic constraint. An integrated response is needed which
encompasses all links and improves articulations among the participants.
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Strategy 6: Raise awareness among chain participants on importance of
conserving the quality and safety of shrimp cultivated and sold at the farm gate.

Lines of action:

¢ Hold training workshops for chain participants to raise
awareness of the importance of conserving quality and safety
throughout the product life cycle.

e Encourage actions to promote quality services for the value
chain to increase the competitiveness of shrimp farmers.

e Restructure “La Tiendona” to improve supply, conservation and
sale conditions.

Strategy 7: Propose to the El Salvador National Quality Council
(CNC) the generation of technical standards in line with international
requirements, and prepare a system for shrimp farming.

Lines of action:

* Create technical standards to regulate shrimp production,
processing and marketing.

¢ Createa certification system for chain participants making it possible
to enhance the quality of shrimp produced and, where possible,
promote participation by Salvadoran service MSMEs in that system.

¢ Formulate a shrimp aquaculture traceability programme, which
encompasses the chain’s entire production cycle.

* Set up and aquaculture quality laboratory that is capable of
providing services and technical assistance to the entire sector.

Strategy 8: Create the “El Salvador Shrimp” brand, based on certification
of its origin and the production processes undertaken in the farms.

Lines of action:

¢ Create and disseminate the “El Salvador Shrimp” brand using a
participatory process.

* Design a logo and develop easily identifiable slogans to
distinguish the brand in the market.

e Identify a public- and private-sector group consisting of
professionals who design, coordinate and supervise the
development of domestic and external communication aimed at
nurturing the reputation of the brand.

3. Programme 3: combat shrimp contraband

Target public: Public support institutions.

Contraband inputs (equipment and materials, often produced on an
informal basis) and shrimps constitute de facto unfair competition for local
production.
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Strategy 9: Design and apply, on a coordinated basis, a national plan
for preventing and combating contraband.

Lines of action:

Design a national plan for preventing and combating
contraband that can be articulated with other existing Central
American plans and, in particular, with Honduras, the country
from which a large volume of contraband shrimp arriving in
El Salvador apparently originates. This plan should include
coordination with the General Customs Directorate, the Civil
National Police, the Navy, the Ministry of Health and municipal
governments, among other actors.

Prepare work, training and awareness strategies targeting
workers in processing plants, along with local traders and
consumers, on the health risks and harmful economic effects
caused by trade in contraband shrimp.

Increase the number of, and provide training to, control
agents assigned to the country’s border areas, roads, ports and
strategic beaches, on the standards and procedures stipulated
to prevent contraband shrimp trade

4. Programme 4: marketing and intermediation
in the chain

Target public: Farm gate intermediaries and traders.

Farm gate intermediaries are traders that purchase shrimp from
the producers. They are a key participants in terms of price setting and
post-harvest production management.

Strategy 10: Improve conditions for handling and transporting
the shrimp from harvest to sale, fulfilling safety and quality standards
during the process.

Lines of action:

Create a programme of good shrimp handling practices for
farm gate intermediaries and other traders.

Inculcate in traders the importance of fulfilling sanitary
and phytosanitary standards for handling fish and seafood
products, both during transport of the merchandise and in its
display for sale. Design strategies to verify fulfilment of the
standards and apply sanctions as necessary.

Increase the number of intermediaries that use flake ice and
refrigerated trucks (thermoking); otherwise, at minimum,
expand the use of pre-chilled isothermal boxes loaded with ice
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in blocks, which has been crushed with thoroughly disinfected
implements.

Construct in a strategic zone agreed upon with the shrimp
farmers, a flake ice plant and a cold store to maintain stocks
of shrimp throughout the year, based on coordination between
the public and private sectors.

Evaluate the feasibility of using alternative energy sources
for the operation of the supply centres, ice plants and sales
outlets for fish and seafood products, to reduce production,
processing and marketing costs, and to ensure the maintenance
of the cold chain.

Strategy 11: Generate a pricing information system to make the
information of the intermediation chain more transparent, and obtain fair
prices for producers and traders.

Lines of action:

Design a software program that makes it possible to track the
pricing cycle. Information and communication technologies,
specifically mobile phones, could help shrimp farmers gain access
to current prices on the domestic and international market.

Use mobile phones and other complementary media for
disseminating of prices, to inform shrimp farmers and other
chain participants of the formation of prices on the national and
international market.

5. Programme 5: chain governance

Target public: Public support institutions and shrimp farmers.

Improve the governance of the chain based on training interventions
using new technologies, and new forms of coordination and interagency
networking.

Strategy 12: Train shrimp farmers on the business development
and management based on new information and communication
technologies.

Lines of action:

Formulate an interdisciplinary training programme to create
and strengthen skills among participants in the production,
processing and marketing links.

Strengthen cooperatives in terms of business management and
promote the use of information and communication technologies
to contribute to the economic planning of production.
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Create a mobile service that supports the activities of shrimp
farmers, sending them weather information, specific market data
with emphasis on price setting, and information on good shrimp
cultivation and handling practices, based on text messages.?

Institutionalize a market intelligence scheme to obtain
information on trends in the shrimp trade nationally, regionally,
and worldwide, to make the most of the competitive advantages
and react on a timely basis to changes that threaten the
development of the activity.

In conjunction with BANDESAL, design strategies to make
it easier for shrimp farmers and transporters to access formal
credit, and to analyse other sources of financing alternatives
that have proven successful with aquaculture, fishery and/or
aquaculture producers.

Strategy 13: Provide incentives for dialogue, coordination of the
public and private sectors, and network operations, by incorporating
new strategic partners another support institutions that have not yet
become involved.

Lines of action:

Upgrade the role of the Aquaculture Technical Roundtable,
to improve dialogue and the coordination of actions of all
chain participants. Inclusion of the Ministry of the Economy
is important, given its capacities in the shrimp chain and
experience of managing public- and private-sector spaces
in other areas of the Salvadoran economy. Incorporate other
support institutions from the national government, as the
group deems necessary.

Design a register system for shrimp farmers, along with
evaluation mechanisms that make it possible to measure the
results of policy tools in terms of strengthening capacities and in
actions financed to overcome constraints.

Forge partnerships with other institutions or support organizations
for the sector, such as OSPESCA, OIRSA, FAO, INFOPESCA, the
Aquaculture Network of the Americas, and the Global Aquaculture
Alliance, among others.

6. Costs, timeframe and impact of the strategies

Figure IV.3 illustrates an analytical tool for prioritizing the implementation
of the strategies designed in accordance with their relative cost, timeframe

2 The “MasAgro Mévil” system applied in Mexico by the CIMMYT, is an example of this.
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and impact. This input aims to provide guidance to facilitate decision-
making, in accordance with the political will, natural resources and
timeframes available. Initially, this figure was prepared by the authors
in conjunction with public officials related to the chain; and it was later
presented at the second roundtable, for enhancement and adaptation by
chain participants, according to their needs and knowledge.

Figure IV.3
Matrix of relative costs, implementation time and impact
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Source: Prepared by the author.

Note:

Strategy 1: Biosafety programme for farms and seed-production laboratories, agreed upon at the
Aquaculture Technical Roundtable.

Strategy 2: Improve public sector capacities in terms of control, verification and inspection of the fulfilment
of safety standards in maturation laboratories and in shrimp farms.

Strategy 3: Strengthen capacities for the prevention, diagnosis and control of diseases caused by the
introduction of pathogens and invasive species.

Strategy 4: Proposal for eco-efficient management that promotes the planned use of inputs improves the
profitability of the cultivations and reduces environmental impacts.

Strategy 5: Create an Aquaculture Research and Technology Centre.

Strategy 6: Raise awareness among chain participants of the importance of conserving the quality and
safety of shrimp farmed and sold at farm gate.

Strategy 7: Propose to the El Salvador National Quality Council the generation of technical standards
aligned with international requirements, and prepare a quality system for shrimp farming.

Strategy 8: Create an El Salvador shrimp brand.

Strategy 9: National plan to prevent and combat shrimp contraband.

Strategy 10: Improve shrimp handling and transporting conditions.

Strategy 11: Price information system.

Strategy 12: Train shrimp farmers in business development and management.

Strategy 13: Dialogue and coordination of public and private actors and network activities with new
strategic partners.
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M. Conclusions

The process through which ECLAC has provided support to strengthen
the shrimp aquaculture chain in El Salvador reflects the importance of the
approach designed as a tool of inclusive industrial policy.

The private support which this process also received suggests that
a fundamental strategy for designing an innovative production policy
requires the public sector to convene discussion, and forge agreement on
industrial-policy issues.

The results obtained in this value chain, and the ongoing work of the
Ministry of Economy show that the diagnostic assessment and strategies
proposed have become major inputs for the design of public policies.
Under the El Salvador Productive Development Fund (FONDEPRO), four
projects have been financed to enable shrimp farmers to create their own
centres and start shrimp processing in a plant located in the country’s
marine coastal zone. The Ministry of Economy is currently also preparing
a project to present to international co-operation with the aim of improving
systems of conservation and cold transportation, involving the acquisition
of refrigerated trucks (thermoking). On quality issues, this Ministry is
expected to request technical assistance from German cooperation to
improve quality infrastructure throughout the chain.

One of the concerns is access to credit and alternative forms of
financing, suited to various factors: the dynamic of the sector; territorial
development based on the articulation of cooperatives present in the
producing zones; and relations with strategic innovation factors and
the development of skills and abilities; the services infrastructure, and
social responsibility of private stakeholders vis-a-vis domestic and
international consumers.

Apart from the strategies and lines of action proposed and
described in this chapter, it is essential to have commitment and support
from all participants in the chain, in both the public and private sectors,
so that the constraints currently faced by the chain can be overcome
jointly and on a consensual basis. Such agreements should also enable
shrimp farmers to become self-sustainable, by developing responsible
aquaculture production systems and achieving higher rates of
profitability, with intermediaries transporting quality shrimp in hygienic
and safe conditions, and consumers able to obtain a quality product at a
fair price.
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Chapter V

The synthetic fibre-sports apparel
value chain in El Salvador

Bruno Antunes and Claudia Monge

A. Introduction

The synthetic fibre-sports apparel value chain operates in the garment and
textile sectors, which have historically been very important for El Salvador.
This value chain stands out because of product differentiation and the
effort made by its participants to shift to a higher-value-added full-package
approach. This value chain, which is highly external-market oriented, has
developed in an environment that has benefited from proximity to the United
States (its main market) and the provisions of the Dominican Republic-Central
America-United States Free Trade Agreement (DR-CAFTA).

Both sectors have seen exports trend up between 2008 and 2012,
but this value chain’s export performance is facing a major challenge
in the form of the potential expansion of the Trans-Pacific Partnership
(TPP) and currency appreciation against the United States dollar. In this
setting, El Salvador needs to continue to strengthen this value chain and
its export capacity.

This chapter sets out the results of applying the methodology for
strengthening value chains, as described in chapter II, in order to increase
value added, facilitate access to customers and markets, build on and
enhance the cluster’s potential to the fullest and, in particular, incorporate
small and medium-sized enterprises (SMEs) into the value chain activities.
SME insertion strengthens the ties between export performance and a
country’s economic growth, in addition to having a positive impact on
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employment generation and on reducing structural heterogeneity in the
economy (ECLAC, 2010b).

The first part of this chapter examines constraints and
opportunities, not only those in each activity in the value chain but
also those that impact the performance of the value chain as a whole!
Based on this diagnostic study, the second part describes production
development strategies and policies aimed at overcoming constraints
and capitalizing on opportunities. The proposals put forth emerged from
dialogue roundtables? and exchanges of views with public and private
sector counterparts and with experts from ECLAC. It is also based on
best practice analysis of experiences in other countries where the context
is comparable.

B. Diagnostic study

The analysis set out herein is the outcome of technical collaboration
between the Ministry of Economy of El Salvador (MINEC), the Salvadoran
Association of Industrialists (ASI) and ECLAC subregional headquarters
in Mexico. It responds to the interest of the Government of El Salvador in
strengthening its industrial policy and substantially improving selected
value chains.

The synthetic fibre-sports apparel value chain was chosen because
of its significant contribution to national development objectives defined
by the Ministry of Economy of El Salvador: growing exports, boosting
value added and creating jobs.

According to information from the most recent economic census
results available, the textile and apparel sectors account for some 25%
of El Salvador’s industrial value added and more than half of paid
manufacturing jobs (DIGESTYC, 2005a). Within these sectors, synthetic
fibre product sales have surged in recent years, exhibiting high growth
rates. The synthetic fibre-sports apparel value chain is of particular interest
because the value added of its products tends to be higher than that of
other textile and garment value chains.

1. Description of the value chain

After the old system of textiles and clothing quotas under the Multifibre
Arrangement was liberalized in 2005 and following full implementation of
the World Trade Organization (WTO) Agreement on Textiles and Clothing
(ATC), the textiles and apparel industry in the countries of Central

! See Antunes and Monge (2013) for a detailed description of the diagnosis of this value chain.
2 Chapter III explains the organization of dialogue roundtables.
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America, and of Latin America in general, saw a sharp decline in exports
to the United States market. This was due mainly to the cost advantages
offered by some countries in other regions, especially China.

As a result, China’s share of textile imports by the United States
climbed steadily, turning China into the main supplier of textile and
garment products. The Central American countries sought to consolidate a
vertical integration strategy and shift from simple garment manufacturing
activities to an integrated (full-package) industry encompassing spinning
mills to advanced garment manufacture. The idea was to set the industry
apart from its competitors, including some Asian countries, and move
beyond traditional maquila activities.

These efforts on the part of the Central American countries were
boosted by the signing and entry into force of DR-CAFTA, which granted
favourable access to the United States market, including preferential
tariff treatment and “yarn forward” rules of origin. Under these rules,
clothing manufactured with fabric made with yarn produced in any of
the countries of Central America or the Dominican Republic now has
duty-free access to the United States market. Furthermore, the allowable
percentage of non-originating materials (those from third countries)
used in products that can be traded within the framework of the treaty
was raised from 7% to 10%. There is also a short-supply list that allows
garments listed in chapters 61, 62 and 63 of the Harmonized System
to incorporate textile components that, regardless of their origin, the
DR-CAFTA signatory countries cannot produce, keeping the tariff
benefits under the treaty (MINEC, n.d.).

In this context, reconversion of the industry in order to offer a
full package was complemented by implementation of just-in-time?
and speed to market' manufacturing practices for fashion-sensitive
and seasonal items. It was also complemented by improved business
management and changes in some production processes. These
strategies, combined with a drive to attract investment in the first links
of the chain (production of yarn and fabric), enabled the development
of a cluster of synthetic fibre goods producers in El Salvador. Their
operations are concentrated in the central and western areas of the
country, mainly in the departments of La Libertad and San Salvador;
some companies are located in the departments of Santa Ana in the
west and La Paz in the central area (see map V.1).

3 The term “just in time” refers to a system to meet actual demand from clients instead of
expected demand, which reduces the cost of carrying inventories.

*  The expression “speed to market” refers to the time between receipt of the order by the
supplier and delivery to the client and, where applicable, delivery to the retail sale unit.
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Map V.1
El Salvador: geographical distribution of companies in the main
production activities of the synthetic fibre cluster, 2011
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and map of Central America http://slideshop.com/PowerPoint-Central-America [online].

The first investments in this value chain were in CS Central America
(Korean-owned), which produces textured nylon and polyester yarn, and
in George C. Moore (United States-owned), which specializes in elastics
and stretch fabrics. Both have been operating in El Salvador since 2006.
The former made an initial investment of US$ 6 million, and another of
US$ 40 million in May 2012. Several other companies set up operations
in 2006: Korean-owned Youngone, specializing in winter clothing and
sports apparel under the Patagonia, Timberland, Dillard’s and The North
Face brands, among others; and Swiss-owned Swisstex El Salvador, which
dyes and finishes high-quality knitted fabrics for clients such as Puma,
Reebok, Adidas, Under Armour and New Balance.

Brazilian-owned Pettenati Centro América (Brazil’s most important
textile firm, producing synthetic circular knitted fabrics) started up operations
in 2008. Among its clients are well-known brands such as Nike, Puma, Adidas,
Reebok and Land’s End. Pettenati Centro América’s initial US$ 50 million
investment in El Salvador bolstered the operations of related companies
manufacturing yarn and accessories that already had facilities there. It
also increased the draw for new investment in related areas of synthetic
fibre value chains (such as the production of yarn, fabric, accessories and
garments). This company’s investment in El Salvador thus helped to
consolidate the industry’s conversion from simple transformation activities
with few linkages to a cluster with high potential.
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In 2009, two textile industry entrepreneurs partnered to turn
Textile Opico SA de CV (already operating in El Salvador) into TexOps,
a knitted garment manufacturer with world-class clients such as Nike,
Adidas, Under Armour, Levi’s, GAP, Reebok, Soffe, Dallas Cowboys,
Dick’s Sporting Goods and Academy Sports. In 2010, Unifi Central
America (United States-owned) began operating in El Salvador,
supplying multifilament polyester and textured nylon yarns to the
synthetic fibre cluster in El Salvador and the rest of the region. Other
investments were in Apparel Production Services and ProDept, both
United States-owned.

Together, these companies make up the synthetic fibre cluster,
grouping more than 25 firms that operate in different production and
support activities. According to the National Investment Office of the
Ministry of Economy of El Salvador, these companies have invested
US$ 170 million since 2006 and more than US$ 25 million in new
investments have already been announced.

El Salvador’s synthetic fibre cluster groups sports apparel
manufacturers in the synthetic fibre-sports apparel value chain, as well as
companies that produce other types of products, such as winter clothing.’
Be that as it may, this value chain is not a subgroup of the synthetic fibre
cluster. It has intersectoral characteristics with activities, including the
provision of support services, which do not fall into that cluster.

In El Salvador, this value chain begins with manufacturing yarn,
mainly from polyester and polyamide polymers such as nylon (an
intermediate industrial product made by extrusion® and texturing’). In
El Salvador, the raw materials (thermoplastic polyester and polyethylene
terephthalate or PET) are imported from the United States and Asian
countries such as China. This is because the local supply is quite limited
and does not meet the required quality, purity and cleanness standards.
Manufacturing synthetic fibre yarns for the domestic market and for
export requires chemicals and other inputs as well.

The raw material for synthetic-fibre fabric for the domestic
market and for export is domestic or imported yarn. In El Salvador, this
intermediate activity specializes in manufacturing synthetic circular
knitted and warp knitted stretch fabrics with blends of Spandex, nylon
and polyester. Processing is in keeping with the characteristics of the

> For reasons related to data availability, the information set out herein is for the synthetic fibre

cluster or the synthetic fibre-sports apparel value chain, as indicated throughout the chapter.
Extrusion is an automated manufacturing process consisting of heat-melting and pumping
polymers to obtain a continuous filament or polyester partially oriented yarn (POY) that is
subsequently textured.

Extruded POY is heat-set and mechanically false-twisted. Texturing is a process that
changes the surface structure of continuous-filament yarns to give them a looped look
and add bulk, softness and pliability.
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yarns used, the methods followed and the machinery used, as well as
specifications for application and finishing of the final product. Most of
these products are for making clothing, while a significant proportion is
sold to the footwear sector and other industries that use textiles, such as
the automotive industry. On the domestic market, the textile sector is very
closely linked to the apparel industry.

The garment-making activities at the end of the synthetic fibre-sports
apparel value chain feature labour-intensive processes, including
pre-production (product development), production (planning, computerized
pattern cutting), laboratory tests (quality control), printing (screen printing),
pre-assembly, assembly and finishing (accessories and other items). These
activities use fabrics and other components and accessories to produce
apparel intended mainly for export, especially to the United States, although
they are sold on the domestic market as well (see diagram V.1).

Diagram V.1
El Salvador: major links to the main production activities
in the synthetic fibre-sports apparel value chain
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The synthetic fibre-sports apparel value chain produces differentiated
articles that compete in higher-value-added segments. Companies in
the sports apparel manufacturing activities in El Salvador have already
incorporated printing and graphic art design, which account for part of the
value-added of design activities. But defining the functional characteristics
of the products (which are also a component of the high value-added of
design) is still in the hands of the major international brands.

According to the methodology applied in the ECLAC-German
Agency for International Cooperation (GIZ) project, support services are,
in addition to the main production activities (manufacturing yarn, fabric
and apparel), a central part of the value chain and can be key factors for
competitiveness. The diagnostic study highlights some cross-cutting
services, including public services, education and training, support for
innovation, energy supply, transport and distribution and environmental
services. A number of these services were taken into account in mapping
the value chain because they are related to some of the constraints and
strategies identified in this chapter.

With regard to the distribution of companies along the production
activities in the synthetic fibre cluster, the majority (54%) are in garment
manufacturing activities; 19% are in fabric manufacturing. Some 12% and 15%,
respectively, are in yarn and accessories manufacturing. This distribution is in
line with the typical use of production factors in each of these activities. Yarn
and fabric manufacturing, which are capital-intensive because they require
substantial investment in machinery and equipment, are characterized
by entry barriers. In contrast, garment-making is not capital-intensive,
thus allowing the entry of more companies with smaller investments and
encouraging the participation of domestic entrepreneurs and SMEs.

The concentration of garment-making companies is even more
marked when looking at the total for the country, which includes the
synthetic fibre cluster described in the preceding paragraph, as well as
the other subsectors. In El Salvador’s textile sector, the number of yarn
manufacturing companies decreased between 2005 and 2011 while the
number of textile producers rose. Garment-makers have seen robust
growth; they are mostly microenterprises (DIGESTYC, 2005b and 2011) that
in many cases are still informal (see table V.1). The garment manufacturing
sector accounts for a far higher proportion of jobs than the textile sector,
although between 2007 and 2012 the number of workers declined in
garment-manufacturing enterprises and increased in textile sector
enterprises (see figure V.1). The shrinking employment figures in garment
manufacturing activities could also be associated with an increase in the
number of microenterprises, where the proportion of informal jobs is
higher than at larger companies.
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Table V.1
El Salvador: number of enterprises by category, 2005 and 2011 @

Small Medium-sized Large

Total Microenterprises . . f
enterprises enterprises companies

2005 2011 2005 2011 2005 2011 2005 2011 2005 2011

Yarn 9 2 1 0 2 0 1 1 5 1
Fabric 8 13 2 6 0 2 0 1 6 4
Garments 231 610 75 503 35 44 12 9 109 54

Source: Prepared by the authors, on the basis of Department of Statistics and Census (DIGESTYC)/
Ministry of Economy of El Salvador, Directory of economic units 2011-2012, San Salvador, 2011.
@ Classed according to number of employees.

Figure V.1
El Salvador: employment in the textile and apparel sectors, 2007-2012
(Number of jobs)
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Source: Prepared by the authors, on the basis of data from the Salvadoran Social Security Institute (ISSS).

Nominal wages rose in both sectors over the same period, by about
20%inthe textileindustry and about 30% in the apparel sector (see figure V.2).
Notably, efforts to develop the participants of this value chain, along with
subsequent job creation, have a positive impact on employment according
to gender. In yarn and apparel manufacturing activities, female employees
account for as much as 60%; in the fabric manufacturing activities the
tigure is around 50%.
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Figure V.2
El Salvador: average monthly wages in the textile
and apparel sectors, 2007-2012
(Dollars)
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Activities in the value chain, from manufacturing synthetic
yarn to garment-making, are subject to the free trade zone and inward
processing regime. Recent updates of pertinent legislation have brought
compliance with WTO provisions and imparted clarity to all economic
agents as to the rules that apply to this crucial issue for this value chain’s
competiveness. The regime grants, among other things, exemptions
from income and municipal taxes. The exemption period is longer for
activities outside the metropolitan area, in order to encourage regional
development. Moreover, companies must meet certain conditions
relating to amounts invested and number of permanent jobs.

El Salvador also has finance mechanisms for development including
funding for the manufacturing sector and guarantees for production
activities, namely in working capital, capital formation, innovation,
technology development, environmental retrofit and certification. The
Ministry of Economy operates a production development fund designed
to provide non-reimbursable cofinancing to micro, small and medium-
sized enterprises (MSMEs) for quality, productivity, cleaner production,
innovation and technology, production chains and partnerships, market
development and entrepreneurship. A number of the economic agents in the
synthetic fibre-sports apparel value chain are companies that have already
attained a certain scale of production, because of their specialization and
application of the technology required for manufacturing the differentiated
products in the value chain. Their links to international parent companies
are also relevant in this regard. Such enterprises have access to financing
from international banks and through their parent companies.
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2. Innovation

Companies in El Salvador’s value chain compete on quality and, to a lesser
extent, on price. The competitiveness of the value chain’s participants
is linked not only to the permanent quest for operational efficiency, but
also to constant product evolution. The latter is essential to maintain
product differentiation, satisfy and anticipate constant and growing client
demands, and sometimes create new needs.

Economic agents need conditions that allow them to continue
working towards product innovation. Moreover, in the sports apparel
manufacturing activities the development of products with new
functional and physical features, including look and feel, could be crucial
in that it might help El Salvador attract an activity that generates high
value added and is at present the preserve of major international sports
apparel brands. This could also lead to the creation of high value-added
proprietary brands. Innovation efforts can provide access to new market
niches where competitiveness does not depend so much on scale or cost.
This is essential for El Salvador’s textile and apparel sectors.

Implementing a strategy for boosting product innovation efforts,
under the innovation systems model, requires four components that are
linked to each other and interact in the context of a particular institutional
framework: business, government, academia and research centres and
other institutions (Padilla Pérez, 2013).

In the case of El Salvador, companies that manufacture yarn or fabric
follow heterogeneous strategies for new product development. There are
companies that have defined, measurable goals for testing products with
new features. Others seek to do so, albeit in a less structured manner. A
number of them have benefited from investments in their parent companies
targeting this kind of innovation. Apparel manufacturing companies
engage in graphic design for apparel printing but tend to not handle the
development of products with new functional features. Yarn and fabric
manufacturers usually work closely with their suppliers and customers on
creating new products. Fabric manufacturers also work directly with major
international sports apparel brands in order to continue to develop products
with the features that the apparel manufacturers need. Companies in these
activities have not identified opportunities to work with their competitors in
El Salvador —that is, companies operating in the same activities in the value
chain— in order to develop products with added features.

The government can contribute to the promotion of science, technology
and innovation, either by financing and coordinating relevant activities or
by building institutions, laws and policies related to these matters (Padilla
Pérez, 2013). Among the government measures already taken are the
National Strategic Plan for Innovation, Science and Technology, intellectual
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property protection laws and agencies and regional science, technology
and innovation incentive programmes. There are also non-reimbursable
cofinancing mechanisms, as well as guarantees for innovation-oriented
investments. El Salvador also has a legal framework providing incentives
for the private sector to participate in research activities, provided they are
carried out in free trade zones (El Salvador, 2013).

Academia is working with businesses on education in areas relevant
to the value chain activities. Trade associations in the sector, such as the
Chamber of the Textile, Clothing and Free Zones of El Salvador (CAMTEX)
promote the development of know-how, for which it also draws on
specialized consultancies.

Measures have been taken (and should be stepped up) to align the
efforts of businesses, government, academia and other institutions, thus
strengthening the innovation systems model and promoing the development
of new processes and products with potential for greater value added.
Strategies to foster innovation are not sufficiently linked to training, metrology,
laboratory testing, quality control and management and certification services.
The organization of the synthetic fibre-sports apparel value chain according
to a production cluster model with good, albeit heterogeneous, linkages
between businesses and ongoing product development activities, is a good
starting point for the coordination efforts that are necessary.

3. Education and training

Proper human resources preparedness is reflected in product quality
because it makes for differentiated products that then gain acceptance in
markets like the United States. And a quality labour force can lower the
cost of inefficient operations.

In the yarn and apparel production activities (which are capital- and
machinery-intensive), specialized personnel can account for more than 20% of
the total number of workers. These employees should have higher or technical
education in mechanics, chemistry, industrial engineering, electrical and
other areas. In the garment-making activities (which is labour-intensive)
this need is smaller. But bringing product graphic design and patternmaking
into these activities in accordance with the specialization and differentiation
described above, pushes the proportion of specialized personnel up to
more than 10% of the total workforce. They should have higher or technical
education in graphic arts, patternmaking or industrial engineering.

The supply of people with a higher education is regarded as
sufficient to meet the value chain’s needs, but businesses agree that it is
difficult to find workers with specialized non-post-secondary technical
education. Owing to the distinctive characteristics of the chain, this is
compounded by the difficulty of finding people with specific expertise in
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this area, leading companies to make additional investments in employee
training through continuing education, on-the-job training or training
provided by the parent company.

As to the challenge that the shortage of workers with specialized non-
post-secondary technical education poses for businesses, the Ministry of
Education has developed the MEGATEC education model for phased technical
and technological learning. Programme participants may choose to combine
two levels of education in their studies: mid-level technical training (requiring
part of the number of years of study) and complete higher education (up to
the total number of years). The flexibility to obtain a recognized mid-level
technical qualification, by completing part of the number of years of study,
reflects a strategy to create jobs, increase productivity and improve social
conditions. Implementation is coordinated with the private sector to ensure
that the curriculum effectively leads to professional labour-market insertion.
One of the educational establishments following this phased education model
is the Specialized School of Engineering (ITCA-FEPADE), which provides
training in facilities located close to those of companies in the synthetic fiber
cluster and has successfully established links with some of them. MEGATEC
has not overcome all of the difficulties that businesses face in hiring workers
with specialized mid-level studies, but it should be assessed and strengthened
with a view to expanding its reach.

The Chamber of the Textile, Clothing and Free Zones of El
Salvador (CAMTEX) and the Salvadoran Training Institute (INSAFORP)
offer training programmes in areas that are relevant for the value chain
activities. The design of these programmes hinges not only on an up-
front analysis of the needs and problems of the activities the training
addresses, but also on the analysis of current trends in processes and
potential areas for improvement in business competitiveness. CAMTEX
participates in needs assessment, while INSAFORP develops programmes
of study whose courses are taught by specialists from a number of
institutions. Training programmes in dyeing, colourimetry and garment-
making, including patternmaking, are already in the works. Training in
business management, official procedures and formalities, production
and maintenance techniques, quality, product development and water
treatment, among others, is up and running.

Businesses have welcomed these training activities, confirming that
they are a good fit with their operations and that there is a need to bolster
employee training. Be that as it may, the synthetic fibre-sports apparel
value chain has not made full use of INSAFORP services, perhaps because
the time INSAFORP requires to assess needs and to develop programmes
makes it more expeditious to send workers for training outside El Salvador.
In addition, there are not enough education and training programmes to
put all workers in a position to perform well in the value chain activities.
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4, Energy

Yarn and fabric manufacturing is electrical energy-intensive while the
sports apparel manufacturing subsector is less so. Nevertheless, because
the activities in the value chain are so close together, the cost of electric
power is a key factor for all the economic agents in the value chain. This
calls for looking at costs and identifying ways to optimize them.

Energy consumption, mainly in the transformation of raw
materials for manufacturing yarn, accounted for 60% of costs in 2012. The
percentage is much lower in yarn texturing (about 11% of the total in 2012),
in fabric manufacturing (approximately 14%) and in garment-making
(12%) because their production processes are more labour-intensive and
less machinery-intensive.

Electricity accounts for such a high portion of the cost structure of
the synthetic fibre-sports apparel value chain not only because companies
operate on a full-package model and invest heavily in automated processes,
which require substantial equipment and machinery, but also because of
the price of electricity in El Salvador. Industrial electricity tariffs increased
between 2007 and 2012, from about 10 US cents per kWh to close to 20 US cents
per kWh (see figure V.3) (ECLAC, 2010a, 2011a, 2012).

Figure V.3
El Salvador: industrial electricity tariffs, 2007-2012°
(US cents/kWh)
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Source: Prepared by the authors, on the basis of Economic Commission for Latin America and the
Caribbean (ECLAC), Centroamérica: estadisticas del subsector eléctrico, 2011 (LC/MEX/L.1088),
Mexico City, ECLAC subregional headquarters in Mexico, December 2012; Centroamérica:
estadisticas del subsector eléctrico, 2010 (LC/MEX/L.1039), Mexico City, ECLAC subregional
headquarters in Mexico, October 2011; Centroamérica: Estadisticas del subsector eléctrico, 2009
(LC/MEX/L.976), Mexico City, ECLAC subregional headquarters in Mexico, November 2010.

2 Tariffs as of 30 June of each year.
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The comparative analysis of industrial electricity tariffs in the
countries of Central America does not indicate that El Salvador is in a
clearly unfavourable position (see figure V.4). However, the rising price
of electricity in recent years, and the fact that electricity costs make
up a significant portion of the cost structure of companies in yarn and
fabric manufacturing activities, highlight the importance of recognizing
energy consumption as one of the key factors for competitiveness of
manufacturing activities in general and of the synthetic fibre-sports
apparel value chain in particular.

Figure V.4
Central America: industrial electricity tariffs as of 30 June 2012
(US cents/kWh)
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15 000 kWh, ' 50000kWh, | 100000kWh, |  930000kWh, ' 1488000 kWh,
41 kW 137 kW 274 kW 2500 kW 4000 kW
Costa Rica — Guatemala == Nicaragua
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Source: Prepared by the authors, on the basis of Economic Commission for Latin America and the
Caribbean (ECLAC), Centroamérica: estadisticas del subsector eléctrico, 2011 (LC/MEX/L.1088),
Mexico City, ECLAC subregional headquarters in Mexico, December 2012; Centroamérica:
estadisticas del subsector eléctrico, 2010 (LC/MEX/L.1039), Mexico City, ECLAC subregional
headquarters in Mexico, October 2011; Centroamérica: Estadisticas del subsector eléctrico, 2009
(LC/MEX/L.976), Mexico City, ECLAC Subregional Headquarters in Mexico, November 2010.

The General Superintendence of Electricity and Telecommunications
(SIGET) reviews and approves tariffs on El Salvador’s regulated market.
Among the factors considered in setting rates are energy production
costs, the price at which generators sell energy, and regulated fees for
transmission, transformation and distribution services. The largest
portion of the cost structure is in generation, so expanding generation
capacity would contribute significantly to reducing its cost. According to
statistics from the National Energy Council (CNE), thermal generation
accounted for 41% of the energy matrix in 2012, followed by hydropower
with 31% and geothermal with 24%. This matrix is not diversified enough
to reduce the risk of price volatility for any given source. Furthermore,
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the sustainability of the system has not been enhanced by incorporating
renewable sources such as solar energy, whose cost of generation has
declined in recent years. A call for tenders to supply an additional 350 MW
is therefore expected this year; bunker fuel may not be used to generate it.
Because of the scale of operations and the sources it will use (natural gas
and coal), the planned new plant will generate energy substantially more
cheaply than the existing thermoelectric power plants. It is important
to realize that three to four years can elapse between tender award and
supplying energy.

Economic actors have not joined forces to make purchases on a larger
scale, which in an unregulated free market could mean greater leverage for
negotiating energy and power prices on the term and spot markets. Besides,
there has been no investment in modernizing load-management systems,
which would make it easier to assess combined demand and contract only
the energy and power needed. As for access to a new supply of electricity,
the major consumers of energy in El Salvador will, in the coming years,
have access to the Regional Electricity Market (MER) through the Central
American Electrical Interconnection System (SIEPAC).

The cost of distribution services can be substantial as well. In
some cases, economic agents can opt for a direct connection to the
high-voltage transmission network (115 kV) and bear the costs that this
entails, namely those relating to substations and transformers. This
alternative is more viable for large companies or medium-sized ones
in close geographical proximity, such as those operating in industrial
parks. In El Salvador, this option is less attractive because of the
transmission network voltage (115 kV) and the lack of sub-transmission
voltage levels to facilitate access.®

Opportunities are being wasted that could be seized if energy
efficiency legislation were enacted. For this reason, the National Energy
Council (CNE), with support from ECLAC, drafted an energy efficiency
bill that is currently in the socialization and discussion stage. The bill
could be submitted to the legislature in the coming months; enactment
would make El Salvador the third Central American country to adopt such
provisions.” Among other points, the bill provides for energy consumption
reduction targets, requires compliance by the public sector and identifies
priority activities, including manufacturing. The legislation will promote
the adoption of energy efficiency plans, whose objectives should include
tracking consumption and setting mandatory reduction targets. According
to the council’s Director of Energy Efficiency, investments designed to
reduce consumption would be eligible for fiscal incentives. The council

8 69 kV in Guatemala and Nicaragua.
®  Costa Rica enacted energy efficiency regulations in 1994; Panama did so in 2012.
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is already promoting training in energy efficiency for businesses and
consultants, who can become certified in order to support implementation
of ISO 50001: 2011 on energy management systems, published by the
International Organization for Standardization (ISO). José Simeén Cafas
Central American University (UCA) launched a course in energy efficiency;
the Salvadoran Association of Industrialists (ASI) provided training in
industrial energy efficiency. The National Energy Council also encourages
the adoption of measures for efficient energy use in the public sector and
the incorporation of energy efficiency criteria in public procurement,
which could have a multiplier effect.

Self-generation of electricity is an option that could be considered
in the context of energy management by economic agents, although it is
generally small in scale and, therefore, can often have a negative return
on investment. According to information provided by the National Energy
Council, there is already a legal framework for these options, and there are
fiscal incentives for the purchase of equipment for self-generation using
renewable sources.

5. Environmental sustainability

Assessment of the interactions between value chain components and the
environment is crucial for designing strategies for managing them. In
turn, managing these interactions enables economic agents to operate
sustainably, not only for the environment but also in terms of competitive
advantages. The environmental benefits from these strategies are clear,
and there is growing awareness that competitiveness can be enhanced
through better interaction with the environment because reduces
vulnerability to the risks associated with resource availability and
price and to the potential costs attributed to the environmental impact
of economic activities. Improving environmental performance can also
facilitate compliance with international standards and the provisions
of some trade agreements. Furthermore, it can mitigate the risk of
environmental emergencies that can also endanger workers and impact
corporate reputation and brand image.

One of the methodologies used for evaluating the interaction between
value chains activities and the environment is to assess their environmental
aspects and impacts, in particular their level of significance. Implementing
this methodology could lead to the conclusion that the synthetic fibre-sports
apparel value chain has relatively well-identified and manageable
environmental impacts (see diagram V.2). The fabric manufacturing
activities can sometimes pose more substantial environmental issues while
many yarn and garment manufacturing processes have impacts that can be
adequately managed.
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Diagram V.2
Environmental aspects of the synthetic fibre-sports
apparel value chain
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Source: Prepared by the authors.

Companies can handle waste management themselves or outsource
it to specialized providers. The value chain is not taking advantage of the
potential benefits of using specialized waste management, treatment and
transport services despite the fact that they can be more cost-efficient (in
terms of investments and operations) and more effective in controlling
environmental impact.

Education and training in this sphere are vital complements to all of
these environmental management measures. The Chamber of the Textile,
Clothing and Free Zones of El Salvador has already organized some activities
in this field, including action focused on micro, small- and medium-
sized enterprises together with the Business Foundation for Social Action
(FUNDEMAS). The Central American University has developed a programme
for environmental management and industrial health and safety.

Owing to the recognized importance of environmental management
and to corporate responsibility concerns, some clients and parent companies
demand that businesses make an effort in this sphere. Many clients and parent
companies are located outside El Salvador. In this regard, the value chain is not
profiting from the benefits it could reap from certification of environmental
management systems in accordance with international standards.

On the one hand, implementing a system that complies with
international standards ensures adoption of robust environmental
management measures. On the other hand, certification of a system pursuant
to an international standard means recognition —also international— of a
company’s environmental performance and may satisfy demanding clients
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and parent companies. Without detracting from other similar instruments,
worth mentioning are the ISO standards, particularly the ISO 14000 family
(that addresses environmental management) and the Bluesign system. The
latter focuses on the textile production and seeks to ensure compliance with
applicable legal provisions, the use of resources in the most productive way
possible and minimizing the use of hazardous inputs in order to protect
health, occupational safety and the environment.

The legal framework necessary for implementing and certifying an
environmental management system defines the applicable environmental
requirements. In El Salvador, the Environment Act regulates environmental
permits and land and water use plans and contains other environmental
provisions (El Salvador, 1998). The Municipal Code includes provisions on the
regulation and development of plans and programmes aimed at the
preservation, restoration and rational use of natural resources (El Salvador, 1986).

Along with recognizing environmental protection incentives under
this legal framework, some economic agents believe that the lead time for
environmental permits impacts their operations. These processes tend
to take at least a month, especially when expanding a facility is involved.
Companies that, because of the nature of their operations, decide to invest in
water treatment plants and need environmental impact studies face an even
more demanding process. Companies may also need permits for importing
chemicals. In these cases, processing may take from one day to a day and a
half, depending on the time of day the invoice is submitted for an import visa.

6. Distribution

Most products in the synthetic fibre-sports apparel value chain are for
export. Any discussion of the distribution process should therefore include
the road transport services that collect products at the facilities of the
companies in the value chain, as well as international transport services
for shipping them on to their final destination.

Road transport is important not only as a part of the distribution
process but also because it creates opportunities for small and medium-
sized enterprises to provide support services. Interviewees reported that
the efficiency and pricing of these services are acceptable and that the road
infrastructure is adequate, making it easier to meet merchandise transport
deadlines. Nevertheless, they noted that boosting competition between
carriers and lowering the cost of insurance (which reflects security
hazards) could drive down the price of these services.

While recognizing the relevance of supply chain security,
interviewees indicated that the top priorities for international transport
have to do with customs formalities (with a particular focus on addressing
efficiency and consistency issues) and border crossings.
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Some of the main concerns raised as to efficiency involve lead times,
red tape and processing capacity, the latter being limited by the resources
available to the Directorate General of Customs (part of the Ministry of
Finance). Companies in the value chain have proposed the creation of a
separate customs service for the textile and apparel sectors similar to the
one in the Dominican Republic, with enhanced capacity allowing for more
efficient procedures. As for lead times, customs formalities took an average
of two and a half hours to three hours in 2012.° This was identified as an
important factor because it limits the ability to take advantage of business
opportunities that require responsive distribution channels. As for the red
tape, some of the issues mentioned were the physical inspections required,
including sample checking and the destruction of defective products.
Samples, because of their very nature, need to be delivered quickly. Still,
interviewees mentioned cases where samples sent by overnight courier
took more than 15 days to reach their destination because of demands
from customs authorities.

Consistent formalities are another concern.” To address these
concerns, the Directorate General of Customs has published a standard
operating procedures manual. Its objectives are avoiding discretionality,
unifying customs criteria and procedures and enhancing credibility and
transparency by disseminating information on the requisite formalities
and documents. Some economic agents indicated that it would be useful to
clarify certain provisions of the manual.

Most Salvadoran products exported to the United States follow
the Atlantic route, leaving from the Puerto Cortés seaport in Honduras
or Santo Tomas de Castilla in Guatemala. Border crossings are therefore
crucial for commercializing the value chain’s products.”?

Steps are being taken to automate and harmonize customs and
border crossings formalities, in order to facilitate trade and competitiveness.
Among them are the one-stop shop for foreign trade operated by
the Central Reserve Bank’s import-export processing centre (CIEX),
the potential creation of authorized economic operators™ and provisions

10" Some people interviewed mentioned that requests for customs services overtime need to
be submitted one day in advance, which is costly. In addition, owing to the nature of the
process, it is impossible to predict when overtime will be needed.

A number of interviewees said they were not familiar with customs procedures and had
therefore requested checklists to follow. Nevertheless, the checklists received do not
include all mandatory requirements, and the information required can vary from one
customs station to another.

There is also a Pacific departure route. The comments related to border crossings also
apply to imports of raw materials.

According to the SAFE Framework of Standards of the World Customs Organization
(WCO), an authorized economic operator is a party involved in the international
movement of goods, in whatever function, who complies with WCO or equivalent supply
chain security standards (WCO, 2007).
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concerning international transit of goods. While automation and
harmonization enhance consistency and create the conditions necessary to
improve efficiency, there has not been sufficient follow-up of some of these
initiatives, especially the one concerning authorized economic operators.

The level of automation that could be achieved by implementing such
measures is limited by processes such as physical inspection of export products
and samples, as well as the destruction of products. However, such constraints
should not be seen as reasons for not progressing in implementation of
the measures. The potential benefits are considerable, and even physical
inspections could be more efficient thanks to trade facilitation measures
concerning ex ante and ex post inspection and institutional coordination.

7. Commercialization

The synthetic fibre-sports apparel value chain is very much external-
market oriented. Eighty per cent of the yarn and fabrics it manufactures
are for export, mainly to Central America. The garment industry is even
more export-oriented: some 95% of its output goes to external markets,
primarily the United States. Exports of products from all of the value
chain’s activities increased between 2005 and 2012. The downswing during
the international crisis impacted garment exports above all, since their
main destination market is the United States, where consumption saw a
sharp contraction. The impact was smaller in the case of yarn and fabric
exports, which tend to target the Central American market (see figure V.5).

Figure V.5
El Salvador: yarn, fabric and garment exports, 2005-2012°
(Thousands of dollars)
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Source: Prepared by the authors, on the basis of information from the Ministry of Economy of El Salvador.
2 Garment exports refer to the lines used by companies that export sports apparel made with artificial or
synthetic fibres.
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The jump in the value of synthetic-fibre sports apparel exports to
the United States, in an environment dominated by competitors in Asia,
enabled El Salvador to maintain a market share of 1.7% to 2.3% during
2005-2012 (see table V.2). The high point was in 2012, when El Salvador
accounted for 2.3% of the exports of these products to the United States,
making it the 11" largest supplier to the latter. That same year, China,
Indonesia and Viet Nam (the three countries with the largest share)
accounted for more than half of synthetic-fibre sports apparel exports to
the United States.

Table V.2
United States: domestic market share of the main exporters
of synthetic-fibre sports apparel, 2005-20122°

(Percentages)

2005 2006 2007 2008 2009 2010 2011 2012
Bangladesh 41 4.4 3.9 4.2 41 41 4.2 3.6
Cambodia 1.6 29 3.3 341 2.7 2.8 3.6 3.6
China 16.0 18.3 23.7 24.8 27.8 29.8 29.3 29.2
El Salvador 1.7 1.8 1.7 1.8 2.0 1.9 1.7 23
Guatemala 2.6 24 2.2 2.5 2.2 2.6 2.7 2.6
Honduras 41 3.7 4.3 4.6 4.7 4.6 4.0 4.3
India 3.4 2.5 1.9 1.7 1.8 1.9 2.7 3.0
Indonesia 9.6 10.6 10.6 10.9 10.6 10.4 9.9 9.6
Jordan 2.2 3.3 3.0 2.9 341 3.0 3.5 3.7
Mexico 14.5 121 10.5 8.9 8.2 7.6 6.6 5.7
Thailand 25 3.1 3.3 3.3 3.1 2.7 2.3 2.3
Viet Nam 4.3 4.8 6.9 9.6 10.6 11.5 11.7 131
Source: Prepared by the authors, on the basis of data from the United States International Trade

Commission.
a Garment exports refer to the lines used by companies that export sports apparel made with artificial or
synthetic fibres.
® Includes the 12 countries with the highest share in 2012.

Accordingly, although the trend for these foreign trade figures has
been positive, exports to the United States are threatened by the potential
expansion of the Trans-Pacific Partnership*, which would allow duty-free
trade between Australia, Brunei Darussalam, Canada, Chile, the United
States, Malaysia, Mexico, New Zealand, Peru, Singapore and Viet Nam. The
agreement includes textiles and apparel. In addition, member countries are
negotiating related issues, such as customs cooperation and rules of origin.
Expanding the agreement to the United States and countries that compete
directly with El Salvador in garment exports, including Malaysia and Viet
Nam, could eat away some of the advantages under the Dominican Republic

1 The 2005 Trans-Pacific Partnership was signed by Brunei Darussalam, Chile, New Zealand
and Singapore.
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—Central America— United States Free Trade Agreement (DR-CAFTA).
Viet Nam has strengthened its industry and become more competitive, so
that even with its products subject to high tariffs (approximately 32%) for
entering the United States market, it still competes on price with Salvadoran
products. Furthermore, expansion of the Trans-Pacific Partnership would
lead to new investments in the textile industry in competing countries and
in boosting their production capacity.

Another factor that could affect Salvadoran exports is movements
of the real exchange rate; its currency is appreciating against the United
States dollar. This would keep El Salvador from taking advantage of
the opportunities offered by appreciation of the Chinese yuan against
the United States dollar, which could indeed benefit Central American
countries that export to the United States.

Salvadoran exports are not well diversified by destination. This
holds a potential risk in that the garment-making sector, which is highly
dependent on the United States market, can be affected by drops in
consumption in the latter, as happened during the international crisis. The
same can happen with yarn and fabric exports, which are concentrated in
the other countries of Central America (see table V.3).

Table V.3
El Salvador: yarn, fabric and garment exports, by destination country, 20122
(Percentages)
Yarn Fabric Sports apparel
Costa Rica 8.5 13.0 0.6
Guatemala 44.0 19.8 0.1
Honduras 25.2 341 1.3
Mexico 5.4 9.2 0.0
Nicaragua 3.0 9.5 0.1
United States 9.0 8.4 94.9
Others 5.0 6.0 3.1

Source: Prepared by the authors, on the basis of information from the Ministry of Economy of El Salvador.
2 Garment exports refer to the lines used by companies that export sports apparel made with artificial or
synthetic fibres.

Export diversification by destination country has many advantages
but it is challenging to achieve. Geographical proximity means that
the current destinations are natural markets and, in addition, some
participants in the value chain feel that there is not enough demand in
other Latin American countries. Moreover, exporting to other markets
entails higher costs. This is compounded by the fact that a number of
companies in the synthetic fibre-sports apparel value chain are part of
multinational groups that assign their subsidiaries certain products and
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markets. This is keeping companies in El Salvador from diversifying their
exports by destination.

Participants in the value chain are making an active effort to
expand their markets and retain existing clients. They therefore see no
need to seek much support from the public services that promote exports,
in particular the Export and Investment Promotion Agency of El Salvador
(PROESA). Beyond ongoing efforts (including market intelligence studies
and participation in trade fairs), there has been no in-depth exploration
of the possibility of creating a country brand for El Salvador’s textile and
apparel products that could serve as an umbrella for products made by the
synthetic fibre-sports apparel value chain.

The connections between recognition of the quality of products and
processes in the value chain and their exports have not been promoted
either, beyond commercialization and country branding. This adds to
the limited use of mechanisms for promoting and recognizing quality
and excellence through implementation of requirement systems based on
international standards and their certification. In fact, on the one hand,
implementing measures in accordance with international standards
would make the economic agents more efficient. On the other hand,
certification of implementation would facilitate international recognition
of compliance with standards issued by ISO and ASTM International
(formerly known as the American Society for Testing and Materials)
(SMEDA, undated) or by counterparts in the textile and garment-making
sectors, whether clients or parent companies. Some companies holding
international trademarks even certify employees of supplier companies so
that they are qualified to rate their products and ensure compliance with
client quality requirements.

Compliance with standards-based requirements (which usually
spreads across a value chain through mechanisms of competition between
agents in the same activity and of involvement of vendors in implementing
the measures needed) is particularly important when most of the products
are for export, as is the case in the synthetic fibre-sports apparel value chain.

Much of the effort to achieve product quality recognition depends
on the availability of accredited metrology and laboratory services. Some
participants of El Salvador’s textile and garment production chains have
their own process quality control labs, but beyond independence issues,
they do not have the accreditations needed to certify textile products.
As a result, some companies usually turn to the textile laboratory in
Guatemala, since it is the closest that is appropriately accredited and is
recognized by the major international brands. Other companies use the
accredited textile laboratories in their parent companies. In El Salvador,
there are no accredited textile laboratories with the equipment, technology
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and expertise needed to do this work in a timely fashion at an acceptable
cost. This forces companies to send their products to other countries.

Constraints posed by the need for quality and excellence recognition are
also a barrier for small and medium-sized enterprises seeking to enter textile
and garment-making value chains. This is particularly true with the synthetic
fibre-sports apparel one because of the additional requirements arising from
specialization, including the requirement that the main garment-making
companies have suppliers approved by the major international brands.

8. Governance and networks

Because this is a buyer-driven chain, the major international brands select
their suppliers in accordance with a set of criteria, including price, quality
and delivery times. For differentiated products, such as high-performance
sports apparel, quality is more important than for other garments. In El
Salvador, there have been instances where garment-makers have proposed
designs and materials to their clients, others where fabric manufacturers
have proposed products to garment-makers and others where yarn
manufacturers have cooperated on development of a given product with
fabric manufacturers. These vertical relationships between clients and
suppliers, as well as geographical proximity among many of the Salvadoran
companies in the value chain, marks El Salvador’s synthetic fibre cluster.

Deepening these connections brings obvious trade advantages and
enhances efficiency by minimizing transaction costs. Having businesses
with solid production and technological capacities across all of the value
chain’s major production activities enables them to turn out products
using inputs from the same cluster, resulting in lower costs. It also
lowers indirect transaction costs, thanks to the exchange of expertise and
information among participants from the different activities.

An increase in the number of providers, by increasing supply along
with the potential impact of competition, would help to enhance cost- and
time-effectiveness across the value chain’s production cycle and thus boost
export competitiveness. With more suppliers it would be possible to better
meet demand and to make production more flexible. These factors are also
taken into account by major international sports apparel brands when deciding
where to place orders for garments each season. This value chain densification
requires companies that provide reliable, high-quality services that can
compete with existing suppliers, a number of which are outside El Salvador.

The search for investment in the value chain is loosely structured.
And the ability to attract new investments and build on existing ones
depends on how effectively the constraints affecting the value chain
(including the cost of electricity) identified in this chapter are addressed.
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An integrated response resulting from a closer relationship between
economic agents in the cluster tends to be more effective for addressing
the constraints identified by the diagnostic study. Such a response can
play a catalytic role in product development efforts, structured innovation
and in the exchange of best quality and excellence practices. It can also
ramp up the scale of operations, thereby helping to increase the supply of
specific education and training, including specialized non-post-secondary
technical education, to respond to the needs of the value chain. It can also
make coordinated power purchasing possible, which in some cases would
significantly reduce the cost of operations.

Outside the networks of the cluster where companies operate, a
number of economic agents have links with their parent companies and, in
some cases, close relationships with major clients in other countries. These
connections can favour not only companies but the whole value chain as
well, in the dissemination of information and in training and expanding
the culture of quality and excellence.

In addition to participating in network activities, trade
associations that support the value chain and some of the country’s
public services could act as facilitators. The synthetic fibre-sports apparel
value chain is not taking full advantage of the potential contribution
of some public services and trade associations to strengthening their
business networks.

9. Incorporation of SMEs

Measures aimed at cluster densification could create opportunities for
SME:s to enter the value chain production activities and to provide support
or knowledge-intensive services that are not subject to capital or scale
requirements and promote the development of differentiated products.

There could also be opportunities for small and medium-sized
garment manufacturers that are not yet part of the synthetic-fibre supply
chain to use this cluster as a good starting point for making other types
of garments. Manufacturing sophisticated products such as sports apparel
might not be a good fit for many SMEs, but they could produce other
articles using synthetic fibres. This would be a first step in their efforts
to increase the value added of their output. The existence of many micro
and small garment-making enterprises in the vicinity of companies in the
synthetic fibre cluster could facilitate these new linkages.

These efforts require a comprehensive development strategy for
suppliers and SMEs, which would help reduce the structural heterogeneity
of the economy, strengthen the value chain and create jobs.
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10. Summary of constraints and opportunities

The maturity of the value chain (enriched by experience with exports and
access to knowledge, capital and technology through the parent companies)
implies that the micro level problems that might limit competitiveness
were already resolved. Summarized below are the areas with constraints
and opportunities identified by a comprehensive analysis that took into
account both those affecting each activity in the value chain as well as the
value chain as a whole and that are therefore systemic (see diagram V.3).
These constraints and opportunities, identified by the diagnostic study,
have been grouped according to their nature.

Diagram V.3
El Salvador: constraints and opportunities in the synthetic
fibre-sports apparel value chain

Yarn manufacturing: Fabric manufacturing: Garment manufacturing:

o Education and training e Education and training o Innovation

* Distribution ® Distribution o Education and training

® Environmental >« Environmental > e Distribution
sustainability sustainability ¢ Environmental

® Energy * Energy sustainability

|—* Commercialization 4—,

Systemic factors
o Networks
e Incorporation of SMEs

Source: Prepared by the authors.

All factors related to value chain networks, linkages and governance,
as well as the incorporation of SMEs, should be regarded as systemic
opportunities. That is why diagram V.3 groups them in a category apart
from the major activity groups. The rest are classed according to the
spheres in which they were identified. Those related to energy are tied to
the yarn- and fabric-manufacturing activities; those related to innovation
are included in the garment-making activities despite their cross-cutting
nature. Constraints having to do with the environment, education, training
and distribution are found in all three main production activity groups
of the synthetic fibre-sports apparel value chain. Constraints relating to
market access are grouped in the commercialization category.

In view of the constraints and opportunities identified, proposed
below is a set of production development strategies and policies aimed at
strengthening the synthetic fibre-sports apparel value chain, enhancing
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the value added of its products, facilitating access to customers and
markets, capitalizing on production cluster potential and furthering the
incorporation of SMEs.

Implementing these strategies requires coordination of public and
private institutions based on joint recognition of constraints and adoption
of agreements emerging from dialogue among all parties involved.

C. Strategies

This part of the chapter sets out proposals for programmes and strategies
to address constraints and opportunities identified in the diagnostic study.
These were validated in a national dialogue roundtable involving public
sector institutions, trade associations and enterprises in the synthetic
fibre-sports apparel value chain. The proposals are based primarily on
an analysis of best practices seeking to make the research process more
efficient by drawing on success stories and looking at the mechanisms and
context that made them possible. The end goal is to systematize relevant
lessons learned in order to define intervention proposals. ECLAC expertise
and the information provided by public and private actors also inform
proposals for strengthening the synthetic fibre-sports apparel value chain.

For each set of constraints and opportunities there is a proposed
intervention programme, subdivided into one or more strategies that are in
turn broken down into several lines of action. This structure is intended to
facilitate proposal implementation; separating them into lines of action would
make it easier to implement the option. For subsequent phases of intervention
in the value chain, public and private actors should define the institutional
and operational factors needed for implementation or adaptation.

Asnoted in chapter Il hereof, the methodology chosen for strengthening
value chains allows for an analysis of micro-level constraints and the design
of specific, targeted strategies for increasing product value added. A detailed
list of strategies and lines of action is thus laid out below, demonstrating the
usefulness of the methodology for implementing industrial policies. Each of
the following sections focuses on one of the programmes proposed, grouped
according to areas where constraints and opportunities were identified.

1. Innovation

The purpose of the first intervention programme proposed is to foster
greater value added for synthetic fibre-sports apparel value chain products
as well as new product development. This programme consists of four
strategies based on the principles of the innovation system model and its
four components: (i) creating a centre for textile and garment innovation
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and technological development; (ii) strengthening the links between
economic agents and between them and trade associations; (iii) scaling up
support from public institutions; and (iv) strengthening relations between
business and academia.

Heterogeneous product development activities at the company
level, as well as linkages based on the production cluster encompassing
enterprises in the main production activities of the value chain, are
a good starting point for implementing the innovation and product
development proposals.

Strategy 1: Innovation and technological development centre for
the textile and garment sectors

Objective: Create an innovation and technological development
centre for the textile and garment sectors.

Lines of action:

¢ Define the governance and funding model for the centre based
on dialogue between the government and the private sector.

e Define the centre’s activities and services, which could include
research relevant to the textile and garment sectors both on
their own initiative or in response to specific requests; promote
technology and technology companies that support these
sectors; and new product design and development.

* Include the following as part of the centre’s main functions:

— Gather market information on an ongoing basis to ensure
harmonization of the centre’s activities and services with
the strengthening of the value chain and the textile and
garment sectors.

— Promote linkages with research centre networks with a view to
boosting the exchange of information, know-how and processes.

— Promote the establishment of links with academia, including
internships and academic research to explore issues that are
relevant for the textile and garment sectors.

— Coordinate actions with an accredited laboratory with the
metrological capacity for tests that are relevant for textiles
and garments.

— Participate in the development of technical standards for the
textile and garment sectors.

e Establish a plan for achieving the centre’s goals, which could be
on a phased basis.



Strengthening value chains... 237

Strategy 2: Economic agents and trade associations

Objective: Strengthen the links between economic agents in the
value chain in order to boost innovativeness.

Lines of action:

Identify opportunities for strengthening horizontal linkages
in the value chain, that is, between companies in the same
activity, for them to cooperate on innovation and product
development.

Follow up and deepen vertical linkages in the value chain, that
is, between suppliers and customers across activities, for them
to cooperate on innovation and product development.

Promote cooperation between companies and specific studies of
the advantages that this entails, not only in terms of innovation
but also in terms of education and the efficient sourcing of
electricity, among other things.

Enhance the role of the trade associations as promoters and
catalysts of cooperation between enterprises.

Strategy 3: Public institutions

Objective: Strengthen support from public institutions charged with
encouraging innovation.

Lines of action:

Enhance the design, establishment and promotion of the
institutions necessary to strengthen linkages among government,
businesses in the value chain, trade associations and academia.

Develop a strategic innovation plan for the textile and garment
sectors.

Follow up and strengthen laws and policies that support
innovation, including the National Strategic Plan for Innovation,
Science and Technology.

Strengthen a system of science, technology and innovation
indicators focused on the textile and garment sectors.

Increase public spending on science, technology and
innovation, including incentives for innovation in the textile
and garment sectors.
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Strategy 4: Business and academia

Objective: Tighten links between business and academia.

Lines of action:

Reach public-private sector agreements for funding research
and professional training in areas of priority for the value chain.

Make research on technological and product development a priority.

Create mechanisms for evaluating research and professional
training initiatives.

Complement innovation strategies with training, metrology,
quality control and management and certification services.

2. Education and training

The second intervention programme is geared towards training more
people to work as non-post-secondary level technical specialists in value
chain activities. The programme is based on a strategy to boost the supply
of education and training consistent with this objective.

Strategy 1: Education and training of non-post-secondary level
technical specialists

Objective: Boost the supply of education and training for non-post-
secondary level technical specialists.

Lines of action:

Continue and expand the Education Model for Phased Technical
and Technological Learning (MEGATEC), so that it provides
more career tracks that are relevant to the value chain.

Expand the links between the Salvadoran Training Institute
(INSAFORP) and trade associations, to better leverage their
capacity to develop courses and training tailored to the needs
of the value chain.

Promote private initiatives for developing training programmes.

Develop training results indicators with a view to measuring
impact on business productivity.

Increase public support for the promotion of private initiative
(certification of training enterprises and incentives for training).
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3. Energy

The objective of the third intervention programme is to cut the cost of
electricity used in the value chain activities, through public policies
and business initiatives. Some of the proposed strategies seek to reduce
generation and distribution costs as well as global market costs. A strategy
for enhancing energy efficiency is also proposed; it could reduce business
spending on electricity by changing consumption patterns.

As for generation, the proposed diversification of the energy matrix
would fall to the public sector. The economic agents would develop self-
generation systems. Establishing direct connections to the transmission
network would seek to reduce distribution costs while the coordinated
power purchasing would help cut global market costs.

Strategy 1: Energy matrix
Objective: Diversify the energy matrix.
Lines of action:

¢ Move forward with tenders for natural gas- or coal-fired power
generation instead of bunker fuel, with a view to producing
energy that is cheaper than at present (thermal power), reduce
the risk of price volatility for any particular source and contribute
to system sustainability.

*  Assess the potential for solar power generation, bearing in mind
that its cost has come down in recent years.

Strategy 2: Coordinated power procurement
Objective: Coordinated power procurement.
Lines of action:

*  Organize power procurement through electricity traders. In an
unregulated free market, larger-scale purchases can enhance
leverage for negotiating the price of energy and power on the
term and spot markets.

¢ Invest in upgrading load management systems, which would
enable the electricity traders to contract only the energy and
power necessary, possibly less than the sum of the powers that
each company would have to contract individually.

Strategy 3: Direct connections to the transmission network

Objective: Establish direct connections to the transmission network.
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Lines of action:

® Analyse the applicable legal framework; weigh the feasibility
for businesses in geographical proximity to connect directly to
the transmission network.

¢ Evaluate the possibility of service sharing in industrial parks.

Strategy 4: Self-generation
Objective: Promote self-generation.
Lines of action:

¢ Analyse the viability of shared self-generation by companies in
geographical proximity.

e Examine the potential for companies to harness solar power,

now that the investment recovery time frame has grown shorter.
¢ Evaluate the possibility of service sharing in industrial parks.
Strategy 5: Foster energy efficiency

Objective: Develop activities to promote energy efficiency.

Lines of action:

e Expedite the enactment and implementation of energy efficiency
legislation. The National Energy Council of El Salvador drafted
a bill with assistance from ECLAGC; it is in the socialization and
discussion stage.

¢ Promote energy efficiency plans with fiscal incentives for
investments that lower consumption.

* Continue energy efficiency education and training and expand
coverage.

* Monitor the impact of energy efficiency measures with
appropriate indicators.

4, Environmental sustainability

The purpose of the fourth programme is to enhance business
competitiveness by reducing the environmental impact of their activities.
To this end, four strategies are proposed: (i) use materials of recycled PET;
(i) implement environmental management measures in general;
(iii) put in place waste management measures in particular; and (iv) certify
environmental management systems by international standards.
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Strategy 1: Use materials of recycled PET

Objective: Promote the use of materials of recycled PET in yarn
manufacturing processes.

Lines of action:

Have government agencies concerned with environmental
matters examine the feasibility of creating a national recycled
material management system. This system could be funded
by importers and packagers to ensure the proper collection
and destination of recyclable material, including use by yarn
manufacturers.

Continue and expand education and training programmes on
subjects related to the environment, particularly recycling.

Strategy 2: Environmental management

Objective: Take measures geared towards environmental management.

Lines of action:

Continue and deepen the analysis of the environmental aspects
and impacts of the activities of economic agents in the value
chain. Among the factors to consider are consumption of raw
materials, emissions, noise, waste and effluents.

Strengthen coordination among public institutions responsible for
defining and implementing environmental policies and production
development, through targeted dialogues, to continue granting and
even expand incentives for environmental management activities.

Continue and expand education and training on subjects related
to the environment, focusing on the potential for reducing costs
and risks.

Strategy 3: Environmental certification

Objectives: Obtain certification of environmental management
systems in accordance with international standards.

Lines of action:

Enhance coordination of government agencies responsible for
defining and implementing environmental and production
development policies, through targeted dialogues, to continue
granting and even expand incentives for certification of
environmental management systems.

Continue and expand education and training on subjects related
to the environment, especially the requirements of legislation
and standards and how they can be implemented.
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¢ Promote competition and lower prices for consultancy services
specialized in supporting the implementation and certification
of environmental management systems.

Strategy 4: Waste management
Objective: Develop waste management activities.
Lines of action:

¢ Take inventories to identify the best management options, in
terms of the environment and in terms of cost.

*  Assess the potential for developing waste markets. For example,
remnants from garment-making can be used as mattress filler.

e Procure specialized waste management, treatment and transport
services, which may be more efficient environmentally and in terms
of investment and operating costs, as well as in obtaining permits.

* Strengthen coordination among public institutions responsible
for designing and implementing environmental and production
development policies, in order to establish the relevant legal
framework and encourage the investments that the waste
management activities require.

*  Assess the potential for promoting service sharing in industrial parks.

5. Distribution

The objective of the fifth programme is to facilitate exports by means of
strategies targeting transport and customs formalities. It proposes a strategy
for logistics chain security geared towards making transport processes
more efficient, monitoring implementation of regulations concerning the
international transit of goods and establishing authorized economic operators.

In relation to logistics chain security, ECLAC has stressed the
importance of designing comprehensive policies based on criteria of
national security, logistics and trade facilitation. It is important to promote
the establishment of an effective public-private partnership to ensure
efficient and timely logistics chain risk management at the lowest possible
cost (ECLAC, 2011b).

Successful implementation of these strategies also depends on
expanding support and enhancing institutional coordination at the
national, subregional and international level. In El Salvador, the private
sector is participating in discussions on the potential for contributing to
achievement of these aims through the Intra-Association Commission for
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Trade Facilitation, to which the Salvadoran Association of Industrialists and
the Chamber of the Textile, Clothing and Free Zones of El Salvador belong.

Strategy 1: Logistics chain security

Objective: Adopt logistics chain security initiatives.

Lines of action:

Promote coordination between public and private institutions
to disseminate information and raise awareness of risks and the
potential for minimizing them.

Promote coordination between national organizations at the
regional level; this is of paramount importance given the
characteristics of road transport in Central America.

Determine and classify risks in order to identify priorities for
intervention.

Invest in technology to track transport flows and in infrastructure
projects (including secure parking areas) in order to minimize risks.

Apply security criteria in recruiting and training workers at
companies in the logistics chain.

Assess the feasibility of establishing insurance that provides
regional coverage, in order to eliminate cost overlap.

Strategy 2: International transit of goods

Objective: Monitor and improve the international transit of goods.

Lines of action:

Follow up on and expand implementation of procedures to
facilitate the international transit of goods.

Analyse the possibility of restructuring the electronic processing
system for data on international transit of goods, with a view
to allowing updates after initial shipment, avoiding delays and
reducing errors in subsequent manual updates. Examine the
potential for more flexible handling of consolidated and non-
consolidated shipments.

Invest in infrastructure, including to improve the distance
between parking areas, customs and border crossing points,
provided that this facilitates and expedites formalities.

Step up support and institutional coordination at the national,
subregional and international levels in order to facilitate the
international transit of goods.
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Strategy 3: Authorized economic operators

Objective: Move ahead on establishing authorized economic operators.

Lines of action:

Promote public-private institutional coordination at the national,
subregional and international levels through targeted dialogue
with a view to the efficient implementation of necessary processes.

Improve the risk management technology systems used at
customs, in order to identify means of transport used by
authorized economic operators.

Urge companies to make the investments they need to comply with
the eligibility requirements for authorized economic operators.

Follow up and expand information and training on the process
for establishing authorized economic operators.

6. Commercialization

The sixth programme includes strategies for broadening access to existing
markets and enabling entry into new ones. The strategies are aimed
at diversifying exports by destination, stepping up export promotion
activities, developing a country brand, implementing and certifying
compliance with international standards and developing accredited
capacity for laboratory testing of textiles and garments.

Strategy 1: Export destinations

Objective: Diversify export destinations.

Lines of action:

Urge enterprises to gauge the potential for boosting horizontal
diversification, since new product development can facilitate
access to new external markets.

Encourage enterprises to examine options for capitalizing on
the opportunities arising from vertical diversification because
increasing product portfolio value can facilitate access to new
external markets.

Boost diversification by destination market through
implementation of innovation strategies, quality improvement,
export promotion and, in general, public policies for industrial
and trade facilitation.
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Strategy 2: Export promotion

Objective: Step up export promotion activities.

Lines of action:

Continue and expand trade policy and trade negotiations.

Analyse destination market segmentation, taking into account,
among other factors, that market preferences in Europe might
not be the same as in the United States.

Develop effective marketing techniques based on innovation
and promoting quality.

Follow up on and expand participation in sectoral fairs.

Promote business missions for attracting investment and
promoting trade (which ideally could contribute to market
diversification), with the participation of entrepreneurs, experts
and government officials. These missions should seek contact
with different types of actors, such as trademark holders,
wholesalers and retailers.

Take better advantage of public services for attracting investment and
promoting exports, in particular those of the Export and Investment
Promotion Agency of El Salvador, including market intelligence
techniques, networking, obtaining support for participation in trade
fairs and missions and conducting market surveys.

Strategy 3: Country brand

Objective: Develop a country brand.

Lines of action:

Focus on the trade objectives of the strategy, building on
synergies with the other objectives such as the promotion of
tourism and sport.

Adopt clear rules on use of the country brand by economic
agents for commercial purposes.

Developnational and international communication with components
of the country brand, such as images and slogans, associated with
the value chain’s products, advertising and packaging.

Include trade associations and companies in these activities, to
create a close and effective link between country brand and the
trade objectives of the value chain.
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Strategy 4: International standards

Objective: Implement and certify compliance with international

standards.

Lines of action:

Follow up on and expand relevant government incentives.

Follow up on and expand education and training on the
requirements of international standards and on how to comply
with them.

Promote competition and lower prices for consultancy services
specializing in support in this area.

Promote mechanisms for encouraging implementation and
certification of systems based on international standards, such
as promotion of competition among actors in the same activity
and including suppliers in compliance with requirements.

Strategy 5: Metrology

Objective: Develop accredited capacity in metrology.

Lines of action:

Conduct market and feasibility studies to assess the relevance
of setting up an accredited textile laboratory in El Salvador,
with the equipment, technology and expertise for providing
metrology services faster and at a lower cost than at present.

Link the textile laboratory with networks of laboratories in
order to facilitate the exchange of experience, information and
know-how.

Link the laboratory to a technology centre with synergies in
promoting and exchanging information and know-how.

7. Networks

The objective of the programme is to improve the value chain’s performance
through new and improved linkages between its participants. To this
end, two strategies are proposed: (i) densifying the synthetic fiber-sports
apparel value chain; and (ii) strengthening relationships and linkages
between its economic agents.
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Strategy 1: Chain densification

Objective: Densify the chain.

Lines of action:

Follow up on and expand government efforts to attract
investment, particularly those targeting suppliers, in order to
save costs on importing inputs for production, among others.
This requires addressing the constraints identified in the ECLAC
diagnostic study.

Encourage missions for attracting investment, with the
participation of entrepreneurs, experts and government officials.
Take better advantage of public services for attracting investment
and promoting exports, in particular those of PROESA.

Design public policies including legal measures and incentives
that facilitate the development of local suppliers with privileged
access to clients in the value chain.

Strategy 2: Governance

Objective: Improve governance of the economic agents in the value chain.

Lines of action:

Identify opportunities for strengthening horizontal linkages in
the value chain, that is, those between companies in the same
activity group.

Follow up on and deepen existing vertical linkages in the value
chain, that is, those between suppliers and customers.

Conduct specific analyses of the potential benefits of cooperation
between enterprises (lower transaction costs, better product
development, structured innovation, exchange of quality
management practices, expansion of the supply of education and
training services, coordinated power procurement and others).

Enhance the role of trade associations as promoters and catalysts
of cooperation between enterprises.

8. Incorporation of SMEs

The eighth programme aims to strengthen the synthetic fibre-sports
apparel value chain by incorporating SMEs. The strategy proposed to this
end includes the activities listed below and identifies options for including
these companies in the value chain.
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This programme is closely linked with the previous one, because
SMEs can contribute to the value chain densification, including by
providing support services.

Strategy 1: Incorporation of SMEs
Objective: Promote the incorporation of SMEs in the value chain.
Lines of action:

* Develop a country brand to facilitate participation of SMEs in
garment manufacturing.

e Expand opportunities for insertion of SMEs in support and
supply services for the value chain, including road transport
services.

* Assess opportunities for participation of SMEs in the provision
of specific or knowledge-intensive services that are not
constrained by capital or scale requirements and that enhance
the capacity to develop differentiated products.

¢ Assess opportunities for some SMEs to use the cluster as a
starting point for manufacturing synthetic fibre garments that
are less sophisticated than sports apparel but represent a first
step in increasing the value added of their products.

9. Interventions

In interventions aimed at implementing these strategies, among the
factors to bear in mind are, at least, the resources required, the potential
contribution to strengthening the value chain and the lead times required
for implementing programmes and their components. In the case of
programmes to foster innovation and market access, it is necessary to factor
in their substantial potential contribution to strengthening the value chain,
long lead times and considerable resources required for implementation.
The specialized technical education and training programme may have
less of a cross-cutting impact on strengthening the value chain although
implementing it can be faster and require fewer resources than others.

Identification of these factors should be based on specific subsequent
analyses. Diagram V4 illustrates a mechanism for determining priorities in
implementing the strategies on the basis of cost, time frames and relative
impact. This tool is designed to facilitate decision-making in accordance with
the existing political will and the financial resources and time available. In
an initial phase, this diagram was introduced at the second roundtable for
dialogue as an illustration of the methodology, to be enriched and adapted
by members of the value chain according to their needs and expertise.
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Diagram V.4
Relevant factors for making decisions on interventions in the synthetic
fibre-sports apparel value chain?
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Source: Prepared by the authors.
a The diagram is for illustration purposes and does not exclude the requisite determination of relevant
factors by means of specific analyses at a later stage.

D. Conclusions

The proposed programmes, as well as the related strategies, were defined
on the basis of the diagnostic study of the synthetic fibre-sports apparel
value chain. The findings of this study, the constraints and opportunities
identified and the programmes proposed were discussed at national
roundtables for dialogue with representatives from public sector
organizations, trade associations and business.

Constructive dialogue among stakeholders is essential to ensure
that implementation agreements take multiple viewpoints into account,
in the framework of a participatory and transparent intervention process
to respond to the constraints and opportunities identified. This approach
requires strong and continuing commitment on the part of participants
from the public and private sectors. This process has received substantial
support from both sectors. Such support recognises how important the
synthetic fibre-sports apparel value chain is for El Salvador and it reflects
government efforts to design public policies targeting this value chain
based on participatory processes.

The strategies proposed emerge from a comprehensive approach to
strengthening the value chain, taking into consideration short- and long-
term activities aimed at increasing product value added, facilitating access
to customers and markets and harnessing production cluster potential.
Relevant interventions should contribute to achieving the objectives: boost
exports, increase value added and create jobs.



250 ECLAC

The analysis outlined in this chapter is the result of a transparent
and participatory methodology adopted by ECLAC to support the
Government of El Salvador and the country’s private sector in designing
inclusive production development policies. It is hoped that this support
will enhance El Salvador’s ability to replicate the methodology in other
value chains and, given the participatory nature of the overall process, to
facilitate coordination with other sectoral policies.
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Chapter VI

Non-traditional export vegetable
chain in Guatemala

Martha Cordero®

A. Introduction

This chapter makes a diagnostic assessment of the non-traditional export
vegetable chain in Guatemala and the strategies proposed to strengthen
it. This chain encompasses Chinese and sweet peas, broccoli, the main
varieties of courgette (zucchini), baby corn (elotin) and baby carrots. These
six products are considered part of a single chain, because they are often
marketed in conjunction with peas, which are the main export vegetable.
The chain was selected by the Guatemalan government for its importance
in creating rural employment and because of its export orientation. This
diagnostic assessment involved field research in which interviews were
held with representatives of the main components of the chain, including
producers, exporters, and public- sector officials. Two roundtables
were also organized among the participants of the chain,? in which the
constraints identified and the strategies suggested were validated.

The chapter is divided into eight parts. Section A analyses the
structure of the chain and identifies and describes its four links, the
relations that exist between them and the types of firm that comprise them.
Section B reviews the requirements and regulations applicable to the chain,
and provisions regarding entry to international markets. Section C analyses

! Theauthoris grateful for the collaboration and information provided by ECLAC consultant

Victor Hugo Guzman and Ramoén Flores of the Ministry of Economy of Guatemala, in
preparing this document.
2 See chapter ITI.
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the costs and factors that make the chain’s products more competitive; while
section D describes the chain’s institutional structure, and sections E, F and
G address aspects of governance, financing and innovation, respectively.
Section H provides a brief review of the environmental protection activities
undertaken in the chain, and the final section summarizes the constraints
identified and lists the strategies proposed to overcome them.

B. Identification of the value chain

In the 1970s, a large part of Guatemala’s rural population started to grow
non-traditional agricultural products such as peas, broccoli, ¢jote (French
beans) and baby vegetables. Their production has enabled many peasant
families to increase their incomes and attain better living standards, thanks
to higher and less volatile market prices, and the expansion of demand.

In 1980, 6.3% of the country’s harvested area was devoted to non-
traditional crops, and the figure had risen to almost 17% by 2011 (see
figure VI1). Nearly all of the output of these vegetables is sent to the
external market. In 1986, 25% of Guatemalan exports consisted of non-
traditional products,® and by 2012, the share had grown to 72%.*

Figure VI.1
Guatemala: harvested area by type of crop, 1980, 1990, 2000 and 2011
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), Agricultural Information
System (SIAGRO), ECLAC subregional headquarters in Mexico [online] http://www.eclac.cl/
bdatos/siagro.asp.

& This category include rice, beans, maize, sorghum and wheat.

® This category includes cotton, bananas, coffee, sugar cane and cardamom.

Although the cultivation of non-traditional export crops has
expanded significantly in the last few years, the species considered in this

®  Rice, beans, maize, sorghum and wheat.
*  Data provided by the Bank of Guatemala.
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study still represent small percentages of total agricultural exports and the
area harvested. In the country as a whole, there are 18,717 farms producing
these vegetables,” equivalent to 1.5% of all farms in the country, according
to the Fourth National Agricultural Census (2002-2003).

In terms of harvested area, the six vegetables in the chain occupy
5,446 ha, representing 0.55% of the national total (see table V1.1). According
to a 2012 study conducted by the Guatemalan Agricultural Chemical
Association (AGREQUIMA), based on information provided by the Bank
of Guatemala, in 2010 an estimated 7,000 ha were devoted to the cultivation
of peas, 4,062 to French beans, and 6,510 to broccoli. Although there is no
information on the other vegetable crops, they are estimated to represent
a very small proportion, close to 10% of total pea production. The most
widely cultivated crops continue to be yellow maize, white maize and
beans, which are also the most heavily consumed in the country.

Table VI.1
Guatemala: harvested area and number of farms devoted to each crop, 2002-2003
(Absolute numbers, hectares and percentages)

Crop Number of farms Percentage of farms Harvested area Percentage of area
Peas? 9696 0.761 2644 0.27
Broccoli 3710 0.291 1594 0.16
Courgette 137 0.011 65 0.01
French beans 1073 0.084 233 0.02
Carrot® 4098 0.322 910 0.09
National total 1273173 1.469 980 974 0.55

Source: Prepared by the author, on the basis of National Institute of Statistics (INE), IV Censo Nacional
Agropecuario, 2002-2003.

2 Includes Chinese peas.

® Includes carrots of all types, including baby carrots

Data from the Ministry of Agriculture and Food of Guatemala show
that in 2010 pea cultivation ranked eighth among the country’s most important
agricultural activities in terms of employment, behind the main traditional
products (maize, coffee, sugar, beans, banana, cardamom and melon);
and this activity provided employment to about 4 million day labourers
per year, equivalent to 13,463 permanent jobs. Broccoli cultivation was
ranked 20th in that year, occupying about 1 million farm hands, equivalent
to 3,446 permanent jobs. Between them, these two activities generated 3% of
permanent jobs among the country’s 28 leading agricultural activities.

The production of French beans has also become an important activity
in Guatemala and a major source of foreign-exchange earnings, as also has
baby-vegetable growing. A 2009 study by AGREQUIMA found 