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EXECUTIVE SUMMARY

Yasushi Ueki
Masatsugu Tsuji

This report is the product of a research project titled “Comparative Study on East Asian and Latin
American Information Technology (IT) Industries’, carried out in 2004 and 2005 by the International
Trade and Integration Division of the United Nations Economic Commission for Latin America and
the Caribbean (ECLAC) in Santiago, Chile, in collaboration with the Ingtitute of Devel oping Economies
Japan Externd Trade Organization (IDE/JETRO) in Chiba, Japan. The project it was financed by the
Thematic Trust Fund — Information and Communication Technology (ICT) for Development, United
Nations Development Programme (UNDP), established by the Government of Japan.

The main purpose of the project was to study and document the experiences of IT usage
by small- and medium-sized enterprises (SMEs) in Asia-Pacific and Latin America and to identify
and analyze the policies, instruments and ingtitutions created for SMEs digitalization having in
mind the ultimate goal of: (i) enhancement of the intra- and inter-regional business ties in the
IT-based supply chain in each Forum for East Asia - Latin America Cooperation (FEALAC)
member country; (ii) development of SMEs through IT use; (iii) promotion of inter-regional
cooperation between SMEs in the two regions; and (iv) reduction of poverty through development
of SMEs.

This volume includes 13 country studies selected from FEALAC member countries — six
from Asia (China, Japan, Republic of Korea, Singapore, Thailand, Viet Nam) and seven from Latin
America (Argentina, Brazil, Chile, Colombia, El Salvador, Mexico and Peru) —which are summary
reports of the background papers. Each country report addresses the following issues. i) SMES
contribution to the economy; ii) IT usage by SMEs, iii) case studies on development of IT and
SMEs; and iv) government policies designed for SMEs, IT, and international trade. Before the
writing of this report, the International Seminar “Information Technology for Development of Small-
and Medium-sized Exporters in East Asia and Latin America’ was held during November 23-24
at ECLAC, in which the commissioned and invited experts presented their study results, debated
actively, and exchanged experiences and opinions regarding usage of I T for promoting international
trade by SMEs.

We now present summaries of the current situations of informatization in these countries,
policies adopted and institutions created to entrance IT informatization by SMESs, and policy
suggestions that came out of the seminar.

Present IT Conditions
IT conditions at the country level

Thereisaclear correlation between income level and penetration ratios of IT products and services.
The 13 surveyed countries include high-income nations such as Japan, the Republic of Korea and
Singapore, and developing countries such as El Salvador, Thailand and Viet Nam. In accordance
with this correlation, we can observe large gaps among the selected countries in IT diffusion at
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the country level. The leading I T-diffused countries among the FEALAC members are Australia,
Japan, Republic of Korea, New Zealand and Singapore. Cambodia, Laos and Myanmar, conversely,
are the least-digitized countries.

Among the 13 countries, the penetration ratios of telecommunications services, PCs and
Internet for Japan, Republic of Korea and Singapore are the highest in the FEALAC region and
are alevel similar to the OECD average. Those for Chile ranked fourth among the FEALAC and
first in Latin America, although there are still large disparities between the ratios for Chile and
OECD average levels. China has a massive number of IT consumers, but its diffusion rates remain
at alow average level.

Informatization of Firms

It is difficult to make a strict cross-country comparison on informatization of SMEs by
using official figures, due to differences in the definition of SMEs among countries and institutions
as well as difference in the methods and timing of IT indicator measurements. Especially in less
developed countries in Asia and Latin America, faithful government statistics are not always
available. For these reasons, we were not able to carry out comparative studies on the present IT
usages by SMEs in the researched countries. We could only overview the present states of 1T usage
by firmsin the surveyed countries within the limits of data availability. The data we obtained were
mainly furnished by governments, chambers of commerce, consultancy firms, and universities.

Penetration ratio of personal computers. Introduction of PCs by the corporate sector is
entering into the mature phase in developed countries. Even in semi-developed countries, almost
al of the large firms have installed PCs, even though there are large gapsin their adoption between
micro and medium-sized enterprises.

Penetration ratio of the Internet. As with PC usage, aimost al large firms in I T-developed
and semi-advanced countries have introduced the Internet. The gap in adoption of the Internet isaso
observable between medium and small enterprises. The severer situations were observable in less-
devel oped countries, where less than a quarter of the surveyed entrepreneurs access the Internet daily,
and many of them utilize public Internet access. On the other hand, there is a significant difference
in progress in the diffusion of broadband Internet, even among companies connected to the Internet.

Internet applications. E-mail and information collection are the two major intended
purposes of Internet use. Websites are gaining importance as a medium to advertise companies
and their products and services. Around 20-30% of SMESs have established websites in some semi-
developed countries. Nevertheless, large gaps in website ownership exist among different sizes of
firms and industrial sectors even in semi-developed countries. E-commerce is in the initial
development stage and growing at a fast rate. B2B dominates and accounts for more than 90% of
the total e-commerce transactions in many countries. A small number of large enterprises have
adopted e-commerce. SMEswho use it still seem to be the exception.

Development of SMEs

Contribution of SMEs to National Economies

The definition of SMEs is not harmonized internationally. There may be differences in
the definition between governmental affiliates even within a country. But based on our sources,
SMEs account for more than 95% of firms in most of the surveyed economies. They create a
significant amount of employment — 50 to 85% of the total. Compared to the significant importance
of SMEsin terms of number of firms and employment, their contributions to production and value
creation are moderate.
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Internationalization of SMEs

Generaly speaking, SMEs are domestic-oriented. The majority of their businesses are not
nationwide, but rather focused on local and small niche markets. On the other hand, a small number
of SMEs have succeeded in developing export markets and ground their competitiveness in their
strong domestic bases. In addition, the export orientation of SMEs depends on industrial structure
and cost competitivenessin their home countries. More Japanese and Korean SMEs have reoriented
their business strategies from export to foreign direct investment to Asia as a result of the
deterioration of manufacturing cost competitivenessin their parent countries.

Contributions to exports by SMEs are diversified among the studied countries. In
comparison with Latin America, the Asian SMEs in the manufacturing sector seem to be more
export-oriented. Data on small and medium-sized exporters (SMEXS) in three Latin American
countries (Argenting, Brazil and Chile) clarify the present situation of internationalization of SMEs.
The first is a high concentration of export value in larger firms. The second is that most exports
by smaller firms are shipped to the neighboring countries in addition to the United States and
Europe. The third is a higher level of technology incorporated in exported products.

Obstacles to Export for SMEs

Latin American SMEs do not participate in international markets as much as Asian firms.
The studies in Latin American countries pointed out the main barriers to export as: (1) weakness
in their firms' quality management, information management, marketing strategy, customer
management, and so on; (2) lack of human capital and access to credit; (3) small production capacity
insufficient to achieve economies of scale; (4) lack of access to information relating to markets,
regulations, technical norms, and so forth in foreign countries; (5) high freight costs and complexity
and slowness of trade-related procedures.

Key Findings from the Case Studies

Motives to introduce IT

I Ts have long been considered effective tools to overcome obstacles for SMEs to facilitate
international trade. The main objectives for private firmsto introduce I T found in the case studies
are, among others, to: (1) improve information access; (2) improve internal administrative
management; (3) improve product management and quality control; (4) enhance productivity by
improving internal management as listed above; (5) facilitate collaboration with other companies
and seek economies of scale; and (6) acquire new business opportunities.

On the other hand, the main motives for public institutions to promote IT policies and
introduce IT are to:

D improve SMES' competitiveness and develop industria clusters

2 promote partnerships between large firms and SMESs, and among SMEs

3 decrease costs related to trade procedures for both the private and the public sectors
(@] increase productivity and transparency of the public sector

5) facilitate implementations of trade promotion policies and trade agreements. The public
sector is encouraged to utilize IT for two very different reasons:

@ to implement their policies for economic and social, and national regional
development more efficiently and effectively, and

(b to improve their internal management.
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Patterns of IT usage by SMEs

The SMEs and the public policy bodies examined in the case studies make use of IT
applications mainly for the following purposes: corporate management and strategy; establishment
and coordination of partnership between large and small firms; partnership among small firms;
sector-specific services and policies; websites for information provision and business matching;
public websites for trade promotion and facilitation; and adoption of IT in the non-1T sectors.

Business-matching services are expected to be alow-cost and convenient measure for SMEs
to expand their customer bases. Such online marketing channels can partially substitute for offline
ones. Some cases of SMEs that make contacts with a client successfully demonstrate that firms
combine traditional marketing channels and IT effectively to build up relations of trust with their
clients. Face-to-face contacts are fundamental as the first step, and trade fairs provide good
opportunities for SMESs to encounter potential clients and reinforce bonds with existing clients. A
few minutes of communication can be enough to attract persons met at a trade fair showroom to
the SMES' websites. These persons will then visit the websites to gain more information on the
companies and their products. E-mails and other telecommunications methods are complementarily
used to start deals and coordinate Supply Chain Management (SCM).

Barriers to diffusion of e-commerce, SCM and other e-transactions

Various impediments are responsible for the current limited use of e-transactions by SMEs.
Among many potential users, there is a serious lack of confidence in e-commerce. For this reason,
firms make complementary usage of video conference and other communication methods such as
telephone, e-mail, and face-to-face communications. The second is related to a “ chicken and egg”
argument. A scarcity of IT administrative systems and a lack of experience make firms hesitate to
utilize e-commerce and SCM and to fully digitize all of the administrative works related to business
transactions. High costs and fees to start e-commerce by utilizing e-marketplaces are a severe
hindrance, especially for SMEs that are incapable of developing their own IT systems. | nsufficient
human resources and digital infrastructure are always concerns when we discuss development of
SMEs.

Prioritized Policy Areas

Improvement of access to information on international trade

Thereis an urgent need to develop I T infrastructure, especialy in less developed countries. Among
Internet users, information sharing, retrieval, and collection are the main uses of the Internet. Once
firms obtain Internet access, they can benefit from these processes. “One-stop service’ or
establishment of a portal site is the best way to improve information access. What is important is
to design the porta from the users' standpoint. A portal site specialized in a specific industry, or
Vortal (Vertical Portal), is often useful.

Capacity Building

In order to utilize IT asatool to promote international trade, capacity building is required
in the fields of both IT and international trade. In order for an SME to introduce IT successfully,
its management executives need to understand information on IT usage and its benefits, and share
such information with their employees, in order to facilitate adoption and implementation of new
management systems. On the other hand, trade-related tasks require not only comprehensive
knowledge of overseas markets but also the enforcement capabilities to do business negotiation,
acquire certificates of quality standards, and to process cumbersome procedures. Foreign language
and business culture are al so recognized as important areas of capacity building.
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Formation of Virtual Clusters

Group cooperation among SMEs can be an effective scheme to foster export industry and
promotion. It enables small firms to achieve scale economy and enhance bargaining power. These
benefits make it feasible for SMEsto invest in IT and involve themselvesin e-commerce.

In the Internet age, SMEs will be able to find business opportunities from forming I nternet-
based network-type business groups that are more flexible than traditional pyramidal supply chains
composed of a large firm on top of the first- and lower-tier suppliers. With the network-type
association based on the Internet, it is possible not only to network firms placed within an industrial
accumulation but also to create a“virtual cluster” that links up with cooperative networksin different
regions.

Trade Facilitation

Burdensome trade-related procedures are substantial barriers for SMES to export their
products. Inefficient handling of trade-related documents that are overseen by governmental
departments raises the total cost of international trade.

Trade facilitation requires extensive countermeasures against these problems. The subjects
to be examined are, for example: improvement of access to information on trade-related policies
and regulations; simplification of trade-related procedures, mutual recognition of sanitary and
phytosanitary measures; digitalization of trade-related procedures such as customs clearance,
sanitary and phytosanitary measures, and certificates of origin; and establishment of “single window
systems” that interconnect various computerized systems related to international trade and
transportation.

Improvement of Infrastructure for E-business

Harmonization of business rules based on legal and dispute-settlement systems and common
technical standards are required to facilitate international e-commerce. The governmental sector
can provide SMEs with incentives and opportunities to gain experience with e ectronic transactions
by computerizing tax collection, public procurement, and other public services.

Recommendations

Taking into consideration the results of the International Seminar and Country Studies, the first
step toward promoting international cooperation between the FEALAC member states should be
to establish a portal site or sites specialized in SMEs, international trade, and foreign investment.
This site should include at least (1) files for communication of effective practices, case studies,
and news and information related to SMEs; (2) lists of contact persons; and (3) links to institutions
in charge of SMEs development and international trade and FDI promotion.

In order to deepen inter-regional integration in the medium and long term, the FEALAC
member states should deal with issues identified through the research project to improve business
infrastructure and supporting programs for SMEs. The study group recognized the following policy
agenda to be discussed at a FEALAC working group: establishment of a network of researchers
and research institutions to observe SMES; business e-learning; formation of virtual clusters;
building business telecommunications infrastructure; harmonization of the technological standards,
industrial standards and authentication, IT security, and legal and regulation systems; and trade
facilitation.
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RESULTS OF THE PROJECT

Masatsugu Tsuji
Yasushi Ueki
Rodrigo Carcamo Olmos

1. BACKGROUNDS AND METHODOLOGY

Trade promotion, regiona integration and development of an information society are increasing
in importance as development policy issues for individual governments and for international society
as well. These can be recognized as independent concerns as well as mutual ones. At any rate,
information technologies (ITs) are enablers, promoters, and facilitators of international trade,
regional integration and economic devel opment.

Some Asian economies such as the Hong Kong Special Administrative Region, Japan,
Republic of Korea, and Singapore, are well known as advanced countries in information and other
high technologies. They lead the IT industry and have already developed world-class IT
infrastructure. Developing countries in Asia such as China, Indonesia, Malaysia, Philippines,
Thailand and Viet Nam are incorporated into intra-regional and global supply chains of IT products
and services based on I T established by multinational firms, and encourage IT development policies
in order to gain full benefits from the IT revolution. Stocks of well-trained engineers and experiences
in the manufacturing sector are helping these countries to facilitate the adoption of IT in non-IT
sectors. In addition, closer economic ties based on the existing industrial organization and 1T
infrastructure are being enhanced, as the governments in Asia-Pacific adopt policies toward bilatera
and intra-regional free trade agreements (FTAs and RTAS).

In contrast to the I T situation in Asia-Pacific, the I T penetration ratio in Latin Americais
still low. For example, although Chile has devel oped one of the best I T environmentsin the region,
the IT penetration indicators of Chile are inferior to those for I1T-advanced Asian countries.
Nevertheless, the revitalization of economic activitiesin Asia after the economic crisisin the second
half of the 1990s provided L atin America with good business opportunities.

Infact, it is observed that Asian economies are increasing in importance for Latin American
countries as export markets, especialy for primary products and their processed goods, as well as
suppliers of manufactured goods. In addition, Latin American countries believe that they can learn
from Asian countries’ successes in economic development, which are led by export promation of
high-tech products that include I T-rel ated goods and services.

Although the present situation reflects the comparative advantages of each region, increase
of international trade between the regions has had different effects among the various Latin
American countries. Exporters of primary products such as petroleum and metallic minerals gain
the largest benefits from increases in Asian demand for their products. In these sectors, the
beneficiaries are mainly large and multinational firmsin Brazil, Chile, Peru, Venezuela and so on.
On the other hand, producers of light industry products and |abor-intensive assemblies face serious
competition from Asian countries such as China. Thisis the case with the textile industry in Central
America, and with electronic appliances such as home electric appliances, audio-visua equipment
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and computers in Mexico. The value chains of these products are composed of large and medium-
sized enterprises.!

Food-related products are very important export items not only for large and multinational
firms but also for small and medium-sized enterprises (SMES) in both Asian and Latin American
countries. In this sense, the two regions are rivals mostly in the export markets of developed
countries. Nonethel ess, the difference in seasons between Northern and Southern hemi spheres make
it possible to establish a complementary relation between the regions. In addition, there is a
possihility for them to create a cooperative framework for responding to food-related regulations
imposed by devel oped countries, international standards established by international organizations,
and consumer needsin export markets.

From the present situations mentioned above, we can identify at least two policy issues
that are common to Asia-Pacific and Latin America. The first is how to develop a cooperative
framework between the two regions in order to develop closer economic ties. Each region has
aready initiated political dialogues or cooperation in economic areas within the other, or between
itself and Europe/United States, in accordance with its historical, cultural and economical
background. As an intra-regional structure between the two, the Asia-Pacific Economic Cooperation
(APEC) is the most established mechanism; however, only Chile, Peru and Mexico participate in
it from Latin America. Blank areas for APEC in Latin America are filled by the Forum for East
Asia-Latin America Cooperation (FEALAC),? which is a formal mechanism for dialogue and
cooperation among 15 countries from Asia-Pacific and 17 countries from Latin America. In addition
to theinter-and intra-regional cooperation, bilateral and regional free trade agreements (FTAS) are
gaining momentum.

The second policy issue is how to make it possible for SMEs to reap the full benefits of
globalization and FTAs. The increase in international trade between the two regions is one of the
results of globalization driven by the multi-lateral trade system and diffusion of advanced IT.
Globalization is often criticized as a phenomenon that widens the gaps between winners and losers,
the rich and the poor, and large/multinational firms and SMEs.

As international trade between Asia-Pacific and Latin America, especially from Latin
Americato Asia, has expanded in recent years, FEALAC isincreasing in importance in creating a
closer linkage between the two regions. Latin American countries especialy identify the Forum
as an important channel to Asia-Pacific and an alternative to APEC for its non-member states, while
Asia-Pacific countries find the potentials benefits from Latin Americato be their unexplored markets
and primary resource suppliers. In addition, as FEALAC is composed of 15 Asian-Pacific and 17
Latin American countries, most of which are developing countries, the Forum has a potential to
be a platform for sharing issues and experiences common to developing countries, exploring a
cooperative mechanism, and building a complementary relation based on each region’s comparative
advantages.

On the other hand, information technologies are identified by international society as a
tool to solve these issues effectively and efficiently. The Declaration of Principles endorsed at
the first phase of the World Summit on the Information Society (WSIS) held in Geneva from
10-12 December 2003 clarified that Information and Communication Technologies (ICT) are
an important enabler of growth through efficiency gains and increased productivity, in particular
for SMEs. It also spelled out that equitable distribution of the benefits from 1CT-supported
productivity gains and applied innovations across economic sectors contributes to poverty
eradication and socia development, and that policies that foster productive investment and enable

1 Effectsof China sincreasing presence on Latin America were analyzed from the perspective of the impact of China's accession to
World Trade Organization (WTO) by ECLAC (2004) Latin America and the Caribbean in the World Economy, 2002-2003, May
2004.

2 Website of FEALAC (www.foca ae.org).
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firms (notably SMESs) to make the changes needed to seize the benefits from ICT, are likely to
be the most beneficial.

Facing the situations mentioned above, FEALAC considers the development of SME
exporters as one of its priorities, and IT as a key enabler to solving the trade obstacles faced by
SMEs. However, there is still asevere lack of basic information on the current situation of SMEs,
IT penetration to SMES, the best practices of IT introduction for SMEs, and the results and
evauation of IT policies specifically focused on SMEs. To this end, analysis is required on the
present situation of international trade and I T usage by SMEs and the sharing of business practices
by SMEs. In addition, from the perspective of trade promotion by SMEs between Asia-Pacific
and Latin America, a comparative study is helpful in order to: fulfill the knowledge gap on
respective strengths and weaknesses of IT industry and IT usages by SMEs in the two regions;
make business communities aware of the necessity of closer relations between SMEs in the two
regions; and scrutinize the potential of IT as an instrument of trade promotion and industrial
development for SMEs in the two regions. This report is the result of ECLAC's efforts to conduct
such an anaysis.

2. AN OVERVIEW OF THE FEALAC ECONOMY

As mentioned above, FEALAC is composed of 32 economies with a great diversity in terms of
population, economic scale, geographic location, development stage, and so on, although the
more populated and developed countries are concentrated in Asia-Pacific. It is estimated that
more than 2.5 billion people, or 41% of world population (in 192 countries) live in FEALAC:
33% of world population lives in Asia-Pacific, and 8% in Latin America in 2002 (World Health
Organization (WHO) estimates). This uneven distribution of population should be reflected in
differences in economic scale and international trade between Asian-Pacific and Latin American
FEALAC member states, even though the dynamics of economic activities will be affected by
other factors.

Gross Domestic Product (GDP)

The total FEALAC GDP in current prices is estimated to be US$ 9,252 hillion for 2003,
or more than one quarter of the world GDP, Asia-Pacific accounts for more than 20% of the world
GDP, while Latin America contributes 4.6% of the total .2 In addition, the economy of the Forum
was dynamic during the 1990s, although its sub-regions faced recessions and serious economic
crises. From 1990 to 2003, world real GDP grew 1.36 fold in size. During the same period, that of
FEALAC expanded 1.49 fold: 1.40 for Asia-Pacific and 1.39 for Latin America (table 1).

Even though the economies in Asia-Pacific and Latin America expanded at similar rates
from 1990, Asia-Pacific countries grew faster from 1995 to 2003 and accomplished a remarkable
recovery from the economic crises at the end of the 20" century. Nevertheless, the economy of
Asia-Pacific has expanded at a dlightly growth rate during 1995 and 2003 than world average and
substantiarly faster than Latin America countries (table 1).

FEALAC includes both developed and devel oping countries with large differences in the
size of economy, from Japan’s US$ 4,317 hillion, China's US$ 1,410, and Mexico's US$ 615 hillion
in 2003, to Nicaragua's US$ 4.1, Cambodia’s US$ 3.9 and Laos' US$ 2.0 billion (U.N. estimates).
In terms of per capita GDP in 2003, some FEALAC countries such as Japan (US$ 33,819), are
among the richest in the world, while others such as Cambodia (US$ 278) are in the incipient stage
of economic development (figure 1).

3 Japan's GDP accounted for 12% of the world total. Other major countries are: China (3.9%); Mexico (1.7%); Australia (1.5%);
South Korea (1.5%); and Brazil (1.3%).
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TABLE 1
GROSSDOMESTIC PRODUCTSIN FEALAC
(U.N. Estimates)
GDP (current prices) in 2003 Real GDP Growth (in 1990 prices, US$)
US$ Billion % of World 2003/1990 2003/1995 2003/2000

World 35,925 100.0% 1.36 1.25 1.07
FEALAC 9,252 25.8% 1.49 1.25 1.08
Asia-Pecific 7,584 21.1% 1.40 1.26 1.09
Latin America 1,668 4.6% 1.39 1.18 1.01
Source: United Nations Statistics Division (UNSD).
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Source: United Nations Statistics Division (UNSD).

International Trade*

The FEALAC countries are highly integrated into the international trading system.
FEALAC accounted for 28% of world exports and 24% of imports in 2003. As the large countries
are located in Asia, total exports from the Asian members occupied 22.8% of the world exports
and 19.5% of the imports; Latin America made up 5.0% of exports and 4.3% of imports (table 2-
(3)). Furthermore, trade originating from and destined for FEALAC has expanded faster than world
trade (tables 2-(2), (3)).

The high percentages of trade in GDP in the member states reflect their high dependencies
oninternational trade, and the sensitivity of their economies to it. Although those percentages tend
to be smaller in large developed countries such as Austraia, Japan and Brazil, the averages for
FEALAC are much higher than for the world (figure 2). Countries involved strongly in international

4 Kuwayama, Mattos, and Contador (2000) and Kuwayama (2004) observed trades and foreign direct investments (FDIs) in Asia
and Latin America from the perspective of south-south integration and cooperation.
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trade are relatively smaller, have closer economic ties with their neighbors, and are active in intra-
regional trades. These include most of the countriesin Asiaand Central America (figure 2).

TABLE 2
INTERNATIONAL TRADE IN THE WORLD AND FEALAC

(1) INTERNATIONAL TRADE VALUES (US$MILLION)

World Trade FEALAC FEALACASIA FEALAC Latin America
World FEALAC F-Asa F-LA World FEALAC F-Asa F-LA World FEALAC F-Asa F-LA

Export 1990 3225448 721,039 228329 199919 28410 604275 201591 188,758 12,832 116,764 26,738 11,160 15,578
1995 4848474 1,307,779 507589 435144 72446 1094865 449938 417593 32,345 212914 57,652 17551 40,101
2000 6,173,384 1734501 613355 523565 89,790 1395377 546,784 506479 40305 339,124 66571 17,086 49,485
2001 5966572 1605709 577318 490175 87,143 1278831 510,736 472725 38011 326877 66582 17451 49,131
2002 6,092,285 1642427 585127 507417 77,710 1316042 523597 488,668 34928 326385 61530 18,749 42,781
2003 7108584 1977640 724347 638490 85857 1621742 652418 613592 38826 355897 71929 24,898 47,031

Import 1990 3336437 655660 240678 210058 30619 565493 217962 202,237 15726 90,167 22,715 7822 148%
1995 4911509 1233826 517,145 454483 62662 1016117 454876 431631 23246 217,709 62,269 22,852 39,417
2000 6,361,226 1553735 658,888 581502 77,385 1210562 567,029 543796 23233 343173 91,859 37,707 54,152
2001 6154511 1476684 630362 553136 77226 1138709 532965 509599 23366 337,975 97,397 43537 53860
2002 6,257,048 1461160 641944 571548 70396 1152268 551,738 527,703 24,035 308892 90,206 43845 46,361
2003 7374108 1755740 802125 717,347 84778 1437905 702572 668,626 33946 317,834 99553 48721 50,832

Balance 1990 65380 -12349 -10,140 -2,209 38782 -16372 -13478 -2,893 26,597 4023 3339 684
1995 73953 9556 -19339 9,783 78,748  -4939 -14038 9,099 -47%  -4617 -5301 684
2000 180,766 ~ -45533 -57,937 12,404 184815 -20245 -37,317 17,072 -4,048 25288 -20,621 -4,667
2001 129024  -53044 -62960 9917 140122 -22229 -36875 14,646 -11,098  -30,815 -26,086 -4,729
2002 181,267  -56817 -64130 7314 163,774  -28141 -39,034 10,893 17,493 -28,676 -25096 -3580
2003 221900 -77,778 -78857 1,078 183837  -50,154 -55034 4,880 38063 -27,624 -23,823 -3,801

Note 1: 28 FEALAC member states. F-Asia (Australia, Brunel Darussalam, China, Indonesia, Japan, Rep. of Korea, Lao People's
Dem. Rep., Maaysia, New Zealand, Philippines, Singapore, Viet Nam, Thailand); F-LA (Bolivia, Brazil, Chile, Colombia, Costa Rica,
Cuba, Ecuador, El Salvador, Guatemala, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay, Venezuela). Figures for Hong Kong
and Macao, are not included in those for China.

Note 2: Not available: (1990: Cuba, Viet Nam); (1995: Brunei, Cuba, Viet Nam); (2000: Brunei); (2002: Cuba, Thailand); (2003: Cuba,
Paraguay, Viet Nam).

Source: UNSD, Commodity Trade Statistics Database (Comtrade).

(2) INTERNATIONAL TRADE GROWTH (1990 = 1)

World Trade FEALAC FEALACASIA FEALAC Latin America

World FEALAC F-Asa F-LA World FEALAC F-Asa F-LA World FEALAC F-Asa F-LA

Export 1990 1 1 1 1 1 1 1 1 1 1 1 1 1
1995 15 18 22 22 25 18 22 22 25 18 22 16 26

2000 19 24 2.7 26 32 23 27 27 31 29 25 15 32

2001 18 22 25 25 31 21 25 25 30 2.8 25 16 32

2002 19 2.3 26 25 2.7 22 26 26 2.7 2.8 2.3 17 27

2003 22 2.7 32 32 30 27 32 33 30 30 27 22 30

Import 1990 1 1 1 1 1 1 1 1 1 1 1 1 1
1995 15 19 21 22 20 18 21 21 15 24 27 29 26

2000 19 24 2.7 2.8 25 21 26 2.7 15 38 40 48 36

2001 18 2.3 2.6 26 25 20 24 25 15 37 43 56 36

2002 19 22 2.7 2.7 23 20 25 26 15 34 40 56 31

2003 22 2.7 33 34 28 25 32 33 22 35 44 62 34
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TABLE 2 (continued)

(3) SHARES OF FEALAC’SINTERNATIONAL TRADE

F- F- F- F-
World/ FEALAC/ Asia-W/ LA-W/ FEALAC -World = 100 FEALACASIA-World = 100 FEALAC LA-World = 100
World  World ~ World  World
Trade Trade Trade Trade World FEALAC ASIA FLA  World FEALAC ASIA F-LA  World FEALAC ASIA  F-LA

Export 1990 224% 71% 187% 36%  100%  31L7% 27.7% 39% 100%  334% 312% 21% 100% @ 229% 9.6% 13.3%
1995 27.0% 105% 226% 44%  100%  388% 333% 55% 100%  411% 381% 3.0% 100% @ 27.1% 82% 18.8%
2000 281%  9.9% 226% 55%  100%  354% 302% 52% 100% @ 39.2% 363% 29% 100%  196% 5.0% 14.6%
2001 269% 9.7% 214% 55%  100%  36.0% 305% 54% 100% @ 39.9% 37.0% 3.0% 100%  204% 53% 15.0%
2002 27.0% 96% 216% 54% 100%  356% 309% 47%  100%  39.8% 37.1% 27% 100%  189% 57% 131%
2003 27.8% 102% 228% 50% 100%  36.6% 323% 43% 100%  402% 37.8% 24% 100%  202% 7.0% 13.2%

Import 1990 197% 72% 169% 27%  100% 36.7% 320% 47%  100%  385% 358% 28% 100%  252% 87% 165%
1995 251% 105% 20.7% 44%  100%  41.9% 368% 51%  100%  448% 425% 23% 100%  28.6% 10.5% 18.1%
2000 24.4% 104% 190% 54%  100%  424% 374% 50%  100%  468% 449% 19% 100%  26.8% 11.0% 158%
2001 240% 102% 185% 55%  100%  427% 375% 52%  100%  468% 448% 21% 100%  288% 129% 15.9%
2002 234% 103% 184% 49%  100%  439% 39.1% 48%  100%  47.9% 458% 21% 100% @ 29.2% 14.2% 15.0%
2003 238% 109% 195% 43%  100%  457% 40.9% 4.8%  100%  48.9% 465% 24% 100%  31.3% 153% 16.0%

Note: F-World (FEALAC Export to/ Import from the World), F-FEALAC (Intra-FEALAC Trade), F-AsiaW (FEALAC Asia's Export
to/ Import from the World), F-LA-W (FEALAC Latin America's Export to/ Import from the World).

FIGURE 2
TRADE (% OF GDP) IN 1995 AND 2002
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Note: Laos (2002), Singapore (1995, 2002) (% of GNP). Data labels for 2002.
Source: World Bank, World Development Indicators (WDI), Asian Development Bank (ADB) (Laos, Singapore).

The importance of trade development is evident when observing the recovery process from
the recent sharp recessions experienced around the years 1997-1999 in both regions. Asia, which
accomplished rapid recoveries, maintained and increased both inter-and intra-regional exports/
imports; exports and imports by Latin America, which followed a more moderate recovery process,
stagnated in 2001. The negative effect of the recession had a significant impact on intra-regional
trade in Latin America.

Intra-regional trade plays an important role in each region, but especially in Asia. In 2003,
37.8% of exports from and 45% of imports to FEALAC Asiawere intra-regiona. These numbers
have increased considerably since 1990. In contrast to the situation in Asia, intra-regional trade in
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FEALAC Latin Americais moderate. Less than 15% of that region’s exports and 16% of itsimports
were intra-regional in 2003; those figures are amost as the same as those for 1990. By contrast,
the percentages of Latin America’ s imports from Asia have expanded from 8.7% in 1990 to 15.3%
in 2003, reaching the same level asthe intra-regional values (table 2).

Asshown in figure 3 and 4, there are marked differences in the importance of inter-regional
trade at the country level. In summary, inter-regional exports and imports are important for Latin
America, especialy South American countries such as Argentina, Brazil, Chile, Ecuador, Peru,
and Uruguay, while those Asia account for alesser portion of total trade.

By products classified by technology, Asia imports basically primary products more and
more from Latin America and exports manufactured products. The percentage of high-tech product
exports from Asia to the world increased by 10% from 1990 to 2003. During the same period, the
percentage of primary product exports from Latin America to Asia has grown to represent more
than half of the total exports to Asia. In addition, low-tech exports from Asia to Latin America
also expanded in share (table 3).

The high percentages for intra-regional exports of intermediate and high technology
productsin Asiamay reflect intra-regional interdependence on the manufacturing sector. Although
Latin American exports of high-tech products have increased in the 1990s, production bases are
concentrated in Brazil, Costa Rica (location of Intel), and Mexico. In addition, the limited high
tech exports coming from the production networks in Latin America go mainly to the regional
and United States (U.S.) markets. One exception is Intel in Costa Rica, from which
microprocessors are exported to IT product production centers such as China, Malaysia, the
Philippines and Singapore. This company may account for a significant part of the increase in
high-tech exports from Latin Americato Asia.

FIGURE 3
EXPORT TO FEALAC (% OF EXPORT TO THE WORLD IN 2001)
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Source: UNSD, Commodity Trade Statistics Database (Comtrade).
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FIGURE 4
IMPORT FROM FEALAC (% OF IMPORT FROM THE WORLD IN 2001)
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Source: UNSD, Commodity Trade Statistics Database (Comtrade).
TABLE 3
EXPORTSFROM FEALAC BY PRODUCT CATEGORY
Origin Destination ~ Commaodity Description 1990 1995 2000 2003 1990 1995 2000 2003
(US$ million) (% of Total)
FEALAC-Asia FEALAC-Asia Primary Products 42,205 49,400 61681 66300 226% 11.9% 122% 10.9%
Manufacturesbased onNR 34,187 63,119 75498 89,845 183% 152% 14.9% 14.7%
Low Technology 25060 61,205 68,989 83196 134% 148% 13.6% 13.7%
Intermediate Technology 51,667 122400 123406 162174 27.6% 29.6% 244% 26.6%
High Technology 29244 104688 163393 190,780 156% 253% 323% 3L3%
Others 4630 13157 1309% 17,131 25% 32% 26% 2.8%
Total 186,993 413969 506,062 609,426 100.0% 100.0% 100.0% 100.0%
FEALAC-LA  Primary Products 824 1,104 1,086 1,631 65% 34% 27% 42%
Manufactures based on NR 957 1,355 3,273 3,056 75% 42% 81% 7.9%
Low Technology 1,412 3,555 6,201 6680 111% 11.0% 154% 17.2%
Intermediate Technology 6,987 19,997 20,647 18198 551% 620% 51.2% 46.9%
High Technology 2,370 5,700 8,811 7841 187% 17.7% 21.9% 20.2%
Others 138 553 280 1,363 11% 17% 07% 35%
Total 12,688 32,265 40299 38,769 100.0% 100.0% 100.0% 100.0%
World Primary Products 74281 85816 104,242 110829 123% 78% 75% 6.8%
ManufacturesbasedonNR 74,568 126,786 155,500 183428  124% 11.6% 112% 11.3%
Low Technology 98,644 178181 219521 266557 163% 163% 157% 16.4%
Intermediate Technol ogy 214,046 359466 422202 500,818 355% 32.8% 30.3% 30.9%
High Technology 127438 312,287 459,546 512,041 21.1% 285% 33.0% 3L6%
Others 14430 31,853 32,800 47,302 24%  29% @ 24% 2.9%
Total 603,407 1,094,389 1,393901 1,620,975 100.0% 100.0% 100.0% 100.0%
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TABLE 3 (continued)
EXPORTSFROM FEALAC BY PRODUCT CATEGORY

Origin Destination Commodity Description 1990 1995 2000 2003 1990 1995 2000 2003
(US$ million) (% of Total)

FEALAC-LA FEALAC-Asia Primary Products 5,163 7,490 9,069 12819 463% 427% 531% 51.4%
Manufactures based on NR 3,346 6,441 4,575 6499 300% 36.7% 268% 26.1%

Low Technology 845 1,108 704 1,370 76% 63% 41% 55%

Intermediate Technology 1,603 2,228 1,517 3042 144% 127% 89% 122%

High Technology 169 250 1,194 1,165 15% 14% 7.0% 47%

Others A A 27 36 03% 02% 02% 01%

Total 11,160 17,551 17,086 24,931 100.0% 100.0% 100.0% 100.0%

FEALAC-LA  Primary Products 5,256 8,734 11,699 11,921 337% 21.8% 236% 24.9%
Manufactures based on NR 3469 11,067 12291 11,493 223% 27.6% 248% 24.0%

Low Technology 2,152 5,753 6,583 6,032 138% 143% 133% 12.6%

Intermediate Technology 3,903 12,078 14429 14500 251% 30.1% 29.2% 30.3%

High Technology 635 1,940 3,776 3,298 41% 48% 7.6% 6.9%

Others 164 528 706 589 1.1% 13% 14% 12%

Total 15578 40,101 49485 47,833 100.0% 100.0% 100.0% 100.0%

World Primary Products 57,040 65,409 92,348 107,708 489% 30.7% 27.2% 30.2%
Manufacturesbased onNR 25,354 47,950 56,521 56,559 21.7% 225% 16.7% 15.8%

Low Technology 11,237 2529 40,367 40,590 96% 11.9% 11.9% 11.4%

Intermediate Technology 18,691 51,514 87,063 91,768 16.0% 24.2% 25.7% 25.7%

High Technology 3,036 19,047 57,676 53,677 26% 89% 17.0% 15.0%

Others 1,407 3,700 5,148 6,839 1.2% 17% 15% 19%

Total 116,764 212,914 339,124 357,139 100.0% 100.0% 100.0% 100.0%

FEALAC FEALAC Primary Products 53448 66,729 83535 92671 236% 132% 13.6% 12.9%
Manufacturesbased onNR 41,960 81,983 95638 110,892 185% 16.3% 15.6% 15.4%

Low Technology 29469 71,620 82477 97,278 13.0% 142% 135% 13.5%

Intermediate Technology 64,159 156,704 160,000 197914 283% 3L1% 26.1% 27.5%

High Technology 32419 112579 177,174 203084 143% 223% 28.9% 28.2%

Others 4965 14271 14,109 19,120 22% 28% 23% 27%

Total 226420 503,886 612932 720,959 100.0% 100.0% 100.0% 100.0%

World Primary Products 131,321 151,225 196,590 218537 182% 116% 11.3% 11.0%
Manufacturesbased onNR 99,922 174,736 212,021 239,987 139% 134% 122% 12.1%

Low Technology 109,881 203475 259,889 307,146 153% 156% 15.0% 15.5%

Intermediate Technology 232,737 410,980 509,265 592,586 323% 31.4% 29.4% 30.0%

High Technology 130473 331,334 517,222 565718 181% 253% 29.8% 28.6%

Others 15,837 35553 38,037 54,140 22% 27% 22% 2%

Total 720,171 1,307,303 1,733,025 1,978,114 100.0% 100.0% 100.0% 100.0%

Note: Product category is based on technology intensity classification developed by Lall (2000). NR (Natural Resources).
Source: UNSD, Comtrade.

Foreign Direct Investment (FDI)

As Kuwayama et a. (2000) points out, the considerable growth in world foreign direct
investment (FDI) observed over the last twenty years, which happened in parallel with expansion
of world trade, suggested existence of a“positive circle” between trade and FDI. Export-oriented
FDI provoked by open markets seems to generate such positive relations.

Deveoping countries have been increasingly absorbing world FDI — about 30% of the world
total, up from 25% in 1990 (table 4). In the 1970s, Latin America accounted for 40% of the FDI
inflows into developing countries. In the second half of the 1990s, when national firms had been
privatized, Latin America returned as one of the major choices for investors. Brazil and Mexico
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have been important recipients of foreign investments; however, FDI inflows have recently increased
in Argentina, Chile, Venezuela, and Colombia, together with small countries in Central America
(table 5).

The dominant position of Latin America was replaced by Asiain the 1990s. FEALAC
Asiareceived about half of the FDI flowing into developing countries in the first half of the
1990s, and more than 40% in the second half of the decade. Although that percentage dropped
to 28.8% in 2000 after the Asian crises, it recovered quickly to 44.6% in 2002 (table 4). By
country, FDI inflow into China accelerated from the first half of the 1990s and maintains its
momentum in the new century. The semi-industrialized countries in the Association of Southeast
Asian Nations (ASEAN) such as Indonesia, Malaysia, the Philippines, Thailand and Viet Nam
gained more investment in the 1990s. In addition to the countries mentioned, developed
countries such as Australia, Japan, New Zealand, Republic of Korea and Singapore are major
FDI recipients.

A relatively newer phenomenon is the increase of FDI outflow from devel oping countries,
especialy South-South FDI (various issues of UNCTAD’sWorld Investment Report). FDI outflows
from developing countries as a percentage of the world total peaked in the mid-1990s, followed
by a decrease to below 10% caused by the economic crises at the end of the 1990s. A leading
investor is FEALAC Asia, which accounts for more than 25% of the total FDI flows originating
from developing countries. Latin Americais the second largest devel oping-country region in terms
of investment, making up more than 10% of the total South-South FDI (table 4).

TABLE 4
FDI INFLOWSAND OUTFLOWS 1980-2003
(Billions of dollars)

FDI Inflows (annual average) FDI Outflows (annual average)
1970-79 1980-89 1990-94 1995-99 2000-03 1970-79 1980-89 1990-94 1995-99 2000-03
World (1) 241 939 2040 5980 8610 283 933 2348 6031 7793
Developing countries (2) 61 214 650 1786 2005 04 57 281 649 596
(1)=100 253% 22.7% 31.9% 29.9% 23.3% 13% 61% 120% 108% 7.6%
FEALAC-LA 25 6.2 156 583 550 0.1 0.7 29 85 71

(1)=100 102% 66% 7.6% 98% 64% 05% 08% 12% 14% 0.9%
(2=100 403% 289% 240% 327% 275% 37.7% 127% 102% 131% 11.8%

FEALAC-Asal2 11 59 320 75.0 724 0.1 13 8.1 16.9 16.1
(1)=100 46% 63% 157% 125% 84% 02% 13% 35% 28% 21%
(2=100 18.0% 275% 49.3% 420% 36.1% 174% 221% 289% 261% 27.0%

Note: FEALAC-Asial2 does not includeAustralia, Japan and New Zealand.
Source: UNCTAD FDI database.

34



ECLAC —Project documents ~ Information Technology for Development of Small and Medium-sized Exportersin Latin Americaand East Asia

TABLE 5
FDI INWARD TO FEALAC 1980-2003
(Billions of dollars)

FDI Inflows (annual average) Inward FDI Stock
% of World

1970-79 1980-89 1990-94 1995-99 2000-03 1980 1990 1995 2000 2003 2003

FEALAC Asia-Pecific 15 25 10.7 40.9 88.0 916 452 2091 4793 8609 11957 14.5%
Austrdia 1.0 3.7 55 6.9 9.7 132 736 959 1087 1742 2.1%
Brunei Darussalam 0.0 (0.0 0.0 0.7 10 0.0 0.0 0.6 39 74 0.1%
Cambodia 0.0 0.0 0.0 0.2 01 0.0 0.0 0.4 15 19 0.0%
China 0.0 16 16.0 421 485 11 207 1349 3483 5015 6.1%
Indonesia 0.2 0.3 17 26 (2.0) 103 389 50.6 60.6 57.2 0.7%
Japan 0.1 0.2 14 39 75 33 99 367 50.3 89.7 1.1%
Korea, Republic of 0.1 0.3 038 41 47 13 5.2 9.5 371 475 0.6%
Laos 0.0 0.0 0.0 01 0.0 0.0 0.0 0.2 05 0.6 0.0%
Malaysia 03 10 44 5.2 25 5.2 103 28.7 52.7 59.0 0.7%
Myanmar 0.0 0.0 0.2 0.6 0.2 0.0 03 12 39 44 0.1%
New Zealand 0.2 0.9 20 22 20 24 79 25.6 231 380 0.5%
Philippines 01 0.2 0.9 17 11 13 33 6.1 128 115 0.1%
Singapore 03 19 5.2 116 123 6.2 305 656 1126 1473 1.8%
Thailand 01 05 20 4.4 25 10 8.2 177 301 36.9 0.4%

Viet Nam 0.0 0.0 08 19 13 0.0 03 5.8 146 18.6 0.2%
FEALAC Latin America17 25 6.2 15.6 58.3 55.0 416 9.2 1615 396 @ 486.7 5.9%
Argentina 01 0.6 30 10.6 35 53 8.8 280 67.6 351 0.4%
Bolivia 0.0 0.0 01 0.7 0.7 0.4 10 16 5.2 6.7 0.1%
Brazil 13 17 15 18.3 205 175 371 417 1030 1284 1.6%
Chile 01 0.4 12 53 35 0.9 101 155 454 46.8 0.6%
Colombia 01 05 08 28 22 11 35 6.4 10.9 19.1 0.2%
CostaRica 0.0 01 0.2 05 05 0.7 14 2.7 5.2 6.9 0.1%
Cuba (0.0) 0.0 0.0 0.0 (0.0 (0.0 0.0 0.0 0.1 01 0.0%
Ecuador 01 01 03 0.6 12 0.7 16 36 71 112 0.1%

El Salvador 0.0 0.0 0.0 03 0.2 02 0.2 03 20 26 0.0%
Guatemala 01 01 01 0.2 0.2 0.7 17 22 34 43 0.1%
Mexico 0.6 24 6.2 11.9 17.2 81 24 411 972 1659 2.0%
Nicaragua 0.0 0.0 0.0 0.2 0.2 01 01 0.4 14 20 0.0%
Panama 01 (0.0) 0.2 08 05 25 22 32 6.7 81 0.1%
Paraguay 0.0 0.0 01 0.2 01 0.2 04 0.7 13 0.9 0.0%
Peru 0.0 0.0 08 24 14 0.9 13 55 1.1 12.7 0.2%
Uruguay 0.0 0.0 01 0.2 03 0.7 10 14 21 16 0.0%
Venezuela 0.1) 0.2 0.8 34 29 16 2.3 7.0 269 342 0.4%
Developing countries 6.1 214 650 1786 2005 3020 5480 9167 19399 2280.2 21.7%
World 241 939 2040 5980 8610 6927 1,9503 29921 60899 82451  100.0%

Source: UNCTAD FDI database.

Both North-South and South-South FDI have been motivated by push and pull factors.
The push factors include: 1) increased competition, or limited growth opportunities in domestic
markets; 2) efficiency-seeking following an erosion of export competitiveness, as well as tariff
and non-tariff “barrier hopping” and; 3) procurement of raw materials. Maor pull factors for FDI
consist of: 1) low labor costs; 2) market access to both domestic and export markets; and 3)
familiarity with the local business environment (e.g. through trading relations), geographic
proximity, ethnic and cultura ties. Asymmetric information about foreign markets can increase
costs of both FDI and international trade especially for relatively small companies (Aykut and Ratha,
2003, and UNCTAD, 2004).

Asian investors are encouraged by their growing capabilities, strong export orientation,
and the need to access technology, brand names and strategic assets abroad. These are true of most
of the mgjor Asian investors. In addition, in case of China, the country hungers for access to natural
resources in Asia and other regions, including Latin America. In Latin America, the largest FDI
stocks are found in Mexico and Brazil, whose outward investments have fluctuated significantly,
followed by Chile, Argentina and Venezuela (UNCTAD, 2004).
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By sector, East Asia and Pacific countries have accumulated FDI mainly in the
manufacturing sector; the percentage of the manufacturing for Latin America is much smaller
(table 7). A similar pattern is observed among FEALAC member countries. This FDI distribution
reflects differences in the comparative advantages of the two regions. At the same time, Latin
America has not been involved in manufacturing supply chains.

TABLE 6
FDI OUTWARD FROM FEALAC 1980-2003
(Billions of dallars)

FDI Outflows (annual aver age) Outward FDI Stock
% of World

1970-79 1980-89 1990-94 1995-99 2000-03 1980 1990 1995 2000 2003 2003

FEALAC Asia-Pacific 15 19 180 373 446 58.0 266 2543 3760 5222 6611 8.1%
Austraia 0.2 23 24 39 8.9 23 305 52.8 98.8 uz.1 1.4%
Brunei Darussalam 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 02 0.0%
Cambodia 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.2 02 0.0%
China 0.0 0.4 24 22 3.0 0.0 25 15.8 258 37.0 0.5%
Indonesia 0.0 0.0 0.9 0.4 0.1 0.0 0.1 13 23 27 0.0%
Japan 16 14.0 25.8 238 327 196 2014 2385 2784 3355 4.1%
Korea, Republic of 0.0 0.4 15 43 34 0.1 23 10.2 26.8 345 0.4%
Laos 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.2 0.3 0.0%
Malaysia 0.0 0.2 0.8 22 14 0.2 27 11.0 213 29.7 0.4%
Myanmar 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0%
New Zealand 0.0 0.4 0.9 (0.0) 0.2 05 6.4 76 72 87 0.1%
Philippines 0.0 0.0 0.2 0.1 (0.0 0.2 0.2 12 16 1.0 0.0%
Singapore 01 0.2 21 7.0 7.9 37 7.8 35.0 56.8 90.9 1.1%
Thailand 0.0 0.0 0.2 0.6 0.2 0.0 0.4 23 26 33 0.0%
Viet Nam 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0%
FEALAC Latin America 17 0.1 0.7 29 85 71 45.9 55.8 712 1059 125.7 1.5%
Argentina (0.0) (0.0) 06 22 03 6.0 61 107 211 213 0.3%
Bolivia 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0%
Brazil 01 0.2 0.6 13 0.7 385 41.0 445 51.9 54.6 0.7%
Chile 0.0 0.0 04 15 18 0.0 0.2 24 n2 138 0.2%
Colombia 0.0 0.0 01 05 05 0.1 04 1.0 3.0 35 0.0%
CostaRica 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.2 0.0%
Cuba 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0%
Ecuador 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.1 03 0.3 0.0%

El Salvador 0.0 (0.0 (0.0) 0.0 (0.0 0.0 0.1 0.1 0.1 0.1 0.0%
Guatemala 0.0 0.0 0.0 (0.0) 0.0 0.0 0.0 0.0 0.0 0.0 0.0%
Mexico 0.0 0.1 04 0.7 19 0.0 11 26 75 138 0.2%
Nicaragua 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0%
Panama 0.0 0.3 04 17 10 038 42 49 4.0 8.7 0.1%
Paraguay 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.2 0.2 0.2 0.0%
Peru 0.0 0.0 0.0 0.1 0.0 0.0 0.1 0.6 0.5 0.8 0.0%
Uruguay 0.0 0.0 0.0 0.0 0.0 0.2 0.2 0.2 0.2 0.3 0.0%
Venezuela 0.0 0.1 0.4 0.6 0.7 0.0 22 39 5.8 8.0 0.1%
Developing countries 0.4 57 28.1 64.9 59.6 602 1286 3086 7933 8587 10.5%
World 28.3 933 2348 6031 7793 559.6 1,758.2 28976 59833 81969  100.0%

Source: UNCTAD FDI database.

TABLE 7
SECTORAL COMPOSITION OF FDI STOCK IN DEVELOPING COUNTRIESIN 2002

Primary  Manufacturing Services

Developing Countries 14 39 47
Africa 53 19 29
East Asia& Pacific 5 62 34
Europe & Central Asia 58 33 9
Latin America & the Caribbean 18 27 54

Source: World Bank (2004).
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It is not easy to obtain thorough information on intra-FEALAC FDI, especially inter-
regional FDI within FEALAC. This overview depends heavily on FDI inflows/outflows and stock
data of afew selected member countries whose FDI data are available on websites.

Table 8 shows the small shares of both intra- and inter-regiona FDI in thetotal intraFEALAC
FDI of the selected countriesin Asiaand Latin America, together with the relative importance of intra-
regiond FDI for developing countries such as Indonesia, Maaysia, Colombia and Peru. Sub-regiona
financial centersin Asia, such as Singapore and Hong Kong for Asia (studied by UNCTAD in 2004),
and Panama and other tax heavens in the Caribbean, have been catalysts to promote intra-regiona
FDI. Asisthe case with international trade, Asiais ardatively important FDI sourcefor Latin America,
while Latin Americais not an important source for Asia. One reason for this disparity is the large FDI
contributions of the Asia-Pacific developed countries, namely, Japan, Australia, and New Zedland.
Also, intrarregional FDI in Latin Americaremains small in comparison with developing Asia (table 8).

Intra and Inter-regional Integration

The closer trade and investment relations observed above have been facilitated or are
complemented by political dialogues and harmonization of the trade and investment mechanisms
based on bilateral and regional agreements.

Latin America has already established sub-regiona agreements for integrating economies
as well as bilateral agreements (table 9). Presently, the agreement network is expanding to the
continental and hemisphere scales by conclusion of the Framework Agreement for the Creation of
a Free Trade Area between the Andean Community (CAN) and Mercosur, and the on-going
negotiation for the Free Trade Area of the Americas (FTAA).

In addition, more countries in the region have recently created FTAs with important trade
partners from other regions such as the United States and European Union (EU). As a resuilt,
according to the estimates by ECLAC, countriesin Latin America and the Caribbean have concluded
67 multilateral agreements that cover 62.5% of the total exports from the region. Reflecting the
lesser importance of the intra-regional trade within Latin America, the figure for intra-regiona
trade decreased to 12% of the total exports, while that for inter-regional exportsis 50.5%, although
the number of intra-regional agreementsis 33 and that of inter-regional is 34, respectively.

In contrast to Latin America, Asia-Pacific countries have been seeking a virtuous nexus
between trade and investment to build intra-regional value chains in the manufacturing sector, which
might result in closer economic ties within the Asia-Pacific region. For this reason, only 35
agreements, 24 of which areintra-regional, exist and 20.9% of the exports from Asia-Pecific region,
which include non-FEALAC member states, go to the trade partners encompassed by the
agreements. As a result of the relative high weight of intra-regional trade, exports to the countries
that have signa the 24 intraregional agreements accounted for 19.1% of the total exports. The
percentage for the 11 inter-regional onesisonly 1.8%.

From the second half of the 1990s, the Asia-Pacific countries began putting more emphasis
on hilateral and multilateral free trade agreements. Almost all of the semi-industrialized and
developed countries in the region have started studies and negotiations to close FTAs with their
neighbors. Greater attention to ASEAN by the large countries is aso increasing the potential for
the rapid increase of FTAS.

Contrary to the existing and predicted high-density linkage based on intra-regional FTAS,
inter-regional FTAs are limited, but increasing in importance. The first inter-regional FTA within
the FEALAC region was that between Chile and Republic of Korea that came into force in 2004.
The Japan-Mexico Economic Partnership Agreement (EPA) was the second, and became effective
in April 2005. Countries that are more enthusiastic about establishing inter-regional agreements
are Australia, China, Japan, Republic of Korea and New Zealand from Asia, and Chile, Mexico,
Peru and Panama from Latin America. The Summit Meeting of APEC held in Chile in 2004
provided strong momentum for inter-regional FTA negotiations.
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Trade and FDI

Liberalization of trade and investment has decreased opportunities for barrier-hopping FDIs
but increased opportunities for export-oriented ones. This has resulted in the formation of cross-
border industria clusters and increasing intra-regional trade, whose pattern should fundamentally
depend on intra- and inter-regional divisions of labor derived from the international comparative
advantage structure.

The observed relative unimportance of inter-regional trade and FDI reveals underdevel oped
business opportunities. In the case of Latin America, even intraregional trade and FDI have not
yet been sufficiently developed, compared with Asia. In order to remove this disparity, governments
can assist private firms. These firms are often located strategically to establish optimum
specidization in accordance with the comparative advantages of the individual firm and country.
Governments can, therefore, help these firms by promoting industrial development policies and
research and development (R&D) activities, in parallel to improving business environments by
fully utilizing the outcomes of multilateral, regiona and bilateral trade negotiations or unilateral
trade liberalization and investment efforts.

The nexus between trade and FDI can also be affected by broadly defined transaction costs
that include transportation costs, as well as those caused by the administrative complexity in the
FDI target country and communication with trading partners. On the other hand, companies must
reduce costs and improve product quality, delivery and customer service in order to maintain good
relationships with their clientsin the increasingly globalized economy.
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3. INFORMATION TECHNOLOGY IN THE GLOBALIZED ECONOMY

Facing with the importance of trade and FDI in the global economy, governments and the
private sector have increasingly turned their attention to the development of electronic business
(e-business). E-business, which is often divided into business-to-business (B2B), business-to-
government (B2G), and business-to-consumer (B2C), is expected to reduce transaction costs,
promote integration of the world economy, and create opportunities for developing new businesses
in the technology sector.

The optimal strategy for e-business development involves various aspects that include
initiatives for improving IT infrastructure and availability of IT for SMEs. The World Bank (2005)
specified typical e-businessinitiatives as follows:

Awareness creation. Awareness of the benefits of ICT application among government,
business and consumers can help to promote its growth. In this regard, B2G initiatives have a
significant demonstrative roleto play.

ICT infrastructure development. Increasing competition in the ICT infrastructure market,
combined with initiatives for improving I T access in poor rural areas.

Human resource devel opment. People's ability to effectively use ICT.

Legal infrastructure. A legal framework to build public and business trust in online
transaction.

Macro-economic and financial infrastructure. Instruments should be put in place to ensure
that e-business transactions can be completed and contracts honored, which involves areas as diverse
as exchange rate policies, online payment regulation, or credit card infrastructure.

Logistical and trade infrastructure. Reliable domestic transport and delivery systems, as
well as trade facilitation, customs efficiency, and port management services.

Promoting e-business among SMEs. Interventions may include ICT skills development,
business incubation, and programs to increase access to financing.

Taking into consideration these components, we review some indicators related to the
present situation of information technology and business environments,

(1) IT Infrastructure

The figures below show clearly the gapsin the penetration rates of I T products and services
between the top high-income group such as Australia, Japan, Republic of Korea, New Zealand
and Singapore, and developing countries such as Bolivia, Cambodia, Laos, Nicaragua and Viet
Nam (figures 5-8).
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FIGURE 5
TELEPHONE MAIN LINESIN USE PER 100 INHABITANTS FOR 2001
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FIGURE 6
CELLULAR MOBILE TELEPHONE SUBSCRIBERS
PER 100 INHABITANTSFOR 2001
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FIGURE 7
PERSONAL COMPUTERS PER 100 POPULATIONS FOR 2001
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FIGURE 8
INTERNET USERS PER 100 POPULATIONSIN 2001
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TABLE 10
LEVEL OF COMPETITIONIN THE TELECOMMUNICATIONS SECTOR

L ocal Domestic Intnl Leased  Mobile Internet
Country services longdist long dist Data lines digital CableTV services

Argentina(1)
Australia
Bolivia(2)
Brazil (1)
Brunei Darussalam
Cambodia(2)
Chile

China
Colombia
CostaRica
Cuba
Ecuador

El Salvador(1)
Guatemala(2)
Indonesia
Japan

Korea (Rep.)(1)
Lao PD.R.(1)
Maaysia
Mexico
Myanmar
New Zealand
Nicaragua
Panama
Paraguay
Peru
Philippines(2)
Singapore
Thailand
Uruguay(1)
Venezuela(2)
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Note 1: Key: M=Monopoly; D=Duopoly; P=Partial competition; C=Full competition
Note 2: (1)=2003 data; (2)=pre-2003 data
Source: 1TU World Telecommunication Regulatory Database

The penetration ratios of telecommunications services, PCs and Internet for Japan, Republic
of Koreaand Singapore are at the highest level in the FEALAC region, and equivalent to the OECD
average (arithmetic mean of the penetration ratios in the 30 OECD member states). Those for Chile
ranked forth in FEALAC and first in Latin America, although there are large disparities between
the ratios for Chile and OECD levels. Peru's rankings for PC and Internet are relatively high in
comparison with its low ranking for penetration of telecommunications services. China has a
massive number of IT consumers, but diffusion rates in the country remain at alow average level.

Although the diffusion of IT depends on income level, regulatory environment in the
telecommunications sector also plays a significant role. We have recognized that the penetration
ratios remain low in some countries whose telecommunications markets are in situations of
monopoly or restricted competition (table 10).
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(2) Human Resources and Literacy

Human resources are fundamental to promoting IT usage, improving productivity of
companies, and developing innovative products. Among the education indicators listed in table
11, literacy is amost indispensable to Internet use. The rate is relatively low in less-devel oped
ASEAN countries such as Cambodia, Laos and Myanmar and El Salvador, Guatemala and
Nicaragua in Central America. Although the youth literacy rates are higher than those for adults,
these countries’ literacy still remains lower than 90%, except in Myanmar, according to the estimates
by UNESCO. Higher illiteracy rates will cause a deep-rooted digital gap, insoluble even in the
middle term.

The secondary school enrollment ratios for Latin America have been estimated to exceed
50% except in Guatemala, and are higher than those for less-developed Asian countries. The
rate for Cambodiais as the same as the tertiary school enrollment ratios for El Salvador. Similar
tendencies to secondary education can be observed in the tertiary school enrolment ratios. In
the developing countries, around 30% or less of the people proceed to tertiary school. The
percentages in Latin America are much higher than Asia, where less than 10% of people in
Cambodia, Laos and Viet Nam can achieve advanced education. The lack of well-educated
workers will affect the speed with which the useful new tools of IT are absorbed into the social
and business systems.

(3) Research and Development

Activities related to research and development (R&D) are closely linked with formation
and reinforcing of countries' comparative advantages, and also one of the determinants of future
trade and specialization patterns.

Table 11 provides a list of indicators related to resources put into R&D, alongside R&D
results. The resources used for R&D are distributed unevenly in the world. The more devel oped
FEALAC member states, led by Japan, Republic of Korea, Singapore and Australia, invested the
largest percentages of their GDP in R&D, followed by medium income countries such as New
Zealand, Chinaand Brazil, and then by Malaysia, Chile and Cuba.

The number of researchers per million people reveals another reality. China alone
accounts for more researchers than all of the Latin American countries excluding Argentina. As
shown in table 12, China has the most researchers in FEALAC, and its gross expenditure on
R&D, and its number of researchers is overwhelmingly large compared to Latin American
countries. Nevertheless, the numbers for Brazil, Chile Cuba are higher than those for semi-
industrialized Asian countries. One point of interest is Mexico's hunger for R&D capabilities.
The country is a manufacturing base aimed at the U.S. market, but its R& D person per people
isinferior to Malaysia and Thailand.

The indicators for R&D products may shed light on the expertise areas of the countries.
From the number of scientific and technical journa articles published in the natural sciences,
medicine, engineering/technology, and earth/space sciences. We found that researchers from
Argentina, Brazil, Chile and Mexico have contributed appreciably to scientific fields. However
patent applicants in Latin America are awarded mainly to outsiders, and R&D findings are not
well combined with development of industrial products and services. Asian developing countries,
in contrast, focus their R&D efforts more on practical areas that can result in creation of business
opportunities.
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TABLE 11
EDUCATION AND RESEARCH DEVELOPMENT INDICATORS
Education Research and Development
Literacy School School Scientificand Researchers
Rate (% of Enrollment, Enrollment, R&D Technical Patent Patent inR&D
people ages Secondary Tertiary Expenditure Journal Applications,  Applications, ~ (per million
15and above) /1 (% gross) 123 (% gross) /24 (% of GDP) Articles Total /6 Residents/6  people) /7
2000 2000 2000 2000 1999 2000 2000 2000
Asia-Pacific 15
Australia 160.7 63.2 154 15,186 80,721 10,367 3,445.9
Brunel 87.3 121 20 282.0
Cambodia 68.0 18.1 22 5
China 90.9 68.2 12.7 1.00 16,197 122,306 25,592 550.5
Indonesia 86.8 56.8 14.4 172 60,363 0
Japan 102.5 47.7 2.99 56,134 486,204 388,879 5,104.2
Korea, Rep. 94.2 776 2.39 8,386 172,184 73,378 2,305.4
Laos 64.8 37.6 32 2
Maaysia 88.7 69.3 26.3 0.49 493 6.451 179 276.0
Myanmar 84.7 385 1.5 10
New Zealand 1124 69.2 1.16 2,927 67,938 2,266 2,593.2
Philippines 92.6 77.1 30.5 187 3,636 154
Singapore 925 99 45 191 1,984 62,471 0 4,139.6
Thailand 92.6 82.8 35.6 0.25 558 5,665 1117 289.5
Viet Nam 90.3 67.1 9.7 112 59,776 35
Latin America 17
Argentina 96.8 96.7 52.2 0.44 2,705 6,634 0 737.0
Bolivia 85.4 80.0 36.7 0.29 33 275 30 71.2
Brazil 86.4 105.3 16.2 1.04 5,950 64,686 41 323.9
Chile 95.8 85.5 37.1 0.53 1,062 3,120 241 416.0
Colombia 91.6 69.8 231 0.18 254 1,799 75 100.2
CostaRica 95.6 60.5 16.6 0.39 76 52,437 (0]
Cuba 96.7 84.6 24.2 0.53 242 58,418 0 480.7
Ecuador 91.6 57.7 0.08 20 n 0 84.2
El Salvador 78.7 53.9 17.2 0.01 0 245 28 47.2
Guatemala 68.5 36.9 14 226 13
Mexico 90.5 735 20.5 0.37 2,925 66,916 451 2590.1
Nicaragua 66.5 54.0 0.08 8 145 9 726
Panama 91.9 67.1 33.6 0.38 37 160 7 100.2
Paraguay 93.3 59.9 15.8 0.08 4 83 3 89.2
Peru 89.9 817 318 0.11 60 1,079 40 225.4
Uruguay 97.6 98.0 36.6 0.24 159 616 44 2775
Venezuela 925 66.0 229 0.33 523 2,348 56 194.0
World 79.1 70.2 239 218 633,669

Note 1: Literacy Rate of Viet Nam (1999).

Note 2: Gross enrolment rate is defined by UNESCO as Enrolment at a given level of education, regardless of age,
expressed as a percentage of the population in the theoretical school-age group corresponding to thislevel of education.

Note 3: School enrollment, secondary of Peru (1998).
Note 4: School enrollment, tertiary of Panama (1999), of Peru (2001, UNESCO).
Note 5;: R& D Expenditure of Nicaragua (1997), Ecuador and El Salvador (1998), New Zealand and Paraguay (2001).

Note 6: Patent applications of Boliviaand El Salvador, Paraguay and Peru (Source: OAS), Malaysia (1997), Nicaragua
(1999).

Note 7: Researchers in R&D of Nicaragua and Peru (1997), Ecuador (1998), Mexico, New Zeaand, Paraguay and
Thailand (2001), Brunei (2002).

Source: World Bank, WDI. Ministry of Education (Singapore for Enroliment Data), Organization of American States
(OAS). UNESCO.
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In Asian developed countries, the private sector playsavital rolein R&D. The R&D funds,
classified by research type, are used mainly for experimental development,® which is primarily
run by enterprises. Most of the expenditures are financed by the corporate sector. In contrast, Latin
American researchers are more dedicated to applied research depending on governmental resources.
In addition, higher educational institutions take on the leading role. Based on this present situation,
building a mechanism for technology transfer from universities to the private sector is a prioritized
policy issue for Latin America, which should result in commercialization of R&D findings and
increase in technol ogy-based exports.

TABLE 12
R&D EXPENDITURESINASIAAND LATIN AMERICA
. South New
Australia China Japan  Korea Malaysa Zealand Singapore
2000 2000 2002 2002 2003 2002 2001 2002

Gross Expenditure on R&D (US$ million) 5,997 10,819 15556 124,027 16,002 605
Gross ERD/GDP (%) 154 101 123 312 2.64 0.69 116 2.19**
Total R&D personndl (Full-Time Equivalent) 95,710 922,131 1,035,100 857,300 186,214 10,731 14,699 21,871
ERD by research type (%)

Basic 5.2 57 15.0% 145 84 15+

Applied 17.0 19.2 228 208 68.6 35x*

xperimental Development 71.8 75.1 62.2* 64.7 230 50**
ERD by source of funds (%)

Government 457 334 182 239 305 46.4 418

Enterprises 46.3 57.6 739 74.0 495 371 49.9

Foreign 33 27 0.4 0.4 1ns5 6.6 72

Others 48 6.3 76 17 85 9.9 11
ERD by sector of performance (%)

Government 229 315 2713 9.5 12.6 332 132

Enterprises 475 60.0 61.2 744 76.1 36.5 61.4

Higher Education 26.8 8.6 10.1 139 10.1 303 254

Non profit private organizations 2.7 14 21 12

Note: Expenditure on R&D (ERD), * Statistics Bureau of Japan, **Agency for Science, Technology and Research of
Singapore.

Source: OECD, Statistics Bureau of Japan, Secyt (Argentina), Ministry of Science and Technology of China (data for
2002), MASTIC of Malaysia, Agency for Science, Technology and Research of Singapore.

R&D can be classified by different methodologies. The widely accepted OECD definition is as follows: The term R&D covers
three activities: basic research, applied research and experimental development;...(omission)... Basic research is experimental or
theoretical work undertaken primarily to acquire new knowledge of the underlying foundation of phenomena and observable facts,
without any particular application or use in view. Applied research is also original investigation undertaken in order to acquire
new knowledge. It is, however, directed primarily towards a specific practical aim or objective. Experimental development is
systematic work, drawing on existing knowledge gained from research and/or practical experience, which is directed toward
producing new materials, products or devices, to installing new processes, systems and services, or to improving substantially
those already produced or installed (OECD, 2002, p.30).
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TABLE 12 (continued)
R& D EXPENDITURESINASIAAND LATIN AMERICA

Argentina  Brazil Chile Colombia  Mexico El Salvador Peru
COUNTRY 2003 2000 2001 2001 2001 1998 1999
INDICATOR
Gross Expenditure on R&D (US$ million) 532 6,239 360 136 2,453 10 49
Gross ERD/GDP (%) 041 1.04 0.57 0.17 0.39 0.09 0.10
Total R&D personne (Full-Time Equivalent) 39,393 157,384 11,173 4,383 44,085
ERD by research type (%)
Basic 256 55.3 24.0 345 58.8 383
Applied 46.9 321 47.0 40.2 318 48.3
Experimental Development 275 12.6 29.0 252 94 134
ERD by source of funds (%)
Government 68.9 60.2 68.9 132 59.1 51.9
Enterprises 26.3 382 249 46.9 298 12
Foreign 14 41 13 234
Non profit private organizations 35 21 17 0.8 104
Higher Education 16 0.0 383 9.1 132
ERD by sector of performance (%)
Government 411 184 404 8.0 39.1 359
Enterprises 29.0 374 14.9 18.0 303 116
Higher Education 274 436 438 60.0 304 40.1
Non profit private organizations 25 0.6 0.9 14.0 0.2 124

Source: Secyt (Argentina), Network on Science and Technology Indicators (RICYT).

Asian manufacturing-based companies have concentrated their limited R& D resources into
the manufacturing sector, especially automobile and IT manufacturing. In Republic of Korea, for
example, 82.8% of business R& D expenditure was in the manufacturing sector in 2001; 47% of
the total was spent on electrical and optical egquipment, and 16.8% on transport equipment (OECD,
2004). Chinese businesses invested 53.7 billion yuan in R&D in 2000, 84.4% of which went to
manufacturing. The leading Chinese R& D sectors were:

€electronics and telecommunications, 20.1%

2. electronic equipment and machinery, 7.8%
3. transport equipment, 9.3%
4. raw chemical materials and chemical products, 7.2%

Malaysian R& D expenditure in 2002, by contrast, was led by:

1. motor vehicle manufacturing, 39.2%

2. ¢electrical machinery and related apparatus, 27.2%

3. radio, television communications equipment and related apparatus, 9.0%

Singaporean R& D was dominated by electronics manufacturing (53% of the total), with
telecommunications and I T also occupying significant percentages.
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Compared to these Asian countries, the destinations of Mexican R&D expenditures were
more diversified. In 2001, 53.8% of the R&D expenditure in the private sector happened in the
manufacturing sector, and about 45% in the services sector. Significant areas of investment included
transport equipment; food, beverages, and tobacco; textiles, textile products, leather, and footwesr;
chemicales and pharmaceuticals; telecommunications; software consulting; and social and personal
services.

(4) Other Trade and Business Conditions

The international trade system is dependent on a wide range of infrastructure that should
decrease transaction costs and promote technical innovation, creating comparative advantages for
countries and forming a global pattern of industrial specialization.

Transportation infrastructure is a fundamental public good to facilitate international trade.
Using the Global Competitiveness Report (GCR) indices, which do not include less-developed
countries in Asia, we can observe weakness in Latin America, especially port infrastructure in
Central America and the Andean Community (table 13). The index for many of these countriesis
at alevel similar to or worse than the Philippines and Viet Nam.

Technical barriers to trade such as technical regulations, industrial standards, and testing
and certification procedures are an increasing threat to the international trade system. In order to
respond to new requirements, companies need to establish well-controlled systems for production
and administration. One of the indicators of a company’s ability to overcome technical necessities
is the acquisition of international standards such as the 1SO 9000 and the SO 14000 series. In
addition, large firms can use such certificates in order to select possible suppliers of inputs. As
shown in table 13, there is a clear gap in the number of certificates issued between Asiaand Latin
America. Many more firmsin Asia, which is an emerging global production base for manufactured
goods, have obtained 1SO’s certificates than in Latin America.

6 Pacific countries have different characteristics. In New Zealand, 56.3% of the R&D expenditure in the business sector look place

in the manufacturing sector and 39.5% in services in 1999/2000. In the manufacturing sector, the expenditures were concentrated
in machinery equipment, instruments and transport equipment (24%) and food, beverages and tobacco (19%). The share of the
manufacturing sector in Australian private business R& D expenditure was 50.4% and the service sector 39.9% in 2000. Although
the distribution in Australia between the manufacturing and services is similar to that of Mexico, Australian firms seem to have
made R&D expenditures on higher-technology fields. In the manufacturing sectors, more expenditures were made on: radio,
television and communication equipment (9.9%); motor vehicles, trailers and semi-trailers (7.9%); and pharmaceuticals (6.8%).
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TABLE 13
TRADE AND BUSINESS CONDITION INDICATORS
Port Airport Coallaboration in | SO9000 1 SO14000
Quality /  Quality 2/ Clusters 3/ IT Laws4/ (2003) (2003)
Asia-Pecific
Australia 6.0 6.6 4.0 5.6 19,975 1,250
Brunei 40 3
Cambodia 8 1
China 3.7 39 45 3.6 96,715 5,064
Indonesia 3.7 41 36 3.7 2,056 297
Japan 5.6 53 5.7 44 55,916 13,416
Republic of Korea 53 57 4.7 5.0 12,846 1,495
Malaysia 6.1 6.2 42 54 3,668 370
Myanmar 8
New Zealand 59 59 41 5.1 2,816 155
Philippines 24 39 35 36 509 174
Singapore 6.8 6.9 4.9 5.8 3,480 523
Thailand 45 5.6 42 3.8 5,105 736
Viet Nam 31 39 3.7 35 1,311 56
Latin America
Argentina 3.7 3.9 3.0 32 2,257 286
Bolivia 14 33 22 23 49 7
Brazil 33 51 41 41 4,012 1,008
Chile 46 5.4 34 43 420 99
Colombia 26 4.2 3.2 39 2,659 135
CostaRica 21 41 33 34 68 38
Cuba 32
Ecuador 2.8 3.0 25 3.0 33 1
El Salvador 26 5.0 2.6 31 8
Guatemala 2.6 3.7 3.0 25 19 1
Mexico 33 4.6 35 35 1,935 406
Nicaragua 17 3.0 22 2.7 9
Panama 5.4 49 3.2 3.8 48 2
Paraguay 23 2.7 22 21 71 3
Peru 23 30 27 34 329 31
Uruguay 4.0 3.0 24 3.0 258 32
Venezuela 31 39 23 35 206 20
FEALAC Average 37 4.5 34 38
World Average 39 45 36 3.7

Note 1: Port Infrastructure Quality: Port facilities and inland waterways in your country are (1 = underdeveloped, 7 = as
developed as the world's best)

Note 2: Airport Transport Infrastructure Quality: Air transport in your country is (1 = infrequent and inefficient, 7 = as
extensive and efficient as the world's best)

Note 3: Extent of collaboration among clusters. Collaboration in your clusters with suppliers and partnersis (1 = amost
nonexistent, 7 = extensive and involves suppliers, local customers, and local research institutions)

Note 4: Lawsrelating to ICT: Laws relating to information and communication technologies (ICT) (e-commerce, digital
signature, consumer protection) are (1 = nonexistent, 7 = well developed and enforced)

Source: World Economic Forum (WEF), The Global Competitiveness Report 2003-2004, and International Organization
for Standardization (1SO).

Concerning legal conditions, IT lawsin Latin America have not devel oped well compared
to the world average. Only four countries from Latin America —Brazil, Chile, Colombia and
Panama— surpassed the average.

The most serious disadvantage for Latin America is reflected on an index related to the
extent of collaboration among clusters. Only Brazil has created a positive dynamism for sustainable
industrial development comparable with Asia. In Asia, governmental research institutes and
universities focus on basic and applied R& D and the private sector concentrates in experimental
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development, so that collaboration within clusters seems to enable technological clusters in an
effective manner. In addition, small and medium-sized enterprises can become not only leading
innovators but also business partners with large enterprises.

4. IT USAGE AND DEVELOPMENT OF SMES

As described at the beginning of this report, the research project on “Comparative Study on East
Asia and Latin American IT Industries” focused on 13 countries selected from FEALAC. From
this point on, this report deals primarily with the development of SMEs in the selected countries,
with a particular focus on IT usage, adding information on other member states to complement
observations if necessary.

(1) IT and Business Conditions in the Selected Countries

Figure 9 shows a comparison of business conditions for SMEs in the selected countries.
The figuresin figure 9 have been normalized to be one (1) if avariable of a country isamaximum
in FEALAC and zero (0) if a minimum. Larger values indicate better conditions. Values for the
world are included as a reference. Note that the R&D expenditure as a percentage of world GDP
is relatively large because such expenditures are concentrated in a portion of large developed
countries. Even Singapore’'s R& D isinferior to the world level.

The figures illustrate the superior business conditions in leading Asian countries such as
Japan, Republic of Korea and Singapore. Japan has advantages in R&D and collaborations among
clusters. Republic of Korea has the best IT infrastructure and the highest tertiary education
enrollment. Singapore has developed the best port and the best I T-related legal infrastructure.

The ratio of secondary school enrollment is not necessarily low in the selected countries,
although R& D expenditures are lower, except in Brazil and China. The clear differenceisin terms
of collaborations among clusters as mentioned above. The score for Viet Nam, with the least GDP
per capita among the selected countries, is a slightly higher than the world average.

(2) Informatization at the Firm Level

Informatization of firms can be regarded from two points of view: (1) IT infrastructure;
and (2) Purposes of IT usage.

Three Layersof IT Usage

IT usage is based on IT infrastructure, which is broadly composed of three layers:
(1) Infrastructure: Telecommunications Network;

(2) Platform: Personal Computer (PC), Mobile phone;

(3) Application: E-commerce (B2B, B2C), EDI, SCM.

It is necessary to combine these three layers effectively in order to utilize I T fully.

Although infrastructure traditionally refers to telecommunications networks, today the
Internet can be included in this category. The dial-up connection was the main access to the Internet
in the early phase of the “IT Revolution”. As broadband Internet has become affordable, more
users in semi-devel oped countries are switching to cable-modem and ADSL. In parts of developed
countries, fiber-optic networks are reaching individual households.

The platform layer connects telecommunications networks and the application layer. The
representative hardware of thislayer isthe PC. In recent years mobile phones/mobile Internet have
begun to penetrate to both individual and corporate users. In enterprises, handhelds are also used
widely in order to input and output bar codes.
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FIGURE 9

NORMALIZED MAIN INDICATORS ON BUSINESS CONDITIONS
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Note: The indicators are the followings. Telephone Main Line in Use per 100
Inhabitants for2002-2003; PC per 100 Populations for 2001-2003; Internet Users
per 100 Populations for 2001-2003; School Enrollment, Secondary (%, gross,
2000); School Enrollment, Tertiary (%, gross, 2000); R&D Expenditure (% of
GDP, 2000); Extent of Collaboration among Clusters; Laws related to ICT; Port

Infrastructure Quality.

Note 2: Formulafor normalization is (X;-min X)/(max X-min X) for avariable

X, country i.

Note 3: The values of the world for “Clusters’, “IT Laws’ and “Port” are

arithmetic means.
Source: ITU, World Bank WDI, WEF.
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EDI was once the main IT application for large firms. As I T applications migrated to the
Internet, corporate applications diversified to include, for example, e-commerce and SCM, and
smaller firms were incorporated into the user group.

Purposes of IT Usage

Main purposes of IT usage by the corporate sector are the following, primarily oriented
towards facilitating information flow and sharing:

. Providing and sharing information: e-mail, homepages, web pages,

. Efficiency of internal works. Groupware such as accounting, payroll, and inventory
management;

. Collaboration other firms through networking: B2B, B2C, EDI, SCM, ERP, CRM.

To accomplish these objectives, companies follow the three stages of the computerizing
process:

D Information sharing within an individua firm. To this end, firms introduce PCs
and develop LANS;

()] Development and introduction of applications to seek further efficiency and
rationalization of office operations such as accounting, business planning, human
affairs, production planning and control, inventory management, and so on, within
the firm; and

(©)] More advanced IT usage for information sharing and collaboration with partner
companies, for the purpose of improving the efficiency of production, inventory,
sales and distribution managements, or for developing SCM.

It is difficult to make a strict cross-country comparison on informatization of SMEs by
using official figures, due to the differences in the definition of SMEs among countries and
ingtitutions, as well as the differences in methodology, definition, and year of announcement of IT
indicators. Especially in less developed countries in Asia and Latin America, trustworthy
government statistics are not always available. For this reason, we cannot do a comparative study
on the present IT usage by SMEsin the studied countries. We can only overview the present states
of IT usage by firms in the surveyed countries within the limit of data availability, depending on
the obtainable data mainly presented by the government, chambers of commerce, consultancy firms
and universities.

(a) Current State of Informatization by Layer

Platform: Personal Computers (PCs)

Introduction of PCs by the corporate sector is entering into the mature phase in devel oped
countries. Even in semi-devel oped countries, amost all large firms have installed them, even though
there are large gaps in the adoption of them between small and medium-sized enterprises.

Among the surveyed Asian countries, in Japan more than 90% of the SMEs had already
introduced PCs in 2003, so that almost al Japanese firms use PCs. In Singapore, the diffusion
ratio of PCs was 83.3% in 2002 and 83.1% in 2003. Even though the percentages are lower than
that for Japan, the penetration of PCs in Singapore is hitting a peak. Among the Latin American
countries, 64% of the Chilean firms used PCs as of the year 2002. The percentage was 98.4% for
the large firms and 97.1% for the mediums, while that for the small firmswas only 58.2%. A similar
pattern was observed in Mexico, where PCs are owned by 28% of micro firms, but 92% of al
SMEs. In Peru, 80% of the surveyed medium and large firms had introduced PCsin 2000. A 2004
survey Peruvian SMEs sampled from 7 zones demonstrates insufficient utilization of basic IT tools
by local SMEs. About 12% of these firms owned PCsin their offices, and 40% did not use software.
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Infrastructure: the Internet

Almost al of the large firmsin I T-devel oped and semi-advanced countries have introduced
the Internet. More than 90% of the large firms were connected to the Internet around the year
2000, so that the Internet penetration ratio at the national level depends on the informatization
level among SMEs. The gap in adoption of the Internet is also observable between medium and
small enterprises. On the other hand, there is a significant difference in the progress in diffusion
of broadband Internet even among companies connected to the Internet, especially between Asian
I T-leading countries and others. In closing, it should be noted that public infocenters still provide
an important channel to the Internet to small firmsin Peru and less-devel oped countries.

InAsia, 93.9% of Japanese SMEs had Internet connectionsin 2003. Asisthe case with PCs,
the Internet is diffused to approximately all businessesin Japan. The dissemination ratein all Korean
businesses reached 71.1% in July 2002. Although the figure is lower than that for Japan, 62.7% of
the Korean firms with Internet access utilize ADSL. The Internet penetration in Singapore, which
achieved 78.3% for 2002 and 75.9% for 2003, is reaching a threshold, asisthe case with PCs, dthough
the level is lower than Japan. On the other hand, more Internet-connected firms are shifting to
broadband Internet. The percentage of the firms with broadband of the total number of firms connected
to the Internet, or the diffusion rate of broadband, rose from 41.2% in 2002 to 54% in 2003 (IDA,
2004). In Latin America, Internet adoption in Chile went up from 61% in 2001 to 64% in 2002 and
69% in 2003. By firm size, less than 60% of the micro businesses had Internet accesses in 2003 as
contrasted with about 100% for the medium and large companies and 90% for the small firms. In
Colombia, a survey conducted in 2003 reveaed that 86% of the total sampled SMEs, and 91% of
the firms in the service sector, had Internet connections. The dominant connection method was dial-
up that made up 57.7%. Cable-modem accounted for 19.4% and the figure for ADSL was only 6.4%.
On the other hand, 96% of the large firms possessed the Internet, 74% of which were dedicated
connections (Pyramid Research — CINTEL, 2003). In Peru, 64.2% of the surveyed medium and large
firms were connected to the Internet in 2000. Approximately 19% of the SMEs with PCs have Internet
accessin their offices and 50% of the surveyed SMEs utilized public Internet booths in 2004.

Internet Applications

E-mail and information collection are two major purposes for which firms intend to utilize
the Internet. Websites are gaining importance as a medium to advertise companies and their products
and services. In some semi-developed countries, around 20-30% of SMEs have established awebsite.
Nevertheless, large gaps in website ownership exist among different sizes of firms and industria
sectors even in semi-developed countries. Even in Republic of Koreg, the ownership ratio has a
positive correlation with the firm size: 19.4% for the micro firms with 5-9 persons in 2003; 35.2%
for the smalls (10-49); 59.8% for the mediums (50-299); 76% for those with 300-999 persons; and
81.9% for those with more than 1,000. There are differencesin website building among sectors. Around
30% of Argentine SMEs had an active business portal in 2003. Some 25% of Peruvian SMEs with
direct Internet accesses have created a website, which imply a very limited diffusion, taking into
consideration the fact that only 12% of the sampled firms had PCs and 19% of the firms with PCs
had an Internet connection.

TABLE 14
OWNERSHIPRATIO OF WEBSITE BY SMES
China Japan Republic of Korea Chile Mexico
(2001) (2003) (2003) (2002) (2002)
46.2% (Small) 52.3% (SME) 19.4% (Micro) 9.8% (Small) 36.6% (Manufacturing)
57.1% (Medium) 35.2% (Small) 27.8% (Small-Medium) 31.2% (Commerce)
59.8% (Medium) 35.6% (Medium) 21.1% (Services)
12.6% (SME)

Source: Country Papers (China, Japan, Republic of Korea, Chile) and Secretaria de Economia (2003) (Mexico).
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E-commerceisintheinitial development stages and growing at afast rate. B2B dominates
and accounts for more than 90% of the total e-commerce transactions in many countries. A small
percentage of large enterprises have adopted e-commerce. SMES users of e-commerce still seem
to be the exception. In Republic of Korea, about 30% of large firms and 18% of SMEs utilize
e-commerce. About 27% of Singaporean SMES with Internet access utilize it as customers and
14% as suppliers. In Japan, 7.8% of SMEs and 19.3% of large firms implemented B2B. According
to asurvey in Brazil, 15% of small firms utilize B2B for purchases and sales. In Chile, 16% of the
companies connected to the Internet use e-commerce platforms to purchase inputs. Public
e-procurement systems are an important driving force that encourages SMESs to participate in e-
transactions. That had been observed in Brazil, Chile and Republic of Korea. Most of the companies
have not been incorporated into a supply chain. Some 15.5% of Japanese large firms and 8.4% of
SMEs have aready or partialy implemented Internet Supply Chain Management (SCM).

(b) Current State of Informatization in the Studied Countries

The main features of IT market demand and the present situation of e-commerce in the
studied countries are summarized in the following subsections. Since the information for each
country depends strongly on the particular surveys conducted in that country, comparison charts
and figures cannot be made; instead, we present lists of the relevant facts for each country.

China
IT Markets
. Hardware and software markets have seen a rapid growth (hardware: an annual
rate of over 12%; software: more than 35%); however, compared with China's
overall economic scale, IT hardware and software sales value is rather small.
. IT hardware represents over 70% of the market share, while software and

information services only make up 11% and 16%, respectively.

Purposes of Internet Usage

. Information collection and display of firm information are the two main actual
uses of the Internet, but quite afew firms perform e-commerce online.

. Application of IT and e-commerce in enterprises is still in the beginning stage,
but the popularity of these technologiesis growing rapidly.

Internet Connection Methods

. A survey in 2001 showed that 89% of firms used the Internet. The figure rose to
98.6% in the 2002 survey.

. Telephone line and modem are the major connection methods. In 2001, 50% firms
used these two methods, but this had declined to 43.8% in 2002.

. Usage of dedicated datalines rose from 25% in 2001 to 36.8% in 2002. ADSL usage
soared from 2% in 2001 to 26.5% in 2002. ISDN ranked fourth, accounting for 16%.

E-commerce

. Continuously running e-commerce websites have increased in number from 575
in 2000 to 1,533 in 2002.

. Trade volume through e-commerce has increased by 3.5 times, from 77.2 billion
yuan in 2000 to 355.6 hillion yuan in 2003.

. B2B accounts for over 97% of the total e-commerce volume.
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Company Websites

Japan

According to a survey made by the State Economic and Trade Commission in 2002,
84% of firms have established public websites.

The survey shows that launching new product/service information (73.5%),
distributing news (70.5%), collecting customers’ information (48.9%), after-sales
selling (25.4%) and receiving orders (20.9%) ranked as the top five applications
of websites.

Online selling, purchasing, supplying, and other online trade business were at
16.8%, 12.1% and 7.7%, respectively.

Currently, establishing websites usually serves the purpose of image promotion
rather than online purchasing and selling. Only aminimal number of firms (1.05%)
have fully realized e-commerce, and not many firms (16.48%) have even partially
realized it.

Purposes of Internet Usage

In 2003, 90% of SMEs had aready introduced PCs and could access the Internet,
and 80% of them practiced e-mail communications.

50% of them made use of the web to transmit and collect information.

Further uses, however, such as the introduction of the Intranet, online conferencing,
and sharing schedules, are lesswidely in use.

In 2003, about 60% of SMEs had introduced management systems for accounting
and sales management, including POS (point of sale).

33.9% of SMEs had adopted inventory management and 31.0% purchase
management.

Information systems inside SMEs are less common, but among them, the work
connection system (28.7%), the document sharing system (26.2%), and the work
reporting system (23.1%) are the most popular.

The Ministry of Information and Communications (MI1C) surveyed in 2001 more than 1.6
million companies, nearly 90% of which are SMEs, concerning e-commerce and related activities:

E-commerce

Theratio of firmsin all categories practicing e-commerce is about 10.5%. SMEs
are at 10.1%, while large firms are at 26.1%.

B2B transactions are conducted by 7.8% of SMEs and 19.3% of large companies.
For B2C, SMEs are at 3.8%, large firms at 11.1%.

More than 50% the firms that practice B2B replied that their purposes of B2B use
are: sales (57.4%), purchase (54.8%), distribution (18.2%), and after-sale services
(21.8%). These figures are the same for both large companies and SMEs.

B2C is mostly used for accepting orders (82,2%), distribution (19.2%), and after-
sale services (27.3%). This implies that many firms are using B2C to construct a
new kind of customer relationship. As was the case with B2B, these figures do
not change with the size of firms.
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Supply Chain Management

According to a survey by the Small and Medium Enterprise Agency, among
industries involving SCM such as manufacturing, wholesale, trading, and retail,
only one third of SMEs recognize the concept of SCM and view it as useful; the
number of firms practicing SCM isless than 15% of the manufacturing industry.

Breaking this down by size of firms, only one fourth of SMEs recognize the concept
of SCM, and only 8.4% of them are actually implementing it. This figure is less
than half that of large firms.

Republic of Korea

Internet Access

By June 2002, 40.7% of all businesses that employed more than five workers had
acorporate network infrastructure.

71.1% of all businesses had available Internet services within their vicinity.

Among the 314,000 firms, 62.7% used ADSL -based services to access the Internet
as of July 2002, while 21.9% used leased lines. Larger firms tended to use leased
lines.

68.1% of all firms that have Internet access use services with average Internet
connection speeds of more than 2Mbps.

Company Websites

E-commerce

The breakdown of company homepage possession percentages by industrial sector
is: agriculture (19.7%); light industry (25.5%); heavy industry (34.0%); chemicals
(38.4%); construction (15.3%); distribution (19.5%); finance (30.6%) and other
services (37.2%).

The rate of possession of homepages increases as the size of firm increases: firms
with 5-9 employees (19.4%); 10-49 (35.2%); 50-299 (59.8%); 300-999 (76.0%);
and more than 1,000 (81.9%).

About 21% of firms have implemented e-commerce.

Implementation ratios were 64.7% for the communication sector, although the ratios
for transportation and manufacturing were 7.6% and 6.9% respectively.

By number of employees, 29.8% of the larger firms with more than 300 employees
utilize e-commerce and that for SMEs with |ess than 300 employeesis 18.1%.

B2B is dominated in terms of transaction amount with 87.6% of the total in 2002
and 88.0% in 2003, followed by B2G (9.2%), B2C (2.6%) and others (0.2%).

Another survey showed that e-commerceis used by only 4.0% of the manufacturing
SMEs and the ratio over total sales was 1.4% in 2003.

B2B accounted for 59.3% of the sales. The percentages were 25.9% for B2C and
14.8% for B2G.

The B2B volume for 2003 was 206,854 billion won, a 32.8% increase over the
previous year.

That in manufacturing sector was 146,162 billion won, 70.7% of the total .
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Singapore

Customer-led e-commerce was 150,688 billion won, 72.8% of al B2B transaction.
The rest was seller-led e-commerce, 87.1% of which is composed of cooperative
transactions.

The revenues in the B2C market in the 4th quarter of 2002 hit 1.4 trillion won,
which was a 75% increase compared to the previous year.

The B2C market now has a 4% market share of the 122 trillion won consumer
retail market.

After the government finished building the Government e-Procurement System
(GePS) and passed regulations to govern the service, the G2B market has expanded
in scope and scale. The government opened 33,109 contracts out of 34,773 for
bidding over the span of three months starting from October 2002.

Spending on IT

The average SME spent an average of $ 32,000 (Singapore dollars) on IT in 2002,
much lower than the spending of local large companies ($ 1.2 million) and foreign
large companies ($ 856,000).

The average foreign SMEs spent $ 74,000 on IT in 2002, more than double that
of local SMEs.

The bulk of SMES' IT budgets are spent on hardware and software. Very little is
spent on external I T services and manpower.

Computer and Internet Usage

A survey on IT usage in business in 2002 carried out by the Infocomm
Development Authority (IDA) showed that SMEs have a high level of usage of
computers, with 84% using PCs, workstations and laptops. By comparison, all large
companies, local and foreign, use computers.

Similarly, a high proportion of employees (three-quarters) in SMEs have access
to computers. This is less than for those in foreign companies (85%), but about
the same asthat for those in local large companies (72%).

We also find observations that the overwhelming mgjority of SMES (94%) use the
Internet, and 72% of employees having access to the Internet.

The most common forms of uses of the Internet by SMESs are information searches
(98% of SMEs with Internet access), e-mail (99.9%) and exchanging electronic
files (88%).

A smaller proportion of SMEs use the Internet for advertising/marketing, providing
information on their own websites, and to access databases of suppliers.

Internet Connection Methods

Almost half (48%) of Internet-using SMEs have broadband access. Using
broadband as a platform to deliver content, for marketing/promotion, and to access
multimedia applications and collaborative tools such as file sharing is relatively
common.

Reliability and stability are the most important considerations for SMEs when
deciding whether to adopt broadband services and applications, followed by
affordability.
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E-Commerce

SMEs that do engage in e-commerce are more likely to use it for buying rather
than selling. E-commerce is used by 27.3% of SMEs with Internet access as
customers but only 14% use it as suppliers.

Only 10% of SMEs currently make use of ASPs (application service providers).

The greatest benefits for SMEs in using ASPs are gaining access to the latest
technologies and upgrades, as well as obtaining cost savings.

Benefits of IT Usage

Thailand

IT Usage

A minority of SMEs report reaping tangible benefits from I T usage.

41% of SMEsusing IT had an increase in domestic sales, 30% reported an increase
in overseas sales and 44% reported a reduction in their manpower costs.

Both IT using SMEs and non-users cite the cost of IT astheir main concerns about
using I T. Security issues, technical problems such as systems breakdowns and the
difficulty of keeping pace with changesin technology are also important concerns.

SMEs see financial grants and assistance as the most effective measure for
encouraging use of I T technologies, followed by assistance in skills and knowledge
acquisition.

IT penetration in business enterprises is limited. According to the National Statistic
Office Survey on Trading and Service Providing Enterprises in 2002, only 10.6%
of firms were equipped with computers.

Only a half of computer-using companies used the Internet, and less than 10% of
them had their own website.

Usage of computer has been primarily clustered in and around Bangkok, with the
country’s other regions relatively uniform.

Website Usage

According to the 2001 National Electronics and Computer Technology Center
Survey, it was found that most company websites are in tourist industry, the
computer and Internet industry, and the entertainment industry; 55.3% of these
websites were written in English to reach to overseas markets.

26.5% of al websites were written exclusively in Thai, and 18.1% were in both
Thai and English.

Approximately 11.42% of websites were used for several purposes, such as
purchasing, clearing or logistics. These advanced websites were mainly in the
tourism, computer and Internet, garments and cosmetics, and florist and handicraft
industries.

Roughly 69.5% of advance-stage websites provide purchasing-order forms, 79.5%
provide payment systems, 47.7% provide information on how to receive products,
and 61.2% provide services to both domestic and foreign customers.
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Breakdown of Firms Using IT

Viet Nam

IT Usage

According to the Office of Industrial Economics, 58.3% of medium-sized
enterprises in the manufacturing sector use IT, while only 24.4% of small
enterprises do so.

Currently, most trading SMEs have not employed IT to improve managerial and
marketing functions.

The use of IT in trading SMEs has been mainly restricted to newly established
firms. IT employed in this sector focuses mainly on wholesaling processes such
as Efficient Consumer Response (ECR).

The number of retailers using barcodes and elementary IT functions has been
increasing.

In the service sector, IT and e-commerce have played an important role in
marketing, advertising, sales processing, and managing services.

The most successful industry in applying IT and e-commerce is tourism, 55% of
whose firms have websites.

Other SMEs in other services sector also place a high value on I T, such as private
hospitals, insurance, transportation, and real estate.

A survey conducted by the Viet Nam Chamber of Commerce and Industry (VCCI)
on the usage of computers in small enterprises, most of which are private
enterprises with less than 50 employees, found that computers were used in 91.6%
of the surveyed firms, but that 48.7% of these had less than 3 computers.

The firms' purposes of using computers were typing, accounting management,
Internet access and e-mail.

These enterprises gave several reasons for not using I T: unavailability of specialized
staff (33%); dependence on parent companies decisions (16%); and financial
difficulties (16%).

Only 27% of surveyed firms had arranged positions for IT management in their

management board; 36% of surveyed firms did not have departments specialized
inlT.

Internet Connection Methods

Regarding IT infrastructure, 80% firms operated in the networking environment:
49% of them used Local Area Networks (LANS) and 3% had established Wide
Area Networks (WANS).

Purposes of Internet Use

Nearly 73% of the surveyed firms have introduced the Internet. The main purposes
of Internet usage were e-mail (100%) and information collection (94%).

One fourth of firms used the Internet for daily communication, 16% to sell
products, 34% to connect with affiliates, and 16% to connect with suppliers.

Websites were owned by 43% of the surveyed firms.
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These websites were used mainly for advertisement (28%), service providing
(16%), selling products (20%), and exchanging information (16%o).

Among manufacturers, 16% offered and sold their products through network
service providers.

Problems with IT Usage

E-Commerce

Argentina

The mgjority of the surveyed firms complained of high prices of IT equipment,
training services, business management software, 1T consulting services, and
Internet access.

In addition, 43% of them said that Vietnamese I T firms were not capable of meeting
their demands, and 7% of them rated local firms' IT capabilitiesas“low”.

Theratios of enterprises’ total investment in I T to their total turnover in 2002 and
2003 were 0.07% and 0.06%, respectively.

A survey conducted by the Ministry of Trade in 2003 showed that 46% of the
surveyed enterprises utilized e-commerce.

Among those who had participated in e-commerce, 76% of firms were more
interested in B2B than B2C (57%).

E-mail, EDI and XML were the most applied information exchange methods for
e-commerce (93%).

Nearly 54% of surveyed firms had their own websites.

Due to insufficient legal framework for online payment, payment still had to be
made by traditional methods.

A study conducted by Trends Consulting in accordance with IDC Worldwide definitions
and methodology analyzed the IT market for 84 SMEs with fewer than 500 employees (micro
enterprises with less than 10 employees were not included), whose sales averaged $ 242.3 million
(pesos) in 2002 and $ 282.2 million in 2003. The major findings include, among others:

IT Spending

The average IT spending of the surveyed SMEs was $ 3.2 million in 2002, and
grew 9.4% to reach $ 3.5 million in 2003

Their total IT spending was closeto $ 270 million.

The average IT expenditures by SMEs are equivaent to 2.7% of their total sales,
which is higher than that for all companies (1.8%).

The total IT spending by SMEs can be broken down into 28.6% for hardware,
22.6% for software, 21.7% for communications, and 27.1% for services.

Compared with al companies, SMEs tend to allocate fewer resources to hardware
and services, asimilar percentage to software, and more to communications.

Purposes of IT Usage

Some 93% of SMEs already had installed an ERP solution in 2003.
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. Installations of CRM and SCM by SMEs do not reach half the percentages for
ERP. In 2003 these two applications had a penetration rate of close to 40%.

. Approximately 68% of SMEs have human resource applications, in addition to
traditional payroll calculation systems.

Company Websites

. Websites were owned by 84% of SMEsin 2002. This figure had increased to 90%
at the end of 2003.

. In order to manage their websites, 48% of companies host their sites on their own

servers, 36% use hosting services from local providers, 12% locate them at their
foreign headquarters and only 4% use the services of local housing providers.

. Some 72% of SMEs operate a corporate intranet, but only 38% possess extranet.

. At the end of 2003, 52% and 83% of employees were able to use Internet and e-
mail respectively.

E-Commerce

. Slightly less than one third of SMEs had active business portals at the end of 2003.

. The percentages of companies with e-commerce and e-procurement solutions had
fallen somewhat by December 2003, to 24.2% and 8.4% respectively.

. In 2003 there was an increase in the use of these applications by SMEs, especially
in e-commerce by small companies and e-procurement among medium-size
enterprises.

. Only 21.7% of SMEs have developed some type of B2B solution, which includes
partial integral solutions (ex. uploading online catalogues to sell by using e-mail
or telephone).

. The penetration of B2C is 14.5%.

Brazil

The survey Pesquisa Perfil da Empresa Digital 2003/2004, carried out by the Federagdo
das Industrias do Estado de S&o Paulo (FIESP), revesl s that:

. Half of SMEs surveyed did not forecast implementing Internet-based EDI, and
20% did not even have awebsite.

. Most large enterprises (72%) had already implemented e-commerce or plan to do
it in the near future.

. Furthermore, among micro-enterprises, only 8% make use of B2B for sales, and
16% make use of it for purchases, while just 8% use B2C.

. Among small enterprises, 15% use B2B, for both purchases and sales, and 11%
use B2C.

Another survey carried out by the Brazilian Service to Support Micro and Small
Companies-S8o Paulo (Sebrae-SP) revealed that the main uses of the Internet are: (1) banking
services; (2) government services; (3) news; (4) communications (e-mail); (5) research on business
deals, prices and suppliers; and (6) websites for advertisement.

An analysis in 2002 done by the Center for Research on Information Technology and
Organizations (CRITO) shows that:
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All surveyed small firms use e-mail and about 70% have a website.

The penetration ratios of intranet were 36.8% for SMEs and 71.7% for large firms.
Those of extranet were 32.9% and 44.6% respectively.

Some 35.7% of SMEs and 71.9% of large firms have adopted EDI.

The launch of the public purchasing site Comprasnet greatly increased SMEs
participation in government purchasing.

Barriers to E-Commerce

Major barriers to adopting e-commerce are: concern about privacy of data or
security issues (48.6%); lack of customers who use the technology (47.6%); and
inadequate legal protection for Internet purchases (41.4%).

Scarcity of staff with e-commerce expertise is associated with insufficient on-the-
job experience in developing and adapting I T to specific applications and business
environments, rather than with the lack of basic skill levels.

Benefits of E-Commerce

Chile

E-Commerce

The identified impacts of e-commerce are increases in the number of suppliers
(39.8%) and distribution channels (35.2%).

Large firms reap most of their benefits from e-commerce by increasing internal
efficiency, widening sales areas, and by improving customer services and
coordination with suppliers.

SMEs primarily achieve inventory and cost reduction through e-commerce.

Only 12.8% of large firms and 11.7% of SMEs reported increased international
sales since going online.

On the other hand, 41% of large firms said that making needed organizational
changes was an obstacle to doing business online, versus 33% for small firms.

The Santiago Chamber of Commerce (CCS) estimated that the total amount of e-
commerce reached US$ 2,329 million by 2002.

B2C accounted for less than 2% of total e-commerce transactions, while its
transaction value doubled from 2000.

Theratio of B2C to total transactions was only 0.2%.
The volume of B2B was estimated at US$ 2,288 in 2002.

The share of B2B in total transactions was 2.2% in 2002 and projected to be 7.0%
in 2005.

More than 20,000 suppliers had offered their products through e-marketplaces,
about 65% of which are vertical markets that focus on a specific industry, such as
supermarkets, construction, or mining.

ChileCompra, a public e-procurement system, is also adriving force of B2B.
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Internet Usage

During 2000 and 2003, Internet connectivity increased from 42% to 69% and
website ownership from 7% to 25%.

These are expected to reach 70% and 33%, respectively, in 2004.

Nonetheless, only 11% of firms utilized the Internet as a platform for sales, and
16% for purchasing inputs and connecting with their providers, in 2003.

Among the most widely used Internet applications were Internet banking (58%),
government-related procedures (53%), and tax declaration and payment (48%).

On the other hand, less developed were sales to foreign markets (4%) and
videoconferencing (4%).

PC and IT Usage

According to a survey by the Subsecretaria de Economiain 2002, 62.7% of Chilean
SMEs were equipped with PCs, and two-thirds of firms with PCs were connected
to the Internet from their offices.

Some 5.1% of the SMEs without PCs accessed the Internet from outside their
offices.

Principal usages of PCs are word processing, spreadsheets, and Internet browsers
and e-mail.

IT was not fully incorporated into organized activities.

About 60% of the large firms and 26.6% of the SMEs equipped with PCs had
introduced a database and a system for administration.

Purposes of Internet Usage

Colombia

The most widespread Internet application is e-mail, followed by contact with banks
and contact with public services.

The main usage of the banking service by SMEswas not relevant to money transfers.

Even large firms did not exploit contacts with suppliers and clients. These firms
main activities were information exchanges with their suppliers and clients.

Even if firms introduced e-commerce, the utilization of it wasinsignificant.

Among the firms that made e-procurements, 52.5% of them purchased |ess than
5% of the total inputs that they bought. The percentage was 56.5% for online sales.

All surveyed companies with more than 100 employees have a connection to the
Internet.

87% of these firms have a website, and 36% of the nation’s companies are
devel oping e-commerce solutions through websites and extranets.

Despite the important progress made in recent years, the e-commerce market is
till incipient.

A survey by the Chambers of Commerce points out that among 2,500 companies
who have some type of commercia activity, 75% of them have access to the
Internet, while only 20% use Internet for activities related to their businesses and
only 9% for activities related to e-commerce.
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Purposes of Internet Usage

El Salvador

Mexico

Surveys conducted by the Administrative Department of Statistics (DANE) in 2002
showed that 65% of SMEs in the services sector had Internet connections and
14.8% had established their own websites.

These firms offer on their websites services such as: product marketing with clients
(66.8%); product marketing with industries (8.0%); online payment (3.2%); online
processing of delivery and order (11.7%); capacity to offer secure transactions
(2.6%); and others (34.3%).

The manufacturing sector is the biggest Internet user. Approximately 71.1% of
SMEsin the manufacturing sector access the Internet, and 25.7% have created their
own websites.

These firms offer on their websites services such as: product marketing with clients
(51.8%); product marketing with industries (15.9%); online payment (10.9%); and
others (46.1%).

According to a questionnaire survey conducted by CID Gallup El Salvador in 2003
—answered by 100 samples companies, 25% of which were government and 75%
private entities and third were SMEs — 56% stated that they have contracted
application development services with local companies.

Theuse of IT in Salvadoran companies varies greatly: 14% of the surveyed firms
have between 1 to 25 computers, 18% between 26 and 50, 24% between 51 to
100, 19% between 101 to 200 and 26% have 200 computers or more.

Additionally, 50% of companies with Internet access have the following amounts:
21% have 26 to 50 PCs, and 13% have 51 to 100.

The purposes of local IT application are mainly sales (72%), human resources
management (71%), application integration (68%), portas (62%), finance (60%),
marketing and customer service (50%), distribution (38%), B2C e-commerce (33%)
and manufacturing (29%).

According to a survey conducted by the CRITO, ratios of IT penetrationsto firms
in 2002 was 98.3% for e-mail, 79% for website, 50.9% for intranet, and 58.4%
for EDI.

Purposes of Internet Usage

PC Usage

Online sales were used by only 11.8% of the firms.
On the other hand, 64.8% of companies make purchases online.

B2B transactions have overwhelmingly predominated over B2C, partially due to
the large presence of multinational corporations that have facilitated the
introduction of Internet-based management practices.

Only 1% of the population and 7% of the Internet users utilized open purchase
markets to search for products and make purchases in 2002.

A survey conducted by the National Statistical Institute (INEGI) provides data on
PC diffusion in 1999 by industrial sector.
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In the commercial sector, almost 30% of the firms utilized PCs.

The construction sector and agribusiness were well equipped, with more than 80%
possessing computer equipment, while in the manufacturing sector, more than 60%
of the companies had computer equipment.

A survey conducted by the Ministry of Economy pointed out lower penetration
ratios in 2002 than those reported by INEGI in 1999. In the previous survey, 31%
of all firms had PCs and 37% of office employees had accessto PCs.

By industrial sector, PCs were owned by 28% of the surveyed firms in the
commerce and restaurants & hotels sectors, 87% of the construction firms, and
33% of the manufacturers.

Among other sectors, the percentage was 100% for the electricity, gas and water
sector, and the financial, security and real estate sector, while 21% for the mining,
35% for the social and personal services and 56% for the transport, storage and
communications sectors.

IT Use by SMEs

Peru

PC Usage

Regarding informatization of SMESs, a 2002 study executed by the Ministry of
Economy showed that 28% of micro-enterprises had PCs and 23% of their office
employees had access to PCsin 2002.

The percentages go up as company size increases. The figures for SMEs are 92%
and 65% respectively. In intermediate and large firms, whose PC penetration ratios
are 100%, 75% and 88% of office employees can access PCs, respectively.

Another study on SMEs conducted by the Ministry of Economy (Secretaria de
Economia, 2003) show that 69.4% of the SMEs in the manufacturing sector had
Internet accessin 2002.

The figure was 68.7% for the commerce and 82.2% for the services sector.

The first and second most common reasons for using the Internet, shared by the
aforementioned three sectors, were (1) to compile information on the sector and
(2) to introduce their companies and products.

Purchasing inputs or products was the third most common reason for Internet use
for both the commercial and the services sectors.

Around 36.6% of the manufacturing SMEs, 31.2% in the commercial sector and
21.1% in the services sector owned their own websites.

Finally 36.4% of the manufacturing SMEs had realized commercialization of
products on the Internet and online sales, through which 7.7% of the total sales
were conducted. Those percentages were 36.1% and 10.6% for the commercial
SMEs and 36.1% and 14.7% for the SMESs in the services sector respectively.

A survey carried out by the Instituto Nacional de Estadistica e Informética (INEI)
in 2001 revealed that 80% of medium and large businesses had computers.

By industrial sector, 76.3% of manufacturing companies owned computers. The
percentage was 82.8% for the service-oriented companies.
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Roughly 65% of the companies possessing PCs alocated 1 to 5 units of PCs to
the administrative and production areas, respectively.

About 51% of these firms have established alocal area network (LAN).

Internet Usage

64.2% of firms were connected to the Internet.

Most frequently used Internet applications were e-mail (60.9%), web pages
(22.9%), and database queries (15.6%).

These firms used the Internet for the purposes of carrying out their businesses
(45.2%), research and investigation (37.8%), diffusing their corporate images,
(22.6%), and online training (11.5%).

Only 14.1% of firms had implemented e-commerce.

The most frequently used type of e-commerce was B2B, which was used by 74.5%
of all e-commerce using businesses, followed by B2C (49.0%) and B2G (8.9%).

IT Use by SMEs

SMEs do not generaly use the Internet and IT effectively; this is often due to
weaknesses in their businesses as a whole. Based on a study conducted by
Proexpansion in 2004, 50% of SMEs utilize IT tools. But on average only 12% of
SMEs have a PC, only 19% of the firms with PCs have an Internet connection,
and only 25% of those with Internet connection devel op their own web pages.

Public Internet booths were utilized by 49.6% of the interviewed firms.

Some 45% of them had e-mail.

Just 1% of those interviewed used the Internet for selling or buying goods.

High cost and lack of knowledge are the principa obstacles to acquiring such tools.
Almost 40% of SMEs do not use any software.

Personal Media Usage

According to a survey on media usage by SMEs carried out by Centro de
Promocion de la Pequefiay Micro Empresa (PROMPY ME) in 2003, commercial
television, newspaper, and radio were the most widespread and intensively used
media (40%, 29% and 17%, respectively), while cable TV (9.2%) and the Internet
(0.7%) showed less significant user rates.

Only 4% of the interviewees reported the Internet as their most frequent means of
accessing information.

The Internet is used to search for management information (71% of interviewees),
e-mail (34%), and entertainment (22%).

About 50% of managers/owners have a PC in their home, but only 32% have one
in their business or office.

50% of interviewees connect to the Internet from public booths or telecenters, 25%
from their business, and 21% from their homes.
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5. INTERNATIONAL TRADE AND DEVELOPMENT OF SMES

(1) Business Environment of SMEs

(a) Contribution of SMEs to National Economies

The definition of SMEs is not harmonized internationally. There may be differences in
the definition between government-affiliated organizations even within a country. An overview of
the present situations of SMEs mainly in the surveyed economies follows.

SMEs account for more than 95% of firms in most of the surveyed economies; the
importance of SMEs in Singapore (92%) is slightly lower than the others. Viet Nam does not have
well-developed statistics related to SMES, so that it is impossible to obtain complete information.
SMEs create a significant amount of employment. SMEs employ 50 to 85% of all employees,
although these percentages are lower than those for number of firms (table 15).

Compared to the significant importance of SMEs in terms of number of firms and
employment, their contributions to production and value creation are moderate. The gap between
establishment/employment and output/value-added indicates lower productivity for SMESs. Theratios
of value-added to employment are, for example 0.85 for Japanese SMES, which achieve the highest
efficiency, and 0.56 for Thailand and 0.52 for El Salvador, which are the lowest (table 15).

TABLE 15
CONTRIBUTION OF SMESTO ECONOMIES
Establishment Employment Output/Sales  ValueAdded/GDP Trade
China 95.2% (2002) 65.5% (2002) 54% (2002) 61.2% (2002)
Japan 99.7% (2001) 66.9% (2001) 51.1% (2002) 57.0%  (2002) 14.5% (2003)
Republic of Korea 99.8% (2002) 86.7% (2002) 50.8% (2002) 51.9%  (2002) 42.2% (2003)
Singapore 90% (2002) 52% (2002) 31% (2002
Thailand 99.6% (2002) 69.0% (2002) 38.9%  (2002) 38.2% (2002)
Viet Nam 96% (2003) 25-37% (2003) 31% (2003) 26%  (2003)
Argentina 99% (1993) 73% (1993) 60% (1993) 8.8% (2001-02)
Brazil 99.7% (2002) 67.0% (2002) 20%  22% (1Q, 2004)
Chile 99.0% (2001) 70% (2000) 21.7% (2001) 16%  (2003)
Colombia 91.8% (2000) 46.5% (2000) 36.4% (2000) 32.3%  (2000) 31%
El Salvador 99.4% (2002) 87.1% (2002) 45.3% (2002)
Mexico 99.7% (1999) 64% 42%
Peru 99.7% (2001) 76.6% (2004)

Note: The contribution of employment in Viet Nam: 25% of the country’s regular job supply; and 36.6% of the regular
jobs employed by private firms. Employment by micro & small firms for Chile and Peru. Manufacturing sector for
Colombia

Source: Country Papers, Presentation prepared by Ngo Quang Hung (Viet Nam), Guaipatin (2003), ACOPI (Colombia)
and various country sources (SMBA (Republic of Korea), MTI, Dep. of Statistics, SPRING (Singapore), Ministry of
Economy & Production (Argentina), SEBRAE (Brazil), CORFO, CCS, SERCOTEC (Chile), INEGI (Mexico),
PROMPYME, INEI, PROEXPANSION (Peru), etc.)

(b) Internationalization of SMEs

The contributions to exports by SMEs are more varied among the studied countries.
Compared to Latin America, Asian SMEs in the manufacturing exporter countries are more export-
oriented; in Japan, however, only 14.5% of total exports were represented by exports of SME-
driven manufacturing products, which are defined as products for which more than 70% of which
were shipped by SMEsin 2000.

Data on small and medium-sized exporters (SMEXS) in three Latin American countries
clarify the present situation of internationalization of SMEs. The first is a high concentration of
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export value in larger firms. This characteristic is more obvious in Argentina, Brazil and Chile
than in Republic of Korea. In these three countries, although more than 90% of the exporting
companies are SMEs, exports by large firms account for more than 75% in value terms. Those
percentages surpass 95% if we consider medium and large firms together. The second is that more
exports by smaller firms are shipped to neighboring countries, in addition to the United States and
Europe. Thisistrue of Colombian SMEs, whose main export markets are the Andean Community
(Venezuela, Ecuador and Peru) and the U.S. (ACOPI: Asociacion Colombiana de Pequefias y
Medianas Empresas). The third is a higher intensity of technology incorporated in exported products.
In these Latin American countries, there are afew larger firms that export huge volumes of primary
and natural resource (NR) based products (tables 16-18).

The same is true of Malaysian SMEs, which directly exported 26.5% of their production
in 2003; the export ratio by industry is high, among others, for textile and apparels (79.7%) and
for the transport sector (45.0%). Main export destinations are the industrial market economies,
East Asia and ASEAN. According to a survey, only two electrical and electronics and one
manufacturing-related services companies were identified as exporters to Latin America, and one
SMEs in the metal and metallic products exported to South America. Conversely, 90 of SMEs
recognized Singapore as amajor export market. The numbers of the SMEs for Indonesia, Thailand
and Japan were 43, 37 and 32 respectively (SMIDEC, 2004).

TABLE 16
EXPORTSBY SMALL AND MEDIUM EXPORTERS
(% of the Total)
Argentina (2001-2) Brazil (1Q, 2004) Chile (2003) (Ref.) Republic
of Korea (2003)
No of Exporters  Value  Noof Exporters  Value No of Exporters Value Value
Micro 1,240 15.0% 0.1% 1,845 18.9% 0.2% 3250 50.7% 0.2%
Small 2910 352% 0.7% 3809 38.9% 2.0% 2,136 33.3% 3.0% 42.2%
Small-Medium 1914 231% 1.8% 344 3.5% 4.7%
Medium 1540 18.6% 6.2% 2,737  28.0% 15.1% 783 122% 125%
Large 670 81% 91.2% 978  10.0% 78.0% 240 37% 84.3% 57.8%
Others 67 0.7% 0.0% 0.1%
Total 8,274 100.0% 100.0% 9,780 100.0%  100.0% 6,409 100.0% 100.0% 100.0%

Note: Samples of Brazil are industrial firms and others are not-classified firms. Others for the Republic of Korea are
firmsin the public sector.

Source: Argentina (Ministry of Economy), Brazil (SEBRAE), Chile (CCS), Republic of Korea (SMBA).

TABLE 17
PRODUCTSAND DESTINATIONS OF SME EXPORTERSIN LATIN AMERICA
(2) Argentina (2001-2)

Product Types Destinations
NR Labor-  Scalee  Specia= R&D-  Mercosur+ Other Asia, Africa,
Primary based intensive economy lized intensive Chile EU LAC US MiddleEast ROW
Micro& Smal 20.7% 18.6% 192%  13.7% 17.9% 9.8% 459%  161% 14.7% 10.9% 5.1% 7.4%
Medium 260% 204% 164%  131% 14.3% 9.8% 41.9%  196% 122% 12.4% 7.2% 6.6%
Large 32.7%  405% 55%  154% 1.9% 4.0% 3B1% 2L1% 79% 1.1% 20.2% 6.6%

Source: Ministry of Economy and Production.
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TABLE 17 (continued)
PRODUCTSAND DESTINATIONS OF SME EXPORTERSIN LATINAMERICA
(2) Brazl (1st Qtr, 2004)

Product Types Destinations
Semi- ALADI NAFTA
Manu- Manu- (exc. (exc.
Basc factured factured Others Mercosur Mercosur) EU15 Mexico) Asa ROW
Micro & Small 58%  135% 80.2% 0.4% 14.5% 159% 232% 271% 83% 11.0%

Medium & Large  26.6%  14.1% 58.4% 1.0% 10.0% 115% 231% 228% 150% 17.7%

Source: SEBRAE.

TABLE 17 (continued)
PRODUCTSAND DESTINATIONS OF SME EXPORTERSIN LATINAMERICA
(3) Chile (2003)

Industries Destinations

Mining Agriculture Manufacturing Latin America North America Europe Asia ROW

Micro 0.8% 11% 88% 58% 19% 15% 5% 4%
SMEs 1.9% 22% 76% 34% 25% 23% 12% 6%
Large 51% 6% 43% 16% 18% 26% 36% 4%
Source: CCS.
TABLE 18
EXPORTSAND FDI BY KOREAN SMES
Exports (2003) FDIsby SMEs (2002-2004 Total)
Total SMEs SME/Total
uss % of USs$ % of % of USs$ % of
Million Total Million Total No. Total Million Total
Africa 3,118 1.6% 883 1.1% 28.3 14 0.3% 6 0.2%
Asia 99,312 51.2% 48,049 58.8% 484 3,739 83.2% 2,906 72.8%
Central & South America 8,802 4.5% 2,854 3.5% 324 55 1.2% 212 5.3%
Europe 31,899 16.5% 11,054 13.5% 34.7 126 2.8% 129 3.2%
Middle East 8,592 4.4% 24 0.0% 0.3 18 0.4% 8 0.2%
North America 36,902 19.0% 13,090 16.0% 355 512 11.4% 693 17.4%
Oceania 4,906 2.5% 1,478 1.8% 30.1 31 0.7% 37 0.9%
Other 287 0.1% 66 0.1% 230
Total 193,817  100.0% 81,699 100.0% 422 4,495  100.0% 3,991 100.0%

Source: SMBA.

Recently more Japanese and Korean SMEs are going abroad to acquire cheaper qualified
labor forces. FDIs by Korean SMEs have been flown mainly into Asia (83.2% of the total cases
and 72.8% of the total value of FDIs by SMEs for 2002-2004) and North America (11.4% and
17.4% respectively), which are their main export markets. The percentages for Latin America are
1.2% and 5.3%, respectively. In terms of amount, FDI to Latin Americaisrelatively high compared
to theratio of Latin American to total exported value (3.5% in 2003) (table 18).

(c) Obstacles for SMEs to Export

Table 19 summarizes barriers for Latin American SMEs to participating in foreign markets,
many of which were identified in a survey carried out 10 years ago for APEC countries. In the
APEC economies, difficulties faced by SMEs with respect to exporting and investing abroad
included: lack of information on overseas markets; trade and non-trade barriers; inadequate
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networking; shortage of funds for setting up business channels abroad; and lack of experience in
international business practices (APEC, 1994).

TABLE 19
BARRIERSTO EXPORTSFOR LATIN AMERICAN SMES
Argentina Brazil Chile Mexico (Manufacturing)
Obstaclesto initiate Major Difficultiesfor | Weakness of SMEs External Factorsthat limit | Internal Factors that
exports for non-exporters | Exporters exports limit exports
+ Accesstoinformation |+ To deal with * Quality management |+ Scarcity & highfreight | «+ None
* Prices bureaucratic and ¢ Information costs * Insufficient
» Scarce official administrative management » Slowness and excess of production capacity
supports procedures (Marketing and sales) customs procedures + Organizational

+ Scae » Toobtaininformation|s Marketing strategy * High costs of insufficiency
* Finance on regulaionsin + Definition of products information on * Insufficient quality
* Human capital foreign markets: * Customer relationship exporting markets
* Transport costs technical norms, « Conditions of trade

commercial barriers, finance

etc.

Source: Ministry of Economy and Production (Argentina), Ministério do Plangjamento, Orcamento e Gestéo (Brazil),
CCS (Chile),and Secretaria de Economia (Mexico).

This clarifies that SMEs do not fulfill the necessary conditions to meet current customers’
needs related to cost, quality, delivery, and customer service. These weaknesses often arise from
characteristics of SMEs, including, among others: lack of human resources; unsound operating
bases; vulnerability to business environments; shortsighted business management; small scale; and
sporadic export. In addition, although management of an SME tends to be largely in the hands of
a few executive officers, they often cannot perform all necessary functions, or they may not be
willing to change their business cultures to cultivate new markets. Representative issues concerning
facilitation of exports by SMEs include quality management, transportation costs, and trade-related
procedures.

Technical norms and quality management

Today, secure product quality is a prerequisite for businesses to access foreign markets. In
addition, SMEs intending to export their products must comply with the technical specifications
and phyto-sanitary conditions applicable to each market. On the other hand, large companies oblige
their suppliers to ensure products meet the specified standards and quality. Therefore, achieving
international certificationsis an important step for SMEs to meet market requirements and expand
exports.

In Mexico, according to a survey carried out by CONACY T, the number of companies with
the 1SO 9000 and 14000 grew from 113 in 2000 to 3,296 (2,889 or 87.7% for the 1SO 9001:2000
and 407 for the ISO 14000) in 2003. The 3,296 firms include 160 micro, 332 small, and 901 medium
firms (842 large and 1,061 not-specified firms). By industrial sector, 47.9% of the establishments
belong to the manufacturing sector (including 114 firmsin the food and beverage sector), and 40.0%
to the services sector. About 30.4% of those certificated export their products. By firm size, 1.3% of
the exporting firms with certifications are micro. The percentage for smal and mediums firms are
5.0% and 32.8% respectively (38.2% for large and 22.7% for non-specified firms).

Governments provide SMEs with various supports to obtain various certifications. In
Malaysia, at the end of December 2003, a total of 2,022 companies had received the 1SO 9000,
out of which 1,158 were assisted by the Government (SMIDEC, 2004). Now the SO 9000
Certification is only an important first step in the process. In the food sector, a total of 534
companies had already obtained Hala certification to meet Moslem religious requirements, in
addition to the 56 that had obtained the Hazard Analysis Critical Control Point (HACCP)
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certification. Asaresult of strong government initiatives, 46.1% of the SMEs sampled have received
at least one type of certification. Nineteen per cent have two types of certification, and 7.2% have
three. A significant 25.4% have not obtained any type of certification.

Cao and Scrimgeour (2004) surveyed motivations, implementation problems, costs and
benefits associated with the implementation of HACCP/Risk Management Programme (RMP) for
SMEs in New Zealand, where 81% of SME respondents to the survey have HACCP (compared to
96% for large firms). SMEs are encouraged to adopt these programs, motivated mainly by external
factorsincluding:

@ legal requirement,
(2 accessing new overseas markets, and
(©)] needs of magjor customers.

In the implementation process, SMEs incur the burdens of (1) design and development
costs for implementation, and (2) record-keeping tasks for operation and verification — although
in general SMEs spent less time on developing HACCP/RMP than large firms, perhaps because
of their less complicated production process. In addition, SMEs are more concerned about the costs
associated with implementation, resources (staff, time, budget) available, and lack of expertise in
HACCP/RMP implantation. Perceived benefits from the programs are improvement of risk
management, market access, and positive effects on overall business management (efficiency and
production contral). But there is a gap in the perception on the achieved benefits. Some firms did
not report any benefits of these programs as a business tool. This can be explained partly by the
waysin which SME use the certification systems.

SMEs hesitate to enter into processes to obtain international certifications because of high
costs to acquire certifications and uncertainty of benefits to be gained from obtaining them. Some
Latin American exporters commented that local SMEs prefer to export their products to neighboring
countries that do not call for such certifications.

Costs related to transportation and trade-related procedures

Transportation costs are of growing importance, as customs tariffs have been decreased
through trade negotiations. Recent price increases in freights caused by increases in demand and a
rising oil price have had a considerable effect on SMEs. According to a report by the Santiago
Chamber of Commerce (CCS) in May 2004, transportation costs as a percentage of the exported
value were 8.0% for large firms, 11.4% for SMEs, and 11.1% for micro firms. Smaller volume
and irregularity of exports by SMEs affect the difference in transportation costs between SMEs
and large firms.

On the other hand, Verwaal and Donkers (2001) identified transaction-related economies
of scale (which are closely related with the size and frequency of international trade activities),
simplified customs procedures, and advanced IT as the main determinants of customs-related
transaction costs in the case of the Netherlands. In addition, the study did not recognize any effects
of firm size on customs-related transaction costs, if these determinants of customs-related transaction
costs are taken into account. Nevertheless, smaller firms may find it more difficult to comply with
reguirements to obtain a license for simplified customs procedures, such as the specification of
the accounting information system and measures of internal control.

(2) SME Development Through IT: Key Findings from the Case Studies

From the practical experiences presented by the studied countries listed in the Annex 1,
we can find common aspects related to: motives to introduce I T; key application areasand I T usage
patterns; processes to expand access to foreign markets; and barriers to diffusion of e-commerce,
SCM and other e-transactions.
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(a) Motives to introduce IT

Information technol ogies are thought to be effective tools to overcome obstacles for SMEs
seeking to participate in international trades. In practice, SMEs are motivated to introduce IT by
various purposes, and governments provide a variety of support programs to overcome barriers
encountered by SMEs. The case studies presented clearly the motives for SMEs to introduce IT,
and the public institutions necessary to make use of IT for trade promotion and SME development.

The main reasons for private firmsto introduce I T are, among others, to:

. Improve information access,

. Improve internal administrative management;

. Improve product management and quality control;

. Enhance productivity by improving internal managements as listed above;

. Facilitate collaboration with other companies and seek economies of scale; and
. Acquire new business opportunities.

In addition, services providers, especialy in the logistics and transportation sector, are eager
to provide SME-supporting services and improve their services targeted at SMESs that depend on
modern web-based services.

The weaknesses of SMEs mentioned before are related basically to limited capabilities to
access and manage information, inefficiencies in their internal managements, and disadvantages
caused by the small scale of their businesses, in addition to lack of qualified human resources and
access to finance. SMEs a so often look to collaborate for devel oping new businesses and products,
sharing IT systems with other firms in order to avoid huge investments, attempting to achieve an
economy of scale that may not be achievable.

On the other hand, the main motives for the public institutions to promote I T policies and
introduce IT areto:

. Improve SMES competitiveness and to develop industrial clusters;

. Promote partnerships between large firms and SMEs, and among SMEs;

. Reduce costs related to trade procedures for both the private and the public sectors;
. Increase productivity and transparency of the public sector; and

. Facilitate implementations of trade promotion policies and trade agreements.

The public sector is encouraged to utilize IT with the two different intentions of (1)
implementing their policies for economic and social, and national regiona developments more
efficiently and effectively, and (2) improving their internal management. In the case of trade
promotion policy, both the public and the private sectors are looking for IT solutions to enforce
implementation processes of closed multilateral, regional, and bilateral free trade agreements, as
well as unilateral efforts toward trade promotion.

(b) Patterns of International Trade by SMEs and IT applications to promote SME
development

The case studies on I T usage for international trade listed in Annex 1 are mainly related to (1)
IT usage by SMEs that participate directly in foreign markets, and (2) IT services for trade promotion
and facilitation. In terms of area of application, the studies can be classified into the followings:

. Corporate management and strategy;
. Partnership between large and small firms;
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. Partnership among small firms;

. Sector-specific services and policies;

. Public and private websites for information provision and business matching;
. Public websites for trade promotion and facilitation; and

. Adoption of IT in the non-IT sectors.

Corporate Management & Strategy

It is fundamental for companies to apply IT to the important areas of their internal
management, from the perspective of their business strategies, with the objective of reinforcing
their competitive advantages. Platforms for collaboration with other firms should be the information
systemsinstalled for these purposes, and business areas in which a firm is competitive. SMES can
establish such IT systems by themselves or outsource them from application service providers. As
isthe case with Taiwanese affiliatesin China, SMEs invested in or alied with firms with advanced
IT systems and could share a state-of-the-art information system created and located in their parent
firms, with relatively less I T investment.

Business M atching

This is a relatively simple service offered by private and public websites that permit
registered users to submit and transfer automatically business requests, offers, bidding information
and so on in order to provide opportunities to make the first contacts with potential buyers and
suppliers. Governmental trade and investment promotion agencies have established this type of
services within their own website specialized for international trade. Nevertheless, as mentioned
in the case studies of Chinese IT firmsthat have aggressively adopted I T for their internal purposes
and advertisement of their companies and products, companies have necessarily utilized neither
services for ad-hoc business matching nor contract-based e-transactions including SCM for the
reason of lack of confidence in these IT systems and high adoption costs. Private websites that
often offer services with more added values than public websites are not always affordable for all
of the SMEs.

Partnership between Large and Small Firms

It is acknowledged widely that SMEs can increase opportunities of exports by participate
in supply chains organized by large firms. SMEs are investing in IT to reinforce and make more
efficient their internal processes of design, development of products, production, quality
management and other administrations. Governments offer supporting programs to facilitate private
partnerships and public-private partnership, as shown in the case of the Argentine Apex program.
Nevertheless, the problem often mentioned on this private partnership is related to asymmetric
bargaining powers between large and small firms. In addition, the small production capacity of
SMEs makes SMESs to be too much dependent on a business with a large purchaser. These can
result in the situation that SMEs should accept unfavorable terms of contracts, as written in the
case of the Brazilian aeronautic suppliers that have invested in IT mainly for design and production
processes. Another issues is identified by the Korean case that a SME passively implementing e-
commerce by the guide of alarge customer company constrains the firm’s business opportunities
with other large firms.

Partner ship among Small Firms

This partnership will facilitate a market development by potential SME exporters with
capabilities and specialties to provide competitive products and services but without enough
capabilities and production capacities to meet market demands completely by themselves.
Establishing alliances among their participants enables to satisfy such requirements. IT platforms
may realize partnerships in more flexible and efficient manners by permitting SMEs to share IT
resources and combining specialties of the members. Such private entity is often mentioned as a
virtual company. By associating with regional development policies, Internet-supported partnerships
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between, private firms, public entities and universities and research institutions have a potential to
develop into formation of virtual clusters.

Sector-specific Projects

Relatively well-functioning projects in the B2B sector are sector-specific projects, of which
examples are travel sector development in Mexico and Viet Nam, a portal site for the knit sector
in Republic of Korea, a samples production group and a virtual SME group in the construction
services in Japan, a gemstone company group in Thailand, and so force. A platform for this purpose
is a website specialized in a specific sector, or “vortal” (vertical portal) that can be a helpful tool
for development of SMESs, industries, clusters and regiona economy.

Public Servicesfor Trade Promotion and Facilitation

Public entities, mainly ministries in charge of trade and economy and governmental
agencies for trade and investment promotion, have already established websites for information
provision related to trade-related regulations and tariff rates of main export markets and elementary
facilities for business matching. On the other hand, public entities that regul ate exports and imports
—especially ministries related to finance and customs, transport, economy, agriculture, fish, animals,
health, and national security— are digitizing paper-based trade-related procedures to make it possible
for traders to complete required procedures online. This trade information system development is
combined with development of industrial zones in Chinato facilitate exports. A recent phenomenon
isadifficult effort to build a single window system or one-stop service that integrates all of the IT
systems related to international trade into a single website and permit users to accomplish all of
the procedures with one-click. The “e-Trade Korea’ is one of the most innovative projects observed
in the studied countries. Another new incident is an interconnection of trade-related systems with
those of trade partner countries. These are advancing in parallel with a series of free trade
negotiations to reinforce bilateral, regional and multilateral economic integration (a case is
summarized in Box 1).

Adoption of IT intheNon-IT sectors

The IT sector is the most intensive IT applications, as observed in China. Trade support
services, particularly IT services for logistics, are gaining momentum by developing new service
providers and supplying the demands of exporting and importing SMEs. Firmsin the non-IT sectors
with comparative advantages are also leading in adopting I T into their core businesses. These sectors
include the food-related sectors that are hastened to build traceability systems, mining sector,
tourism, and handicraft. The Nostalgia market, which targets immigrants mainly to the United States,
is afruit of globalization driven by human migration and information technology, and special to
Latin America. Mexican and Salvadorian firms have developed a typical pattern of the nostalgia
market, for which these firms exports national products to immigrants in the United States. Latin
American firms are also meeting demands for services exports. An exampleis a sale of a birthday
cake that an immigrant who livesin the United States can order to a sweet shop in his home country
to send it to his family and relatives. The sweet shop can use the birthday data of its client for
sales promotion sending via e-mail before the next year’s birthday.

(c) Processes to expand access to markets abroad

Developing a new market and building up contacts with clients are an initial step and high
hurdles for unbranded SMEs even if they have established their own websites. Business matching
services are expected to be alow-cost and convenient measure for SMEs that are willing to expand
customer base. In the case of “e-Trade Korea’, users evaluated it as an effective method for foreign
marketing, to find trade partners, for ssmplification of trade procedures and to get trade information.

On the other hand, such online marketing channels can substitute for those offline partialy.
Some case studies, mainly of Chinese firms, mentioned the process to get to deal with foreign
clients. Lessons learned from firms' experiences are the followings:
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. Importance of face-to-face (F2F) contacts and traditional channel such as trade
fairs;

. E-mail and other telecommunications methods for communication with acquainted
persons; and

. Websites for products advertisements, which may be accessed by participants who
made contacts at trade fairs.

Some SMEs that make contacts with a client successfully combine traditional marketing
channels and information technologies effectively to build up trustful relations with their clients.
F2F contacts are fundamental as the first step and trade fairs provide good opportunities for SMES
to encounter potential clients and reinforce confidences with existing clients. A few minutes of
communications can be enough to attract the persons who met at showrooms of the trade fairs to
the SMES' websites. They will visit the websites to gain more information on the companies and
their products. E-mails and other telecommunications methods such as video conference systems
are complementarily used to start deals and coordinate SCM. Through these negotiation processes,
SMEs may be required to investment in their production and administration processes in order to
meet specifications and requirements of new clients, which can be burdens for smaller firms that
arefinancially weak (Box 2).

(d) Barriers to diffuse e-commerce, SCM and other e-transactions

Various impediments, in addition to technical constraints, cause current limited use of e-
transactions by SMEs.

. From the experiences of the exemplified Chinese companies, the serious uneasiness
to use them is a lack of confidence in e-commerce. For this reason, Chinese firms
make complementary usage of video meetings and other communication methods
such as telephone, e-mail, and face-to-face communications.

. The second is relate to a “chicken and egg” argument. Less users of IT
administrative systems and lack of experiences make firms hesitate to utilize e-
commerce and SCM and to digitize fully all of the administrative works related
business transactions.

. High costs and fees to start e-commerce by utilizing e-marketplaces are a severe
hindrance especially for SMEs that are incapable of develop their own IT systems
by themselves.

. Insufficient human resources and digital infrastructure are always concerns when

we discuss devel opment of SMEs.

These barriers are common to those to promote public online services for trade promotion
and trade-related procedures. Korean SMES pointed out constraints to participate in e-Trade, some
of which are as follows: insufficient internal digital capability in terms of manpower that enforces
SMEs to depend upon outsourcing when they invest in information system; managers or CEOS
incomprehension on digital-based management and technologies; and lack of experience in
electronic transactions and international trade. At the same time, they mentioned as the main reason
for not using e-Trade, “No need especidly”, insufficient IT infrastructure, and the shortage of
experts. More of Korean SMEs pointed out the shortage experts as the reason than larger firms
whereas more large firms pointed out the insufficient infrastructure than SMEs. The most urgent
task for promoting e-Trade pointed out by them was establishing e-Trade one-stop service system.
Larger firms pointed out this more than SMEs.

76



ECLAC —Project documents ~ Information Technology for Development of Small and Medium-sized Exportersin Latin Americaand East Asia

BOX 1
COMPUTERIZED SYSTEMS FOR INTERNATIONAL TRADE AND CUSTOMS
INTEGRATION IN EL SALVADOR AND GUATEMALA

Computer Sysemsfor Trade Proceduresin Guatemala. In January 2000, the Guatemalan customs authority
(SAT) launched a pilot plan for a new information system, the Guatemaan Integrated Customs System (SIAG)
to replace the original version of the customs system developed by UNCTAD, cdled Automated SY stem for
CUstoms DAta (ASYCUDA). SIAG, which was locally designed and is an adaptation of the Mexican
computerized customs system (Integral CustomsAutomated System, SAALI), was implemented in June 2001.

The Association of Non-Traditional Product Exporters (AGEXPRONT), a non-profit organization, is
responsible for the initiative for a single window for exports (VUPE), which was launched in 1986 by
the Ministries of Public Finances and Economic Affairsin order to bring together all the public and private
entitiesinvolved in the export process and streamline the inter-institutional formalities. In December 2000,
AGEXPRONT launched the Electronic System for Export Authorization (SEADEX), which was devel oped
over a one-year period. This system is installed in the computer from which the export application is
transmitted to all of the institutions concerned to trade control. As aresult, applicants can receive messages
of documents authorization in afew seconds today.

Computer Systemsfor Trade Proceduresin El Salvador. The Salvadorian government began a project
for implementation of the ASYCUDA in April 1999. The project was concluded in 2002. The present
computerized customs system named as TELEDESPACHO installed only the declaration module of the
three modules of ASY CUDA (Manifest, Transit and Declaration). Others have been designed locally in
order to meet the specific needs of the country.

The Export Procedures Center (CENTREX) was created in accordance with the law on export promotion
of 1987 and since September 1989 it has been an administrative unit of the Central Reserve Bank (BCR).
The documents issued and authorized by CENTREX include the followings: Central American Single
Customs Form (FAUCA); goods declaration; phytosanitary and zoosanitary certificates; visas for
agrochemical products; certificates of origin, and so on. Between May 1995 and June 2001, an electronic
link was established between the exporters and CENTREX via a private BCR network, so that the
authorization process was automated and available on a 24-hour, 365-day basis. But only 240 users of
this service had registered with it. In 2001, the Foreign Trade Integrated System (SICEX) was created. It
provides an Internet connection between customs offices and other State institutions, exporters, SMEs,
information centers and international organizations. The user friendliness and low costs permit the
CENTREX to increase the SICEX usersto 1,652.

I ntegration of the Customs Offices of El Salvador and Guatemala. Until March 2004, exporters from
El Salvador to Guatemala or vice versa had to carry the formalities associated with the FAUCA at the
border on entry into the respective country. As any electronic data change had not implemented between
the customs authorities of the two countries, the information had to be retyped into the system of Guatemala
by the customs officials at the customs post and the taxes to be paid were calculated by the computer
system. Traders required a service charge of US$ 40.

Since April 2004 when interconnection of the SEADEX and SICEX has established, exporters can receive
the documents in an average time of less than 5 minutes. When the transporters arrive at the integrated
borders between El Salvador and Guatemala, the customs officials no longer have to enter the information.
The average waiting time is 30 minutes and there are no charges associated with this service.

Key success factor of the customs integrations were the followings:

. Political will and decision-making at the presidential level;

. FAUCA, asignificant facilitation measure of the Central American Customs Union.

e Application of across-platform standard such as eXtensible Markup Language (XML)

By utilizing XML and the Internet Protocol, an export form based on the FAUCA from one of the countries
in the sub-region is automatically converted into an import form for the destination country, and exchanged
viathe Internet between different information systems.

Source: Sidney Rezende and Yasushi Ueki “Trade Facilitation and Central American Integration: Customs
Modernization”, Bulletin FAL, No. 222, February 2005.
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BOX 2
SWEET'S, ABETTER PRACTICE OF A SALVADORIAN SME

The company. Sweet’s (www.sweetsbakery.com), a familiar business founded in 1960, runs 8 stores in
San Salvador that sell pies of weddings and a variety of gourmet desserts, all of which are integrated via
the Internet with a server located in the central plant of the company.

Accessto the U.S. market and Wal-Mart. In the 2003, with the support of the Salvadoran Government
and the U.S. Agency for International Development (USAID), the company participated in the Chicago
Food Fair. The U.S. giant supermarket chain company Wal-Mart was interested in Sweet’s products. After
accessing Sweet's and other Salvadorian firms' websites to gather information on the firms and their
products, Wal-Mart’s employeesin charge of procurement visited El Salvador to know facilities of potential
Salvadorian suppliers and to carry out a proposal of businesses. Only two firms succeeded in deals with
Wal-Mart; one of them was Sweet’s.

Costs and Result of closing a deal with Wal-Mart. In order to sl its products in Wal-Mart stores in
the U.S., Sweet’s had to change the packet size of its cookie from 500 gram to 250g. The firm was required
to invest in a new packing machine to change a manual packing process to an automated one. The firm
also acquired two new ovens. In addition, Sweet’s installed new software to communicate with Wal-Mart.
As a successful new deal with the great supermarket chain, its sales increased by 18%.

IT usages for export processes. As many firms, the firm communicates with the client via the Internet.
Export procedures are complemented through a system of the Export Procedures Center (CENTREX) of
the Central Reserve Bank of El Salvador. The firm also makes use of online banking services.

Source: Telephoneinterview to the firm carried by Sidney Rezende, ECLAC.

6. POLICY ISSUES CONCERNING IT UTILIZATION IT FOR
DEVELOPMENT OF SMES AND INTERNATIONAL TRADE

(1) Promotion of IT utilization

(a) Obstacles to IT usage

The country studies showed wide digital gaps between larger and smaller firms, especially medium
and small/micro enterprises, athough most SMEs recognize I T's importance and claim that they
intend to use it. But in reality, their actual performances are not satisfactory, making them reluctant
toinvestin IT. Thisis primarily due to deficienciesin human resources, funds, and government
policy. A deeper empirical study carried out by the Japanese team revealed the obstacles for SMEs,
which are mentioned by other country studies and valid for the public sector as well.

IT Leadership and political leaders' or top executives consciousness

Since IT is related to business management and strategy, decisions made by top
management are of primary importance. Even if SMESs were placed in an optimum environment,
with IT specidists, sufficient funds, and government support, these factors could not promote IT
usage without skilled decision-making by top management. Thisis true of regional, national, and
international IT policies. We should not forget that I T is not just a useful tool to promote interna
efficiency or productivity of routine works, but an essential tool to create entirely new business
models.

Traditional business practices

Traditional business practices, which had been instituted before the IT age, hinder efforts
made by individual firms or departments. New | T-based practices can breed conflicts with other
departments and firms that are based on traditional approaches. For this reason, coordination efforts
that complement IT leadership are a critical factor for successful implementation of an IT project.
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Costsof I T investment

SMEs are in unstable business situations and generally have insufficient funds for IT
investment. They do not well understand the long-term benefits of IT investment, and therefore
see IT more in terms of the present costs than the future profit increases. It is true, however, that
IT investment is very costly. In addition, large companies often ask SMEs to use software
customized to be compatible with their own systems. This increases costs for SMEs not only to
purchase and customize all necessary software but also to interconnect the customized IT system
with other large firms.

(b) Key Policy Issues
Improvement of Internet connectivity and access

At least two crucia points are infrastructure availability and costs of access (investment)
and operation (maintenance). Significant differencesin IT diffusion observed between the analyzed
countries. These differences can be corrected by public policies affecting the telecommunications
sector, and the promotion of development of new access technologies, which are oriented toward
specia financial support programs for SMEs. Other goals are increasing public Internet access;
stimulating investment in IT; implementation and use of IT in public places; applying tariff and
tax exemptions; and applying incentives for the installation of public access facilities in the remote
and rural zones.

Education and training

Digita aphabetization is an excellent concept. It mandatesthat al of the primary, secondary
and higher educational establishments with IT access must include IT contentsin their curriculums
and be engaged with governmental programs to close digital divides. In order to implement this
effectively, it is necessary to:

. Incorporate corporate executives, industry associations, NPOs, local communications
carriers, and local companies in order to guarantee and co-finance the
implementation of the programs,

. Implement training programs specially designed for SMEs,

. Implement special training programs to learn the use of public online services,

. Develop cooperative programs between universities, R&D centers, firms, and
educationa establishments; and

. Carry out education to change business culture.

Online government

Thisis one of the actions that strongly contributes to promoting acquisition and use of IT
by economic agents and citizens. This includes. digitalization of central, regional and city
governments; development of online services; building of online public procurement system; and
promotion of online procedures.

Development of solid legislation systems

Creating sound normative and legal infrastructure assures confidence of businessesin e-
commerce and privacy protection, and thus promotes development of e-commerce.

As pointed out by the questionnaire survey conducted by the Japan team, SMEs most
frequently request support in the form of education, such as seminars and practical IT training.
Most IT training focuses merely on using PCs and building homepages and other Web materials.
However, the I T-related knowledge that would prove most beneficial for SMEs concerns how to
build business models around IT. Training for top management is also of great importance, as
mentioned previoudly. In addition, creating new firms, nurturing new industries, and providing
consultation services on how to restructure businesses should be stressed. A helpful project is to
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publicize and provide information about success stories of start-ups using I T; as mentioned in other
parts of this report, there are many cases of successful business models built around I1T. One of
the reasons SMEs are reluctant concerning IT investment is that they tend to stick to short-term
tangible results; thus, success stories will surely help encourage them.

Finally, it should be mentioned that the focus of IT supporting policy for SMEs may be
different and customized in accordance with the maturity of IT utilization by individua firms. SMEs
in the more |1 T-developed group point to policies such as low-interest loans, tax exemptions and
subsidies for IT investment, along with various deregulations. In other words, they desire the
establishment of an environment conducive to IT investment. On the other hand, the developing
group tends to request policies such as IT seminars and training for PC operation and building
homepages, which can be summarized as human resources development required for the
introduction of IT.

(2) Policy Elements for Development of Smaller Exporters
Competitiveness development

It is observed that the governments in the studied countries have implemented four areas
of separated policies:

. industry promotion

. export promotion

. IT

. science and technology

Industrial and enterprise development, which had been implemented in the relatively closed
economies, has to be implemented in the process of globalization and nowadays in the process of
adopting IT. In asituation of global competition, what isimportant for policy makersisto develop
world-class SMEs that are able to compete in the world market. For this purpose, these four policy
areas should be integrated into a development policy to enhance competitiveness. Otherwise, the
results of the four policy areas will be incomplete, and therefore of no significance.

Inter-institutional coordination

Almost al of the surveyed countries have created diverse institutions and numerous programs
to support SMEs. Nevertheless, SMEs do not necessarily understand how to take advantage of those
policy instruments. One problem isthat different ministries generaly handle policy instruments related
to these four policy areas. As a result, what happens usually to a greater or lesser degree in the
researched countries is that too many, and duplicated instruments have been established without any
coordination between them. In addition, these programs and instruments are often too al-purpose to
meet specific requirements from afirm, an industry, or aregion. Thus, each entrepreneur must combine
instruments of different sources, which is not optimal. In addition, no one body can evaluate the
attainment of overal policy gods, or the performance of individua policy measures.

Coordination between the public and the private sectors

Partnership between the public and the private sectors can take advantage of the expertise
and experiences that each sector possesses. As observed in the case of an infocenter project in
Mexico, a sector-specific policy can achieve good performance, with the government playing a
catalytic role. Such a project can align the interests and capacities of the participants, and use an
initial investment by the government to build the private sector’s faith in the project. It can also
help overcome initia technological, financial, and organizational barriers. Utilization of know-how
and resources of the private sector will be helpful to achieve public policy goals.

In order to make the partnership function well, it is necessary for policy makersto involve
the private sector in the processes for definition, creation and measurement of impacts of policy
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programs and instruments, in addition to defining clear roles and responsibilities of each sector. A
challenge for SMEs is to get their best representatives involved in such processes. For the public
sector, the challenge is to find specialists who have sufficient experience in private enterprise and
capabilitiesto work together in ateam.

Science and technology system and SMEs

One thing observed in many countries, especially in Latin America, isalack of cooperation
between universities and SMEs. The main reasons of this problem in Latin America is that
universities have more interests in basic research programs and publishing their results in
international scientific magazines, which will increase the possibility for them to obtain research
funds. On the other hand, the entrepreneurs of SMEs do not have interest in approaching
universities, because SMEs consider those universities' fields to be too theoretical.

Highway to export

A company, which has a potentia to be an exporter, but does not yet have export experience,
will have to follow a metaphorical “highway” towards external markets. On this path, the firm
should be highly productive and competitive. Thus, this highway can be akind of observatory for
both the public and the private sectors to generate the best conditions by providing the company
with integrated support and promotion programs to develop it into aworld-class one.

FIGURE 10
THE CONCEPT OF AHIGHWAY TO EXPORT
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Source: sketched by Rodrigo Cércamo Olmos.

Critical successfactorsfor internationalization

From our observations, each country must assure the presence of at least the following
three factors:

. Networks. SMEs must be integrated in productive and social systems at the local
level in order to achieve economies of scale sufficient to compete with large
companies.

. High quality of products, processes, and human resources. These are indispensable
elements for SMEs to compete not in price but rather in a highly specialized niche
market.

. Knowledge and competition. These are key factors that encourage generation of
high value added, high quality, and innovative products.
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Direct export vs. indirect export

We can identify two different business systems: one is oriented toward foreign markets
and composed of highly dynamic, modern, productive and competitive exporting companies, most
of which are large and medium companies. The other is oriented toward the domestic market and
composed of non-exporters or incipient exporting companies with low productivity and
competitiveness, most of which are SMEs. The outsourcer-supplier relation between larger exporters
and non-direct smaller exporters can facilitate technological transfer and make it easier for SMEs
to learn foreign markets' requirement and clients' needs, although it is very difficult for SMEs to
participate in supply chains organized by larger firms and to meet the price and quality requirements
of larger firms. In this way, these SMEs may be able to evolve into “direct” exporter.

Horizontal vs. sector-specific policies

Many of the studied countries have devel oped business and export promotion models with
instruments applicable to all of the sectors/regions created, without considering their specificities
— that is to say, horizontal policies. These models have shown some efficiencies, but they aso
have been insufficient to support sectors or regions progressing dynamically. What isimportant is
to achieve an adequate combination of horizontal and sector-specific policies.

(3) International Cooperation

In order to achieve the dynamic and effective development of SMEs by incorporating I T
into local economies, it is necessary to strengthen international cooperation with at least these
objectives:

e Harmonizing regulations and technical standards

e Sharing development of the information society

* Interchanging Best Practices and lessons learned from failures
e Establishing and sharing information systems

It is also important to take advantage of opportunities that can be gained from trade
agreements.

7. CONCLUSION

In the intensive discussions conducted in the International Seminar, the participants pointed out a
wide range of policy fields and possibilities for international cooperation aimed at further deepening
theinter-regional linkage. The issues discussed that concerned only direct exports can be classified
into those related to: (1) access and infrastructure; (2) getting business onling; (3) entering into
contracts online; and (4) trade facilitation (Annex 2). The related policy issues can be amplified if
we consider measures to promote indirect exports. In order to establish an international cooperation
system, it is necessary to focus on the prioritized themes.

(1) Policy areas to be focused on

(a) Improvement of access to information on international trade

Information sharing, retrieval and collection are the most important purposes of Internet
use. Once firms obtain Internet access, they can benefit from these processes. There is an urgent
need to develop IT infrastructure, especialy in less developed countries where many SMEs till
do not possess PCs and Internet access from their offices. On the other hand, in semi- and more
developed countries, amost all of the medium-sized and larger firms own PCs. At the same time,
public institutions, educational institutions and infocenters provide Internet access to SMEs free
of charge or at affordable rates.
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Once SMEs secure Internet access, they can find trade information such as customs tariff
tables, trade-related procedures, trade-related regulations, and business directories online, many
of which are provided by trade-related institutions and industry associations. Some firms, nonprofit
organizations (NPOs) and international organizations also offer trade- and investment-related
information, manuals, business software, marketplaces and other services through the Internet, part
of which are free or offered at specially reduced prices to SMEs. Nevertheless, such information
is often scattered in the vast online space. It is not effortless to access data sources that offer required
information, nor to follow revised data on the Internet.

It is effective to realize so called “one-stop service” by establishing a portal site in order
to solve these problems. Of paramount importance is to design the portal from a user’s standpoint.
Also useful for SMEs would be portal sites speciaized in specific industries, or Vortals (Vertica
Portals).

(b) Capacity Building

In order to utilize IT asatool for promoting international trade by SMES, capacity building
isrequired in the fields of both IT and international trade.

The case studies presented by the participants in this research gave details on the positive
effects of IT introduction on: streamlining of administrative work at the individual firm level;
improvement in production management and quality control; encouragement of better market access;
improved customer service; etc. Important to achieve these are continued attempts by individual
firms under the leadership of top management. It is necessary for governments to encourage such
business efforts.

In order for an SME to introduce IT successfully, its management executives need to
understand information concerning IT usage and its benefits, and share such information with
their employees in order to facilitate adoption and implementation of new management systems.
In reality, even executives do not necessarily obtain and recognize enough information on the
“best practices” of SME IT usage. In addition, lack of financial sources and IT-related human
resources are serious obstacles common to SMEs in every country. Although today SMEs can
obtain IT tools at low costs that are provided by various institutions through websites, SMEs
can not utilize such instruments effectively without understanding the potential and manner of
IT operation.

On the other hand, trade-related tasks require not only comprehensive knowledge of
overseas markets, but also the enforcement capabilities to do business negotiation, acquire
certificates of quality standards, and to process cumbersome procedures. In addition to practical
affairs such as international trading systems and international standards, foreign language and
business culture are also recognized as important fields of capacity building in order to promote
inter-regional trade. Distance learning and e-learning that interconnect educational institutions via
the Internet may also be useful tools.

(c) Formation of Virtual Clusters

Group cooperation among SMEs is considered an effective scheme to foster export industry
development and promoation. It enables small firms to achieve scale economies and enhance
bargaining power. These benefits make it feasible for SMEsto invest in IT and involve themselves
in e-commerce.

The expected gains from formation of industrial clusters, which associate firms belonging
to aspecific industrial category with affiliate business located within a geographically narrow zone,
include encouragement of knowledge and technological transfer from universities to businesses
and within participant firms, and productivity increase through promotion of competition among
companies. It should be noted that the conservative and prudent procurement policies of large firms
and trade practices based on long-term contracts are often insurmountable hurdles for SMEs trying
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to participate in traditional supply chains that have a pyramidal structure composed of alarge firm
at atop and the first- and lower-tier suppliers.

In the Internet age, SMEs will be able to find business opportunities from forming I nternet-
based network-type business groups that are more flexible than pyramid type ones. A concrete
example of such group is when SMEs specialized in a specific manufacturing process form a
collaborative unit in accordance with technical requirements to meet an order to produce units of
parts for fabricating a particular end product. In the case of Internet-based network-type association,
it is possible not only to network firms placed within an industrial accumulation but also to create
a“virtual cluster” that links up with cooperative networks set up in different regions.

Conditions for formation of virtual clusters include mechanisms for at least coordination
among associate firms (e.g. administrative structure of portal site(s)), and for quality assurance
(e.g. acquisition of international standards). Technological transfer via academic, business and
governmental circles will be a key element for ensuring sustainable development of industrial
clusters.

Just for reference, Annex 1 presents a number of case examples encountered in our country
studies.

(d) Trade Facilitation

Burdensome trade-related procedures and high transportation costs relative to large
exporting enterprises are substantial barriers for SMESs seeking to export their products. Although
transportation costs are partly caused by transport demands and negotiation between private carriers
and exporters, it is also well-known that inefficient handling of trade-related documents overseen
by governmental departments raises the total cost of international trade.

Trade facilitation includes extensive countermeasures against these problems. The subjects
to be examined are, for example: improvement of access to information on trade-related policies
and regulations; simplification of trade-related procedures, mutual recognition of sanitary and
phytosanitary measures; digitalization of trade-related procedures such as customs clearance,
sanitary and phytosanitary measures, and certificates of origin; and establishment of a “single
window system” that interconnects various computerized systems related to international trade and
transportation.

A single window system unifies public institutions such as customs authorities, quarantine
stations, banks, and airport and port authorities and facilities. In addition, trade-related service
providers can transform themselves into a “virtual trading company” that offer one-stop service
by carrying out al of the trade-related operations from e-marketplace to transport arrangement,
trade finance, and so on.

(e) Improvement of Infrastructure for E-business

Harmonization of business rules based on legal and dispute-settlement systems and common
technical standards are required to facilitate international e-commerce. The governmental sector
can provide SMEs with incentives and opportunities to gain experience with electronic transactions
by computerizing tax collection, public procurement, and other public services. In Chile, most of
the applicants to government-to-business e-commerce (B2G) are SMEs, and B2G contributes
considerably to expanding the transaction value of e-commerce.

(2) Policy Suggestions to and Future Policy Issues for the FEALAC

Taking into consideration the results of the International Seminar and Country Studies,
we outline below (a) policy suggestions that are short-term policy issues and (b) future policy agenda
to be examined as mid-term policy issues. Parts of these issues are common to the 10 suggestions
made by the young |leaders of the FEALAC member countries (Annex 3).
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(a) Policy suggestions: Establishment of a portal site

It is recommendable that a portal site be established that is specialized in SMEs,
international trade, and foreign investment, as a platform to promotion of international cooperation
between the FEALAC member states. The portal will provide contents that should include at |east
(2) filesfor exchange of effective business practices, case studies and hews and information rel ated
to SMEs; (2) lists of contact persons; and (3) links to institutions in charge of SME development
and international trade, and FDI promotion. The website should be established as quickly as
possible, based initially on the recommendations of this study, and then enhanced continuously.

(b) Future policy agenda

In order to deepen inter-regional integration, in the medium and long term the FEALAC
member states should deal with issues identified in this research project to improve business
infrastructure and SME support programs. The study group recognized the following policy agenda
to be discussed at a FEALAC working group:

. Establishment of a network of researchers and research institutions to observe
SMEs, to carry out case studies, share experiences, and compile statistics on IT,
SMEs, trade and investment;

. Business e-learning: including business culture and foreign languages,

. Formation of virtual clusters: sector-specific international cooperation for regional
development (in the sectors of agriculture, tourism, and so on);

. Building business telecommunications infrastructure;

. Harmonization of the technological standards, industrial standards and

authentication, 1T security such as mutual recognition of e-signature, and legal and
regulating systems; and

. Trade facilitation.
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Annex 1

Practical Examples of IT Usage by SMEs

Title Type of use Details

CHINA

Xinmin Textile Corporate The internal information management level inside this
Technology Co Ltd. Management & labor-intensive enterprise specializing in silk products is

(Silk textile cluster in Strategy
Shengze, Wujiang City)

relatively low. This firm has not established perfect
informationized management of supply chain. Internal
management such as production plan, procurement,
production, inbound logistics and outbound logisticsis still
organized through traditional meeting and telephone, except
that emailsaswell as P call and real-time communication
by MSN are used more frequently in supply chain
management, which helps to reduce communication costs.
Xinmin gets most of its customers from attending global fair
of textile and clothes, where it can directly communicate
with old and new clients and establish business relations
and will improve mutual trust. Then clients will log on the
website of Xinmin to get access to more information about
the enterprise and its new product. Therefore, it is necessary
for enterprises to build their own websites in order to
expand clients. E-business has not been adopted in silk
textile’s export channel.

Software export- IT Sector/Firm
oriented cluster in Development
Hangzhou (Public)

Mogt of thefirmslocated in thiscluster are: 1) established after
2002; 2) small in scale with about 100 employees, and
3) increasing exports dramatically. These firms are fully
equipped with PC, and Intrallnternet, and utilize their websites
mainly as a showcase and a helpdesk. Communications
with their clients are made by using: 1) XML for data
exchange; 2) e-mail and IP telephone; 3) video meeting
system to discuss problems in software devel opment; 4) the
Intenet for product delivery; and 5) traditional method of
international payment. They exploit foreign markets mainly
by: 1) attending various fairs; 2) obtaining software
development commissions from foreign clients through
internationa bid, and 3) taking advantage of former network
of institutes and employees to provide development
projects. Development of the cluster was encouraged by:
1) policy support by national and local governments such
astax incentives; 2) IT infrastructure building promoted by
governments; 3) increase in supply capability of human
capital; and 4) close international relationship.
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Electric appliance Corporate
enterprisesin Cixi City  Management &
of Zhejiang Province Strategy
(Hongyi Electronics and

Hongyi Electronics and Singfu Electric are labor-intensive
medium enterprises specializing in electric appliance
production. Hongyi introduced ERP system, with which
established SCM partialy. Internal information system of
the enterprise is linked to customs and production place,
and import and export status are monitored by e-customs
application. Hongyi Electronics started online trade from
2002. However, online sales are relatively few with total
e-business taking below 5% of the enterprise’s sales. Singfu
Electricisatypica OEM manufacturer. Singfu Electric uses
computers in daily management, and real time production
manufacture: receiving orders, procurement, production and
inbound and outbound logistics. Singfu develops and
maintains awebsite itself and set up IT division. The Intranet
is mainly used for inter-personal communication and the
outside network is mainly used for product advertisement
and communication with dealers as well. Both firms
expanded exports by attending various professional fairs.

Singfu Electric Group)

Electronics cluster in Corporate

the Ningbo Bonded Management &
Zone Strategy

Theinterviewed four firms (3 Taiwanese) are located in the
Ningbo Bonded Zone where since 2004 e-customs
application is spread to all the export firms. Three
Taiwanese |abor-intensive enterprises with characteristic of
assembly line production use IT applications that are
extension of management system of their parent firms.
Yoengyang Technology, a computer shells manufacturer,
has established a complete information management
system, SCM system and a website to advertise the firm
and its products. Yeongyang does not have a plan to
established e-business platform. The reason liesin its steady
client channel and questioning of risks in online payment.
So it is enough to contact with clients by email. Lessons
from the cluster include: 1) export business in the form of
OEM/ODM is basically conducted through origina export
channel without expanding new markets by Internet; and
2) implementation of e-customs will promote IT utilization
in export enterprises, leading to the situation where business
cannot be conducted without PC or Internet connection.

IT industry cluster in Corporate
Suzhou Management &
Strategy

IT usagein this export-oriented I T cluster reflectsthe level
of IT usage by multinationals. Sampo Electronic
Technology invested by Taiwanese firms has established an
ERP system, connected to the serverslocated in Taiwan via
dedicated line, and uses the same information system as
mother company. Video meetings are often held to make
SCM in good operation. The firm trains new employeesin
order to ensure the increase of the firm's IT application
efficiency. Suzhou BenQ's export business came from its
mother company in Taiwan Province of China, therefore,
the company connects with its export customers through
its mother company, which enables customers to learn or
to download the information such as the export time, date
of board, name of the shipping line, arrival time and
destination. Its website is a platform for online orders.
Sales value on e-commerce platform accounts for 20% of
the total sales value. Suzhou Victory Technology is a
complete local enterprise whose information management

88



ECLAC — Project documents

Information Technology for Development of Small and Medium-sized Exportersin Latin Americaand East Asia

Title

Type of use

Details

level is much lower than the Taiwanese. However since
March 2004, the company has been launching its ERP and
SCM system.

Shanghai Guochi
Import & Export Co.
Ltd.

Supporting
Services
(Private)

This is a small company speciaized in import and export
of glass. It receives order from abroad and then transmits
it to local glass SMEs, or sells manufacturers products to
international market. At present, Guochi receivesits orders
mainly from all kinds of exhibition that enable it to establish
face-to-face communications and business trust easily with
customers. After that, Guochi sends its glass sample to
foreign customers, which can enter into the phase of
business deal and later make orders. E-mail and fax
respectively account for half of the foreign trade
communication channel. The confirmation of orders takes
the means of fax in order to preserve receipts while e-mail
is used for communication. The main functions of Guochi’s
website are products exhibition and introductions of the
company. The website is supported by Globa Sourcing's
e-commerce platform. Export through e-commerce only
represents 5% to 10% of the total export.

JAPAN

Quantitative analysison
IT usagein two SME
clusters: Higashi-Osaka
(Osaka Prefecture) and
Ohta Ward (Tokyo)

Empirical Analysis
of factors
promoting IT usage

by SMEs,
Problems of IT

usage, and Policies
recommendation

This empirical analysis based on the field surveys of two
SME clusters, showed that various factors significantly
affect IT usage by SMEs including: (1) ‘self-renovating
type' in manageria behavior; (2) ‘amount of capital’ and
the ‘data-using type’ of managerial behavior; and (3) the
number of regular employees, restructuring the whole
business process of IT expectation, and ‘incentive-type’ of
managerial behavior. The problems for the IT developed
group are identified as security, coordination with business
partners, and funds for IT investment, while those for the
developing group are lack of leadership, difficulty in
catching up with technological changes, lack of confidence
concerning returns on investment, and the long time
required to introduce IT. SMEs in the developed group
called for policies such as low-interest loans, tax
exemptions and subsidies for IT investment, along with
various deregulations. The less developed group tends to
request policies such as IT seminars and training for PC
operation and building homepages, which can be
summarized as human resources development required for
the introduction of IT.

Shoudan Jouzu (Better
Matching)

Supporting
Services

(Biz Matching)
(Public)

This is one of the activities of iMedia, an Osaka City
organization established in 2001. It aims to match supplies
and demands for IT products so as to promote IT venture
businesses. Through this site, SMEs are automatically
furnished with information regarding all business
transactions that potentially meet their requests. Buyers can
receive replies for their purchase ordersin ashort time. On
the web page of each registered SME, a history of their
matching and past estimations is shown, reinforcing the
reliability of participating SMEs. In order to make the site
effective, success stories of participating SMES, registration
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assistance for SMES not familiar with PCs and the Internet,
and free IT consultation are offered.

Kyoto Shisaku Net SME-SME (S-5) A “virtua” group of 10 Kyoto-based SMEs in the machine

(Prototype Network) Partnership and metal processing industry. They constructed a B2B

(Private) Internet network, and specialized in producing samples.

Using the Internet, they can reply to clients in a much
shorter time. Clients are now able to accept samples that
are currently at the R&D stage.

Kagoshima S-S Partnership This “virtual” SMEs group in the construction sector was

Construction Market (Private) established to strengthen the economic basis of SMEs and

(Construction Market)

to revitalize local economies. This group tries to lower the
cost of building traditional wooden houses with modern
facilities by utilizing IT. The virtual network reorganizes
related firms and artisans, and transforms the distribution
network by establishing the SCM. Its activities, in general,
are: (a) by operating CAD/CAM centers jointly, each
member firm can outsource jobs such as estimation, costs
management, purchase of materials, and construction
management; (b) by utilizing CAD, firms can quickly
obtain quantities and costs and present them to clients; (c)
al materias are determined quickly and ordered through
the CAD center, which delivers them to the right places at
the right times (just-in-time); and (d) through web cameras,
owners of houses and related firms can monitor the
construction process at remote locations. Records of the
construction are made available on their websites, and this
increases the reliability of member firms.

REPUBLIC OF KOREA

LG Electronicsand IT
Equipment Industry

Large-SMEs (L-S)
Partnership
(Private)

LG Electronics has implemented the “M-to-M (Machine-
to-Machine) Integration Project””, which networks the parent
company and SME partners since 2002. LG completed
successfully the first phase of the pilot system that
integrates three SMEs equipped with ERP in Changwon
Area, the Republic of Koreato share information on orders,
production plans and warehouse stocking of LG, and
available production capacity, inventory, and performance
of SME partners. LG expanded the project to 15 SMEsin
2003 and planned to expand to a total of 32 partners in
2004.

DiCON Co., Ltd.

IT Sector/Firm
Development (L-S
Partnership)
(Private)

This LCD monitor manufacturer was established in 1990.
The firm has been continuously making great efforts for
products development and market expansion in the LCD
field. The company has succeeded in proactive product
innovations with their own technology and exports to 30
world companies and 50 domestic customers.

BtexB (Vortal for
Textile)

S-S Partnership
(Private)

A vorta site for the knit industry managed by BtexB Ltd.
BtexB was created in the form of consortium of off-line
knit companies and online e-commerce solution companies.
At the BtexB website, all members of the knit industry
exchange their own information and knowledge and share
their process of purchasing and handling raw materials and
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shipping facilities. As aresult, the knit industry can reduce
costs and expand the market.

This shoe manufacturing company specialized in OEM
system exports entire production of sporting shoesto NIKE.
In the headquarters in the Republic of Korea, the firm
dedicatesitself to R&D and sample production, while mass-
production is being performed in China and Viet Nam. In
the Republic of Korea, (1) project, (2) mold and (3)
development teams collaborate each other and with NIKE
and exchange design data between them. In 2000 the firm
established TRUST, 1T-based composite manufacturing
system to manage entire processes from order to product
forwarding via collaboration between the headquarters in
the Republic of Korea and overseas local factories. TRUST
encompasses ERP, PDM (product data management) and
KMS (knowledge management system). The firm also
introduced information systems for product develop
management and product lifecycle management. The firm
has founded an IT company called “ Shoetech”” to promote
selling and exportation of its digital shoe manufacturing
system and cooperation system to shoe manufacturing
companies delivering goods to NIKE on OEM basis.

Silkroad 21 was devised by the Ministry of Commerce,
Industry and Energy (MOCIE) as pat of a five-year plan
from 2000 to 2004, managed by the Korea Trade-
Investment Promotion Agency (KOTRA), and sponsored by
the Small and Medium Industry Promotion Cooperation
(SMIPC), the Korea International Trade Association
(KITA), the Korea Trade Network (KTNET) and others.
The objective isto establish a nationa infrastructure for e-
commerce enabling “one-stop” access to al trade-related
information currently dispersed among different
organizations. Buyers and sellers might log on then to the
website (silkroad21.com) to buy and sell goods.

E-trade Korea project is a national drive to foster the
Republic of Korea into a global e-trade hub. As a part of
it, KOTRA integrated two e-trade sites, silkroad21 and
Kobo, into Buykorea, an upgraded B2B e-marketplace for
SMEsin February 2005. The siteis not only equipped with
general services such as search engine, e-catalogue, trade-
related information provided by KOTRA, marketing
information uploaded by user firms, but also hold real-time
video trade consultations via the Internet. KOTRA aimsto
transform the portal into a total one-stop service e-trade
portal by adding online financing services. According to a
survey by KOTRA, 31.1% of SMEs were using e-Trade
whereas 40.5% of large firms were using it.

Title Type of use

Tae Kwang Ind. Co. S-S Partnership
(Private)

Silkroad 21 Supporting
Services
(Public)

E-trade Korea Supporting
Services (Public)

T-page Global Supporting
Services (Private)

The firm, established in 1996, introduced Tpage.com that
provides a full-solution package for global tradesto execute
an entire transaction via a website, procure the necessary
financing and organize shipment. The site’s “Tsearch”
search engineisan initiative specializing in subjects relating
to international trade. It provides traders with a posting
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system. Users can post offers to buy or sell that are
automatically transferred and posted to all other trading
websites. Tsearch puts a vast amount of information on
suppliers or buyers listed internationally at the fingertips
of traders by searching all other trading websites
simultaneously.

Title Type of use

SINGAPORE

Richland Logistics Supporting

Services Services
(Private)

RichLand has two principal activities: transportation
management; and airport cargo terminal handling and
supply chain services. Its Transportation Management
System (TMS) launched in 2001is a web-based system that
allows users to track their cargo delivery status online,
while an EDI system allows the delivery status to be
transmitted to customers' systems. The Customer Feedback
Management System was devel oped to centralize feedback
from customers and alow the company to respond in a
timely manner. In 2002 RichLand introduced the Inbound
Management System (IMS) and Wireless Warehouse
Management System (WWMS). The IMS allows users to
electronically capture shipping information and use it for
permit declarations. The WWMS is used to manage
inventory at free trade zone (FTZ) warehouses. It processes
information scanned from bar codes on the cargo, allowing
real time updating of information relating to the movement
of goods. The challenge Richland faced to adopt its IT
systems was staff acceptance and adaptation. Adequate
attention must be given to training staff.

Thisis one of the |eading waterproofing companies whose
core business is to provide roofing and waterproofing
solutions to residential and commercial properties. The
Wireless Sales Force Automation System gives staff instant
access wirelessly to information regarding customers and
available warehouse stock via PDAs. Wireless Project
Tracking system was implemented to improve the
company’s project management, specifically, to facilitate
monitoring project schedules, manpower allocation and
costing. The system allows project managers and
supervisors to use PDAs to retrieve real-time project
information and submit updates on project progress and
resource usage. It has also improved payment tracking and
reduced administration and processing costs. The CRM
system implemented in 2004, which is not wireless, tracks
information on customers and potential customers regarding
enquiries, problems faced and service provided. Data from
the CRM is analyzed to identify weaknesses and recurrent
problems, and to determine their causes.

Uniseal Waterproofing  Corporate
Management &
Strategy

THAILAND

Chatchawal Orchid Co., Corporate

Ltd. Management &
Strategy

This manufacturer and exporter of orchid cut flowers started
its business by exporting orchids to the United States
through the connection with the Thai-owned orchid
importers located in the United States The owner’s
experience of training at the Japanese co-operative helped
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the firm create connection with some Japanese importers
and started to export products to Japan. However, the
company realized that human networks were not sufficient
to expand its market globally. The company started
introducing I T by getting technical support from NESDAT,
a government agency. However, there were several
problems dealing with the government agency, therefore the
company switched to hire one private company to create
company website and the management system. After the
company set up its own e-mail and website, the company
isable to contact new customers (mainly supermarket stores
in Japan) and get their orders. Since there are some
concerns by customers on the product safety such as
pesticide, the company plans to set up the digital cameras
at the working site.

Victor Packaging Co.,
Ltd.

Corporate
Management &
Strategy

This tube packaging manufacturer started using the Internet
in 1999. The customers can send the specific design of
products with the correct colors in three-dimensional
blueprints through the Internet. This way makes the
company reduce difficulties in designing the structure of
products and the product decoration upon the customer
reguests. Since the company focuses on the long-term key
customers, e-commerce is not important for the company
at the moment. However, the company has its profile in
PowerPoint and distributed this information through e-mail
to new customers. The company is constructing its own
website not to reach new customers, but to send the signal
to the market that the company equipped with the new IT
technologies. Website is also useful for the company new
recruitment. Announcement through the company website
can screen the | T-literate applicants from I T-illiterate ones.
In production process, the company purchased two
computerized numerical controller (CNC) machines with
the software of CAD and CAM for designing moulds.
However, the shortage of IT officers is the most crucial
problem of IT usage.

Nuntiya Care Stone
Co.,Ltd. (NCS Group)

Corporate
Management &
Strategy

This company began its business in a traditional gemstone
wholesaler based on Chanthaburi Province, located in the
east of Bangkok. In 1998, the group began to experiment
in online sales. Initialy listing 5 items on eBay. After that,
Thaigem.com, the web, was born with only 3 persons in
charge of e-commerce. Today, the company is listing over
1.6 million individual items online. Starting with only 6
gem types, Thaigem.com used to purchase most of its gems
in Chanthaburi. Now, Thaigem.com sources gems from 60
countries, stocking over 400 gem types. Fast delivery isone
of company successes. After the deal has been done, the
products would be delivered to customers within 24-72
hours. All products are refundable with no question asked.
Price competitiveness is one success factor for online
trading. Thaigem.com can cut prices because it buys
everything in bulk straight from the cutters in full quality
range.
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VIET NAM

Viet Nam Chamber of Supporting VCCI launched the first national e-commerce portal
Commerce and Industry ~ Services (Biz “Vnemart” in 2002. Its core services are: product display

(VCCI)

Matching) (Public)

and introduction; online marketing and advertisement;
online transaction and negotiation support; transaction
information monitoring; and customer relationship
management. There are two types of members, i.e. VIP
Members that passed the training courses of VCCI and
Basic Members. As of June 2004, its services had been
expanded to the total of ten sub-sectors, including
handicraft (77% of registered Vietnamese firms), textile and
garment (5%), leather and shoes-making (3%) and others
(15%). The number of membersincreased to 910, including
225 foreign membersin various continents, and 2,848 kinds
of products were showcased with 250 transactions. SMEs
accounts for 65% of the total registered Vietnamese firms.
About 10,000 visits to the Vnemart per day. Government
ministries, agencies and organizations support theinitiative
strongly. They act as members of the Advising Board of
the Vnemart. The Vnemart's operation is financed by the
State budget and VCCI. TheVnemart provided free services
until the end of 2004.

Vietrade

Supporting
Services

(Biz Matching)
(Public)

Vietrade is a governmental agency responsible for
management, coordination and development of trade and
related investment promotion activities, operating under the
Ministry of Trade (MOT). In 2001 Vietrade designed the
website. There are about 300,000 visits to the website a
month. Up to now, 1,086 enterprises (78% from the garment
and textile, 14% from the aguatic and sea products, and 8%
from the leather and shoes-making sub-sector) have
registered with “Business Directory”. SMEs occupy 45%.
As the website is available for free participation, its
operation is completely financed by the State Budget. The
website is somehow successful as the main tool and the
official portal of the Ministry of Trade in providing
commercia information. The website also meets demands
of enterprises for being listed on it. However, users can find
simply company names, their telephone numbers/ addresses
and just names of their products. No exhibition or
showecases of products are found. Specific descriptions or
offers of products are also unavailable.

Booking Vietnam.com
(Tourism Sector)

S-S Partnership
(Public)

Thisisavirtua travel agent connecting hotels. 89% of this
hotel network members are SMEs. Although 72% of the
SME hotels are equipped with computers and 63% have
Internet connections, only 3% of them have their own
websites. Their mgjor marketing channel is travel agents.
Eighty-one percent of its member SME hotels see the site
as the single place for their Internet presences. The
technology involved in the transaction is not too complicated
and available at affordable price. A typica transaction flow
among a client/agent, BookingVietnam, and its procedureis
the following: 1) A client initiates the transaction by sending
request to BookingVietnam via the website’'s Booking Cart;
2) BookingVietnam then sends to the Client/Agent a service
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agreement; 3) The Client/Agent signs the service agreement
and sends to BookingVietnam via e-mail or fax a copy of
the service agreement and a copy of the bank receipt; 4)
BookingVietham sends to the Client/Agent a confirmation
viae-mail or fax; 5) BookingVietnam then e-mails or fax the
booking form to the member hotel; 6) the member hotel
confirms with Booking Viet Nam (by phone, fax, e-mail).

ARGENTINA

Cordoba Technology
Cluster (CCT)

IT Sector/Firm
Development
(Public)

CCT is a civil organization in the Province of Cordoba
created in 2001. CCT is related with the “ Development of
Productive Chains Program”, executed jointly by
governments and private sectors. Its objective isto improve
productivity of SMEs and economic development through
joint actions in the informatics, electronic and high-tech,
furniture and agro-industrial sectors. CCT was the first
attempt to set up a Productive Collaboration Association in
the software industry. In order to increase externalities
generated from the cluster, training programs on CMM are
executed. Each individual firm will use a standardized
process for software development under CMM rules.
Cordoba Technological Institute was created with technical
and financial support of IBM, Intel, Microsoft and other
leading firms to develop human resource capabilities. After
this initiative, another technological poles have emerged,
for example, in Rosario, Province of Cordoba and Tandil,
Province of BuenosAires.

Dupont ApexProgram

L-S Partnership
(Private)

This is a program announced by Dupont in 2000 for
Dupont’s customers (mostly SMEs) with export
capabilities, who hoped to export added value products
instead of raw materials. Its participating companies are
offered supports on: i) consulting about operative matters
(legal services, customs procedures, banks operations, IT,
promotiona regimes, brand names registration, etc); ii)
accessibility to use Dupont’s suppliers services (logistic,
banks, customs agents, transport companies, information
networks, etc); iii) know-how and management capabilities
to make easier getting financial resources; and iv) assistance
to develop strategies and to prepare business plan. At the
end of 2003, 51 firms were performing exports under this
umbrella. Dupont can add sales through the customers’
exports, secure customers networks, gain new customers as
a consequence of the existing customers' successes.

Belgrano Department
(Province of Santa Fe)

Partnership
(Cluster
Development)
(Public)

The Belgrano Department located in Rafagla city concentrates
30% of the national production of seeders, pulverizers,
harvesters and tractors. Theindustria cluster exports higher
priced products (US$ 2,148/ton vs national average
US$ 274/t). The determinants of its success is the
followings: i) institutions for policy and planning;
ii) economic institutions (Small Enterprise Business
Association, Technology & Innovation Centre, Enterprise
Development Centre); iii) LED (loca economic development)
Initiatives; iv) Enterprise development (e.g. incubators);
v) Horizontal cooperation actors and Public-Private
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Partnership; and vi) Learning processes (e.g. regularized
knowledge transfers (Training)). Since 2003 JICA’s experts
give in-company training, technical support in marketing
and international trade to the present or potential exporting
SMEs of Rafaela.

Title Type of use

BRAZIL

Vortal of Ornamental Supporting

Stones Cluster in Services/

Espirito Santo (ES) State  (Cluster
Development)
(Public)

Ministry of Science and Technology's “Regional Action”
program support to establish a “vortal” for local
arrangements to develop SMEs and regional clusters, which
uses the Internet to collate and widely diffuse information
on the specific sector in one location. Many of these sites
are available in more than one language, have a product
catalogue, offer price quotes by e-mail and alow client
registration. The ornamenta stones sector in the ES State
employs technologies related to information provision,
customers' need to see stones' colors and patterns stones
before purchase. One hundred thirty-nine ES firms (11.6%
of sector’stotal) had registered with the “vortal”. The two
private websites “Marble Website” and “The Way to the
Stones Website” provide information similar to the “votal”
in Portuguese and English although the vortal is available
only in Portuguese. They aso offer differentiated services
such as the stones catalogue. E-commerce is not yet a
reality in the sector. There are only a few isolated and
limited experiences, such as price quotes by e-mail.

Aeronautics Industry L-S Partnership
Suppliersin S&o José (Private)
dos Campos

In 2002, 11 SMEs of the cluster, most of which were
founded by former EMBRAER employees, formed High
Technology Association (HTA) with the support of the
government export-support agency APEX. Since then,
APEX has supported it to participate in international fairs
and missions and contributes to the member companies
ISO 9000 certification program. HTA member firms have
a relatively high level of IT use such as CAD/CAM.
However, there's alow level of Internet and e-commerce
use among them and there’s no use of EDI or any form of
e-commerce. Companies may receive orders and claims
from Embraer’s website, but there is no type of inter-firm
e-commerce. Only 4 (36 per cent) of the firms have their
own website. Due to the highly specialized nature of sector,
personal contacts are the most important factor in the
establishment of export relationships. Thus, participation in
fairs and missions are seen as a main channel to establish
businessrelations. Internet israrely used to this end.

CHILE

Traceability B2B Partnership
(Public)

Under the framework of public private partnership diffusion
of measures for food safety based on internationa standards
such as GAP (Good Agricultura Practice) and establishment
of paper-based traceability are promoted. For the purpose
of buiding IT system for traceability, a Chamber of
Commerce and a NPO established a company to offer ASP
service. On the other hand, the Government is constructing
a research center related to IT with a suppor of the
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Government of Japan, where industrial sectors and
universitieswill jointly research for developing traceability
systems.

COLOMBIA

Zebra Electronica Corporate
Management &

Strategy

This manufacturing of electromagnets and electronic
security products makes use of IT for its internal
management, development (CAD), and so on. The use of
website is limited to information and support for clients.
Although IT has not been the most important factor for its
growth, IT has allowed the firm to: 1) identify new
suppliers in Asia; 2) improve customer services and
technical supports; increase contacts with potential client;
3) improve communication with overseas potentia clients;
and 4) improve internal administrative processes including
controls of accounting, production and procurement.

Itansuca Ltda Corporate
Management &

Strategy

This leading firm in the consulting, design, auditing and
purchase management area for the energy sector created a
policy for handling magnetic files and an unique site to
storeinformation of each project, and developed a strategic
plan to optimize I T investments. I T usage enabled the firm
to: 1) improve internal and external communications;
2) imporve customer relationship; 3) imporve project
managements; 4) improve handling and storing of project
files; 5) increase exports by using e-mail; 6) reduce
communication costs; 7) optimize information resources ans
software purchase; 8) improve information handling
security; and 9) improve internal administrative and
management processes.

SIART: Information
system for crafts -
Artesanias de Colombia

S-S Partnership
(Public)

Artesanias de Colombia works to foster the competitiveness
of the handcraft sector under the framework of public-
private partnership. SIART (Integrated System of
Information and Advising for the Crafts), is a new portal
of Artesanias de Colombia developed with the support of
Inter-American Development Bank (IDB). In line with the
agreement with the Ministry of Communications, the
craftsmen can make use of the SIART through the public
telecenters. The services SIART offers to the craftsmen
include those in the area of: i) virtual advisoriesin design;
ii) product assessment to participate in fairs, publish
products info in the virtual gallery and to export; and iii)
Categorized purduct catalogue, Virtual Gallery, Contacts
Directory, and Virtual Library. Aiming at North American
peoples and Colombians and other Spanish speakersliving
in the U.S. the organization opened the first Center of
Distribution in the United States, where can organize events
like Show Rooms in coordination with the Proexport Office
in Miami, and gave a franchise license to Handmade
Gallery. The organization’s website in the U.S. hasavirtua
store facility supported by an e-commerce platform.
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EL SALVADOR

HelthCo Products
Company (Apiculture
Sector)

Corporate
Management &
Strategy

HealthCo commits to offer to its customers the highest
quality ingredients elaborated exclusively for HealthCo by
outside scientific consultants specialized in preventive
health. Its honey processing plant complies with all
requirements to export its products to Europe. Its laboratory
is operated under the strictest control that beyond the
reguirements of, for example, the Good Manufacturing
Practice (GMP). These are reglized by modern IT and other
equipments and the highest-quality primary materials. For
marketing and sales, HealthCo has an Intranet that connects
5,000 distributors and sales persons around the world. The
firm also has a SCM system that is connected to a network
of its partners such as honey supplier, and packing, logistics
and transportation services.

Software Alliance SA.

deC.V. (IT Sector)

Corporate
Management &
Strategy

This is a Salvadorian small business dedicated to
manufacturing software, especially adminigtrative solutions for
SMEs and to the scientific investigation and devel opment
in the software industry. Isapart of the EQUIBANK group.
The firm created a strategic tie with Isragli Magic Inc. in
order to receive technical assistances and distribute Magic's
products in El Salvador. It also signed commercial
agreements with a Chilean firm to expand to other Latin
American markets, especialy Chile and Mexico. With this
vision, the firm has made several efforts that include those
for registering with exporters' support programs and
obtaining aCMM certificate.

MEXICO

Infocenter of the
Quintana Roo Hotel
Association
(Buyers Club)

L-S Partnership
(Biz Matching)
(Public)

As a part of the Inforcenter Cancun project promoted by
the World Bank, NAFIN (a development banking
institution), Quintana Roo Hotel Association (Cancun), an
e-market “Buyers Club” wasinitiated in 2003 to: 1) support
local small suppliers to be linked to the hotel sector of
Quintana Roo State with a modern information system; 2)
support the suppliers with new schemes of attention in
financial programs, training and technical assistance to
connect them to a virtual hotel business network; and 3)
promote the production-chain development of the tourism
sector in the State. As of June 2004, 272 hotels and 991
suppliers are registered with it.

Cemex(Cement/
Concrete Sector)

Corporate
Management &
Strategy

This world 3rd biggest cement and concrete company, led
by a top management under the philosophy of “Cemex
Way”, has invested a great quantity of resources in
acquisition and development of IT. Itsinformation structure
called “e-enabling” focuses on improving the interaction
with the clients and optimizing its global supply processes.
Besides, through its subsidiary company CxNetworks,
emphasisis given to the creation of alternative sustainable
growth sources by founding new and innovative IT
businesses.
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Freightminds
(Logistics Sector)

Corporate
Management &
Strategy/
Supporting
Services
(Private)

This Mexican group is dedicated to providing web based
solutions for the freight forwarding, logistics and cargo
handling, The aim is to fill increasing demands for a
systematic approach to shipment creation, tracking,
performance measurement as well as a comprehensive
industry and customer database management tool, together
with warehouse operations visibility, all via the internet.
Freightminds developed a system to facilitate SME
international trade, with the following modules. e-CRM; e-
FOM (Freight Operations); e-WOM (Warehouse
Operations); e-BIM (Business Intelligence); and e-FMC
(FreightMinds Consulting).

PERU

Exportimo S.A.C.
(Wood Sector)

Corporate
Management &
Strategy/

This export furniture producer introduced IT mainly for
internal management to calculate unit costs and keep
production records. Now, IT are used for design based on
workstations to use CAD tools, manufacturing,
administration and finance. In its production processes, the
firm implemented an order tracking system based on bar
code technology that enables to obtain at each step of the
process data on how many pieces were finished and how
many are in progress, then this information is compared
with the original order and allows to check if the committed
time of delivery will be achieved. The firm also has aweb
presence at its partner SouthCone, with a virtual catalogue
of its products produced by Exportimo, which is more
important distribution channel in United States.

Perumarketplaces

Supporting
Services

(Biz Matching)
(Public)

This E-Commerce program led by PROMPEX
(Commission for Export Promotion), through Portal,
perumarketplaces.com, provides SME exporters with a tool
that facilitates their presence in the Internet for promoting
their products. The participant companies receive a
“website” inside the Portal, a virtual marketplace, a system
for proposal requests and so on. In the first month after
launching the Program, the 82 &ffiliated companies received
more than 3,100 visitors to the Portal, More than 65% of
the visitors were outside of Peru, mainly the United States.

Source: Country Papers of the project.
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Annex 2

Major Policy Issues related to Direct Exports

Policy I ssues

Detailed Items

Access and Infrastructure

Tariffs and duties

(Elimination of import duties)

(Review legidlation about tariffson IT products)
Training

Financing

Coverage

Internet fair rates

Regulation (competition policy)

Get Business Online

Online government (taxes, procedures, procurement)
Encourage SMEs to play in the market

Networking of SMEsthrough IT

Development of e-marketplaces

Regulation - consumer protection and dispute settlement
International standardization

Quality certification (enterprise and products)

Enter Into Contracts Online
(Authentication and Certification)

Public Key Infrastructure (PKI)
Governmental e-procurement system
Legal framework

Harmonization of laws

Mutual recognition system
Mechanisms for dispute settlement

Trade Facilitation

Single window system

Treacebility and applied research

International e-trade network

Trade insurance for SMEs

Norms of Origin Certification

Taxes on e-Commerce

Technical barriers

Information on trade procedures and logistics for SMES

Source: Produced by the participants in the international seminar Information Technology for Development of Small-
and Medium-sized Exportersin East Asia and Latin America, held on 23-24 November 2004 at ECLAC.
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Annex 3

Invitation Program for Young Leaders of the FEALAC

Member Countries, SMEs Promotion and IT
(from February 20 to March 2, 2005)

-10 SUGGESTIONS FROM YOUNG LEADERS-

1 Develop aunited FEALAC member web portal to include the following:

Leads on IT tools (made available on the website);
Online and face-to-face I T training for SMES to enhance financia skills;
A database of IT providers;

Market metrics, standardized indicators for all FEALAC countries, and an
optimized matching system;

A database on SME-related regulation, and law, with the aim of creating an
enabling legal framework for SMEs; and

A business information database controlled by government agencies, including
linking virtual galleries and e-commerce sites

The portal should include reference to the ASEAN+3 SME Network, which aimsto provide
web-based information in Southeast Asia and far-eastern countries. The network is currently
managed by Republic of Korea.

2. Provide basic IT infrastructure that SMES need to be competitive in the globa economy
(power, broadband).

3. Encourage more inter-FEALAC business rounds, trade conventions, industry-related trade
shows and business matching forums.

4. Improve enterprise education and the promotion of effective local and international
practices, including:

A promotion and education plan for SMEs, to be carried out by individual
FEALAC countries,

Sharing of case studies, practical experiences of companies, and Best Practice from
both the Government and Private sector, including workplace productivity;

Encouraging links between research providers (academia) within FEALAC
countries,

Enhancing long distance learning, including the creation of avirtual incubator and
entrepreneurship development;

Strengthen the role of private national and loca (intermediary) organizations in
SME promotion, such as Chambers of Commerce; and

Map SMEs and SME organizations and networks, including highlighting national
or local focal pointsin FEALAC countries;
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7. Encourage the sharing, and movement of entrepreneurs and skilled workers in FEALAC
countries (database).
8. Each FEALAC country should establish an action plan to improve access to finance for
SMEs:
. Establish awebsite on financing information for SMEs as a ‘ one-stop shop’;
. Encourage knowledge transfer to promote effective practices among financial
institutions and improve financia products for SMEs,
. CreateaFEALAC fund for SMEs, or look at existing Overseas Development Funds
that can support FEALAC SMEs;
. Establish programs to provide tax relief or rebates for SMEs that invest in IT for

their businesses.

9. Commission a feasibility study on the role of FEALAC in promoting economic
development opportunities in the region. The study will inform the creation of a possible
FEALAC SME Working Group.

10. Establish a FEALAC Young Leaders network to encourage continued information
exchange.

Source: http://www.mofa.go.j p/region/latin/feal ac/program0503/suggestion.html.
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Annex 4
Policy Framework for Development of SME
and IT in the Researched Countries

CHINA

IT POLICY INSTITUTIONS
. Ministry of Information Industry (MIl) (Established in 1998)
. State Science and Technology Commission

SMEsPOLICY INSTITUTIONS
. Ministry of Foreign Trade and Economic Cooperation (MFTEC)

IT-RELATED POLICIES

. IT strategic plan / Tenth National Economic Development Plan

. System Reform Scheme of Telecommunications (2001)

. Spark Project (1985): Provision of technical support for TVES (Township and Village
Enterprises)

. Instruction of China’'s E-Government Construction

SMES-RELATED POLICIES

. Slogan of “Small enterprise, big employment”

. Preferential policies
v Refund of export duty
v Free trade zone (processing trade)
v Electronic customs
v Preferential tax policy for SMEs

. Establishment of new hi-tech firms in the industrial development or export-oriented
Zones

. Experiment of the Credit Guarantee System of SMEs (1999)

. Creation of credit department for SMEs within the major State-owned commercial
banks (1998)

. Establishment of a stock exchange market for SMEs in Shenzhen market

. Establishment of SMEs devel opment centers within government institutions
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LEGAL INFRASTRUCTURE

. Small and Medium Enterprises Promotion Law (2002)
. Electronic Signing Law (issued in 2004, come into effect on May 2005)
. Copyright Law
. Regulations on Protection of Computer Software
. Registration Method of Computer Software (1990)
JAPAN
IT POLICY INSTITUTIONS
. IT Strategic Headquarters (Prime Minister of Japan and his Cabinet)
. Ministry of Economy, Trade and Industry (METI)
. Ministry of Internal Affairs and Communications (MIC)

SMEsPOLICY INSTITUTIONS
. Small and Medium Enterprise Agency, METI
. JETRO (Japan External Trade Organization)

IT-RELATED POLICIES
. e-Japan strategy (2001)

v (i) Establishment of ultra high-speed networks to access to the Internet; (ii)
Establishment of e-commerce; (iii) Realization of e-government; (iv) Human
resources development for I T

. e-Japan strategy 11 (2003)
v Seven targeted areas for intensive IT application: (i) medicine; (ii) food;
(iii) life; (iv) finance for SMEs; (v) education; (vi) employment; and (vii)
administrative services

SMEs-RELATED POLICIES
(International Trade)

. Overseas market research projects: Investigation on overseas markets for the
possibility for future export — JETRO

. Overseas exhibition projects

. Overseas missions for export: Exchange and sal es meetings during missions

. Overseas coordinator projects. JETRO dispatches business coordinators all over the
world

(Trade Facilitation)

. 24-hour active port facilities

. Automated customs clearance systems:. “ One Stop Service” (Single Window system)

. Preliminary Inspection System: Speeding up the import process

. Scientific inspection machines
v Large-scale X-ray inspection machines
v RFID (Radio Freguency Identification) will be utilized for international

distribution of goods.
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(FDI Promotion)

. Established the Japan Investment Council (JC)
. Five important fields of the JIC
v (i) Providing information; (ii) Establishment of FDI environments; (iii)

Reform of administrative processes: promotion of “one-stop administration”;
(iv) Establishment of living conditions and employment; (v) Reforms of loca
aswell as central government

(Business Promotion)

. Practical training for startups

. Legal support for startups: “ lyen-startup”, a special exemption for small businesses.

. Financial support: public organization such as the Shoko Chukin Bank (The Central
Cooperative Bank for Commerce and Industry)

. Tax exemptions

. Supports for marketing

. Supports for R&D: Supports for small businesses to participate in ministries’ R&D
activities

. Incubation: Most public incubators offer so-called incubation managers

. Dispatching specialists to venture businesses: Local governments and public

organizations hire retired business persons and engineers and dispatch them.
(Digital Divide)
. The following measures are required in order to nurture IT specialists with qualified
ability who assist SMEs in the spread of high level IT technology: (a) standardization

of IT skills; (b) nurturing IT coordinators; () nurturing I T associates; and (d) nurturing
speciaists who evaluate I T security.

. As solutions for technological issues of SMEs regarding IT utilization, there are the
two projects:

v The project for strengthening strategic technologies:

v The project for strategic support and activation of IT investment: (i) SME
owners' exchange meetings; (ii) training of SME owners; (iii) consulting for
business planning; (iv) consulting for IT investment; and (v) presentation
meetings of IT utilization.

. Provision of low-interest funds to SMEs

v (i) financial assistance systems that work through public financial institutions;
(ii) systems for guaranteed loans; (iii) systems for loaning to SMEs; (iv)
systems for leasing machines and equipment to SMEs; (v) projects for
installment of strategic information equipment; and (vi) systems of loans for
IT investment through public financial institutions.

. Deduction of investment expenditures from taxes
v (i) tax reduction systems for investment in general by SMEs; and (ii) tax
reduction schemes for IT investment by SMES
. Infocenters
v The e-Small Business Agency and Network Project
v Operation of portal sites such as“JNet 21"
v Provision of technological information through the Techno-knowledge
network

(E-government)
. Core objectives of the “e-Japan strategy”
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v Objectives: (i) provision of efficient, transparent, safe and citizen-oriented
administrative services, and (ii) establishment of efficient and optimally
beneficial public works.

v Guidelines: (a) Citizen-oriented administrative services; (b) Accountability
and transparency; (c) Universal design; (d) Collaboration with the private
sector; (€) Assuring the privacy, reliability and safety of the information
system; and (f) Collaboration of governmental organizations and international

standards.
J E-procurement
v In order to promote e-applications, al offices of government are asked to
plan and establish suitable information systems to simplify the process of
application.
. Customs and other trade-related procedures
v Customs: (a) Preliminary Examination System; and (b) Instantaneous

Approval System

v The Customs Procedure Execution System (CuPES)
v Sea- and Air NACCS (Nippon Automated Cargo Clearance System)
v Port EDI system
v Single window system: Interconnection of these systems
v Security measures. ultra-sensitive cameras, large X-ray equipment (IC tags
and RFID)
. E-tax and e-payment
v Experimental trials in November 2000. Fully implementation by June 2004
— The National Tax Agency
v Tax and fee payment systems are in development which utilize the current
“Multi Payment Network (MPN)”, which interconnects financial institutions
with governmental agencies vialeased circuits.
. Crytograph
v In February 2003, the MIC and METI organized Cryptograph Research and
Evaluation Committees (CRY PTREC) that determined the list of cryptographs
which are recommended for e-government.
. Government Public Key Infrastructure (GPKI)
v GPKI is being constructed
v GPKI consists of BCA (Bridge Certificate Authority) in the MIC and CAs

(Certificate Authority) of each ministry.

LEGAL INFRASTRUCTURE

. Fundamental Law for SMES (amended in 1999)
. IT Fundamental Law (2000): The government’s basic IT strategy
. Promotion Law of CreativeActivities By SMES
. Law of Promotion of New Businesses
. Special Law of Revitalization of Industrial Power
. Individual Information Protection Act (2005)
. Legidation of Digital Signature and Authentication (2001)
v The g);ovemment admitted 21 specific authentication businesses (as of June
2004
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Fundamental Law of IRP Strategy (issued in November 2002, and implemented in
March 2003)

v Others such as the Patent Law, Copy Right Law, and Anti-Trust Law were
reformed.

REPUBLIC OF KOREA

IT POLICY INSTITUTIONS

Ministry of Information and Communication (MIC)
Ministry of Commerce, Industry and Energy (MOCIE)

(Industry Informatization Subcommittee)

Sub-organizations under MIC

v National Computerization Agency

v Korea Association of Information and Telecommunication
Sub-organizations under MOCIE

v Korea Institute for Electronic Commerce

v Korea CALS/EC Association

v Electronic Commerce Resource Center (ECRC)

Korea Agency for Digital Opportunity and Promotion (2003)

SMEsPOLICY INSTITUTIONS

Small and Medium Business Administration (SMIBA)
Sub-orgainization under SMBA

v Small Business Corporation (SBC)
v Korea |nformation Management Institute for Small and Medium Enterprises
(KIMI)

IT-RELATED POLICIES

Master Plan for |nformatization Promotion (1996)
Cyber Korea 21 (1999)

E-KoreaVision 2006

Industry Informatization Promotion Plan

5-year plan to eliminate Digital Divide (2003)

SMEs-RELATED POLICIES

MOCIE: Promotion of e-commerce (B2B) in 6 industries (Electronics, Automaobiles,
Shipbuilding, Steel, Machinery and Textiles)

SMBA: 1) Trade promotion, 2) Trade facilitation, 3) FDI promotion, 4) Business
promotion (incubation, entrepreneurship), etc.

SME Technology Innovation Promation Plan (SMBA, on preparation stage)

LEGAL INFRASTRUCTURE

Framework Act on Informatization Promotion (1995)
Framework Act on Electronic Commerce (FAET) (1999)
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. Electronic Signature Act (ESA) (1999)
. Act on Promation of Utilization of information and Communication Network and Data
Protection (2001)
. Act of Elimination of Digital Divide (2002)
SINGAPORE
IT POLICY INSTITUTIONS
. Ministry of Communication and Information Technology (1999)
. I nfo-Communi cations Devel opment Authority of Singapore (IDA) (1999)
. National Science & Technology Board (NSTB)

SMEsPOLICY INSTITUTIONS

. Ministry of Trade and Industry (MTI)
. Organizations under MTI:

v Economic Review Committee (ERC)

v Entrepreneurship and I nternationalization Sub-Committee (EISC)
. Economic Development Board (EDB)

IT-RELATED POLICIES
. The Technopreneurship 21 (T21) Initiative (announced in 1999)

v T21 isan initiative involving high-level government and private-sector efforts
to promote high-tech entrepreneurship sector in Singapore. The lead agency
has been transferred from NSTB to EDB in 2001.

v T21 covers four areas: education, financing, regulations and facilities.

v Pro-Enterprise Panel (PEP), created in 2000, conducts activities such as
evaluating suggestions from business, and implements an annual survey of
regulatory agencies pro-enterprise orientation.

v Initiatives by T21: T21 provided a number of initiatives and measures to
stimulate the entrepreneurship such as Entrepreneur Investment Incentive
(EI), the Directors and Advisors for Technopreneurial Enterprises (DATE)
program, and the Startup Enterprise Development Scheme (SEEDS).

. Local Enterprise Technical Assistance Scheme (LETAS)

SMEs-RELATED POLICIES
. SME 21 Master Plan (10-year strategic plan, launched in 2000)

v Three major targets to achieve by the year 2010: 1) double productivity of
the retail sector from $ 28,000 to $ 56,000, 2) treble the number of local SMEs
with sales turnover of $ 10 million and above from 2,000 to 6,000, 3)
Quadruple the number of local SMEs with e-commerce transactions from

8,000 to 32,000.

v The Promising Local Enterprises (PLE) Program (1995)

v Objective: The program aims to nurture strong local enterprises to become
Asian MNCs. The Economic Development Board is the lead agency of this
program.
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v 3C approach comprising of co-investment, collaboration and consolidation
was announced in 1999 to further intensify the PLE program.

Action Community for Entrepreneurship (ACE) (launched in May 2003)

LEGAL INFRASTRUCTURE

E-Commerce and Electronic Transactions Act (1998)
Electronic Transactions Regulations 1999: Certification Authority

THAILAND

IT POLICY INSTITUTIONS

Ministry of Science, Technology and Environment (MOSTE)
Ministry of Information and Communications Technology (Established in 2002)

National Information Technology Committee (NITC): Established in 1992 to execute
and coordinate the IT development policy.

National Science and Technology Development Agency (NSTDA)
National Electronics and Computer Technology Center (NECTEC)
Electronic Commerce Resource Center (ECRC) (Approval on 1998)

SMEsPOLICY INSTITUTIONS

Ministry of Industry

National Committee for the Promotion of SMEs

Institute of Small and Medium Enterprises Development (ISMED) (1999)
Office of SMEs Promotion

SMEs Promation Funds

IT-RELATED POLICIES

IT-2000 (approved in February 1996)
v Five- year policy framework from 1996 to 2000.

v Main objectives: 1) Invest in an equitable information infrastructure, 2) Invest
in people to create well-educated population and IT human resources, 3)
Invest for good governance.

v Agendal: 1) implement five-year Rural Thailand Communications
Expansion and Modernization Program, 2) ensure a reasonabl e benefit share
to the rural region, 3) establish independent telecommunications regul atory
body to review and reform existing Telecommunications Acts and other

related Acts.

v Agenda 2: 1) implement National School-Information Action Program, 2)
establish a Nationd Interactive Multimedia Ingtitute, 3) intensify IT manpower
production.

v Agenda 3: 1) launch a nationwide Government Information Program, 2)

convert IT planning an integral part of the annual government budgeting
exercise and I T policy research an ongoing effort.

1T-2010 (approved in March 2002)
v Ten-year policy framework.
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v Three guiding principles: 1) invest in knowledge-based human capital, 2)
promote innovation, and 3) invest in information infrastructure and
information industry promotion.

. IT Master Plan (2002-2006) (approved in March 2002)
v Utilized as aguideline for the I T strategy implemented in each ministries.

SMES-RELATED POLICIES

. Law on the Promotion of SMESs (2000)
. Industrial Restructuring 5- Year Plan (1998-2002)
. Industrial Settlement Zones

LEGAL INFRASTRUCTURE

. Data Protection Law

. Thai Credit Bureau Law (privacy of financia information)
VIET NAM
IT POLICY INSTITUTIONS

. Ministry of Culture and Information

. Ministry of Science, Technology and Environment

. Ministry of Post and Telecommunication

. Telecommunication Association

. Viet Nam Electronics Business Association

. Viet Nam Software Association

. Viet Nam Association for |nformation Processing

. Cryptographic Committee of the Government (CCG)

SMEsSPOLICY INSTITUTIONS

. SMEs Development Encouragement Council (Governmental level)
. Ministry of Planning and Investment (MPI):
v SMEs Development Department
v Technical Assistance Centersin four cities.
. Ministry of Trade
v Viet Nam Trade Promotion Agency (Vietrade)
. Other organizations:
v Viet Nam Chamber of Commerce and Industry (VCCI) (Business community)
. SME Promotion Center (1994)
. Vnemart (e-trade floor of VCCI for business community) 2002
v Viet Nam Cooperatives Alliance
v Rural Industrial Enterprises Association

IT-RELATED POLICIES
. Project on Computerization of Public Administration (Decision 112/2001/QD-TTQg).
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. Master Plan for Internet Development (Decision 33/2002/QD-TTF).

. Master Plan for Application and Development of IT in Viet Nam up to year 2005
(Decision 95/2002/QD-TTg).

. Pilot Project on E-tax Declaration by General Taxation Department, Ministry of Finance.

SMES-RELATED POLICIES

. Human Resources Training Program for 2004-2008
. Export Support Fund (1999)
. Export Support Credit Fund (2001)

LEGAL INFRASTRUCTURE

. Law on Enterprises (2000)

. Law on Electronic Transaction (expected in 2007)

. Decree 44/ND-CP (2002) : Legdlity of e-signatures and e-documentsin banking operation.
. Decree on Certification Authority (CA) (expected by the end of 2004)

. Electronic documents, mechanisms and policies on ICT that are in line with

international common practice would be completed in 2010.

ARGENTINA

IT POLICY INSTITUTIONS
. Secretariat of Communications
. National Office of Information Technologies (ONTI)
. Science Technology and Productive Innovation Secretariat (SECyT)

SMEsPOLICY INSTITUTIONS
. Sub secretariat of SME and Regional Development (SSEPYMEyYDR)

IT-RELATED POLICIES

. National Program for the Information Society (PSI)
. Fiduciary Fund for Promotion of the Software Industry (FONSOFT)
. Science Technology and Productive Innovation National Plan Project
. Argentine Integrated Scientific and Technological System (SICTIAR)
v Portal site “ Science and Technology Electronic Library”
v Supercomputer “CLEMENTINA I1”
v Video Conferencing Network
. Education System Improvement Program (1345/0C-AR, IADB)

SMEs-RELATED POLICIES
(International Trade)

. Export Groups Program
. First Export Support
. Foreign Trade Information System
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. Articulation between Big Companies and SMESs
. Proargentina.gov.ar (Portal for SMEs Export Promotion)
(Trade Facilitation)
. Assistance Program to set up Productive Collaboration Associations
. Legal assistance
(Business Promotion)
. FONAPyME (National Development Fund for the Micro, Small and Medium
Enterprise)
. FoMicro (National Fund for the creation and consolidation of Micro business)
. Bonus rate loans
. MyPEs || (Global Program of Credit to the SMES)
. Italian Credit for the supporting of SME
. Reciprocal Guarantee Societies Program (SGR)
. Business Re-conversion Support Program (PRE)
. Agencies Network
(Digital Divide)
. Fiscal Creditsfor Training
. Federal Program for Training and Technical Assistance
. FONTAR (Fondo Tecnol 6gico Argentino)
(E-government)
. Gobiernoelectronico.ar (E-Government web page)
. The official Web “Crystal” (www.crystal.gov.ar)
. E-procurement (a part of the Crystal)
. E-customs system “Sistema Maria’

LEGAL INFRASTRUCTURE

. Law of Promotion of the Software Industry (2004)
. Argentine Law 25,506 “Infraestructura de Firma Digital” (2001)
. The trademark legislation (Law 22,362)
BRAZIL
IT POLICY INSTITUTIONS
. Ministry of Science and Technology (MCT)
. Ministry of Communications (MC)
. Ministry of Development, Industry and Foreign Trade (MDIC)
. National Institute of Information Technology (ITI), Presidency of the Republic (http:/
Iwwwv.iti.br/twiki/bin/view/Main/QuemQuem)
. National Research Council (CNPq)
. Executive Committee of Electronic Government (2000) which has eight technical
committees (2003) for e-government devel opment
. Internet Governance Committee Brazil (CGl.br)
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IT POLICY SUPPORT INSTITUTIONS (non-governmental)

Brazilian Chamber of Electronic Commerce (camara e-net)

SMEsPOLICY INSTITUTIONS

Ministry of Development, Industry and Foreign Trade (MDIC)
Brazilian Export Promotion Agency (APEX)

Brazilian Service to Support Micro and Small Companies (Sebrae)
National Bank for Economic and Social Development (BNDES)
State Post Company (CORREIQS).

National Industry Federation (CNI)

Ministry of Foreign Relations (MRE or Itamaraty)

Federal Savings Bank (Caixa Econdmica Federal - CEF), the largest (government)
commercial bank

The Bank of Brazil (Banco do Brasil - BB), the second largest (government)
commercial bank)

Innovation Agency (FINEP), under the Ministry of Science and Technology
Ministry of Labor and Employment (MTE)

General Secretary of the Presidency of the Republic

Ministry of Communications

Ministry of National Integration

The Amazon Bank (BASA)

The Brazilian Northeast Bank (BNB)

The Federal government savings bank (Caixa Economica Federal, CEF)

IT-RELATED POLICIES

Strategic Option-Software, National Industrial. Technological and Foreign Trade Policy
(announced November 26, 2003)

v New PROSOFT-Program for the Development of the National Software and
Related Activities Industry (BNDES)

v National Program for Software and Services Certification (INMETRO-
National Institute of Metrology)

v Software and Services Export Program (MDIC, MCT and APEX)

v Program to Support Emerging Areas (high-performance computing, games,
climate, communications) (MDIC/MCT)

v Shared Library of Software Components (MDIC/MCT)

v Incentive Program for the Development of Open Source (Software Livre)
Software (ITI, MCT and FINEP)

v Information Technology Forum (MDIC/MCT)

v Digita Inclusion
. Promote digital inclusion in micro and small enterprises. Goal: reach

30 thousand firms by 007 and establish National Digital Inclusion
Program through the National Network of Information and Business
Telecenters.

Bylaw of National Informatics Policy (Law 11.077, of December 30, 2004)-under
discussion
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. New 2001 National Informatics Policy- hardware (Law 10.176/01, of January 11, 2001):
v R&D priority
v Development of products for developing countries markets
v CTInfo — Sectoral Fund for Information Technology
. Funds strategic R& D projects, including information security.
. Telecommunications Universalization Fund (FUST) (MC)
. The 1991 Informatics Policy (Law 8248/91)
v Incentives to preserve local equipment manufacturing and R& D activitiesin
the IT sector.

v The IPI (industrialized goods tax) rebate, which had been stipulated by the
1999 policy, was further extended by a law approved by Congress until the

year 2013.
. National Research Network (RNP in Portuguese)
v RNR aimed at developing Internet links at science and technology institutions.
. The program for software exports (SOFTEX 2000)

SMEs-RELATED POLICIES
(International Trade)

. Federal Program of Entrepreneurship (PBE)
v M ain thrusts: management training; micro financing; and post-credit
monitoring or enterprise assistance.
v Complementary activities: SMES' digital inclusion; support of the productive
arrangements; and strengthening of the handcraft segment.
. Small Size Firm Entrepreneur Program (EPP) — MDIC
. BNDES Export Promotion Programs
. Program of Technology Support to Exportation (PROGEX)
. Program of New Exports Arrangements (PNPE)
. Project National Network of Trade Agents (REDEAGENTES).
(Trade Facilitation)
. Foreign Trade Platform (FTP) — BB
. Exporter’s Portal (http://www.portal doexportador.gov.br/) — (MDIC)
. Exporter’s Window (https://www.exportadoresbrasileiros.gov.br/) — MDIC
. Brazilian Trade Net (http://www.braziltradenet.gov.br/) — MRE
. PROEX (Programa de Financiamento as Exportactes) — BB
. Program Easy Export (Exporta Facil) - CORREIOS
(Business Promotion)
. Programa Brasil Empreendedor (PBE)
. Micro, Small and Medium Enterprises Support Program — BNDES
(Digital Divide)
. Internet Il project — RNP
. Development of “popular computers’ (affordable computers)
. The 0i00 service: to enable Internet usersto pay local call fees
. SOFTEX — BNDES program: to provide financial support for software development

and marketing activities as well as acquisition of equipment and training
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Financial packages to support the sale of computers to small business and domestic
users— BB

Infocenters of Information and Business
Enterprise Informatization Program: a credit line for SMEs to buy computers— BB
Brazilian Program of Digital Inclusion (PBID): to be launched in 2005

v “CasaBrasil”: Infocenterslocated in schools and in rura zones, frontiers and
remote regions

v L ong-distance education: to offer primary education

v Connected PC: to offer a cheaper PC with access to the Internet to micro

enterprises and low-income population
Program of Technological Support to the Small Companies (PATME)

(E-government)

Executive Committee of Electronic Government (2000)
Eight technical committees (2003)

v (i) Digita Inclusion; (ii) Online Services and Websites Management; (iii)
Open Software Implementation; (iv) Systems Integration; (v) Network
Infrastructure; (vi) Knowledge Management and Strategic Information; (vii)
Government to Government; (viii) Legacy Systems and License

IT Systems

v COMPRASNET: E-procurement portal

v SISCOMEX: the integrated system of foreign commerce
v The Brazilian Payment System (SPB).

LEGAL INFRASTRUCTURE

Code of Customers Defense

Project of Law number 1589/99

v Certification of electronic signatures

v Use of a cryptographic system based on public or asymmetric key

The 3585 and 3587 presidential decrees: Official documents for normative acts to be
transmitted el ectronically

Brazilian Public Keys Infrastructure (ICP Brazil)
Provisional Measure 2200: regulate the Brazilian digital certification system

CHILE

IT POLICY INSTITUTIONS

SUBTEL (Sub secretariat of Telecommunications))

Ministry of Economy and Energy

Digital Action Group (Grupo de Accién Digital, GAD)

Santiago Chamber of Commerce (CCS)

Ministry of Education

National Commission of Scientific and Technologic Investigation (CONICY T)
Chilean IT Companies Association (ACTI)
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SMEsPOLICY INSTITUTIONS

Ministries of Agriculture, Economy, Education, Finance, Foreign Affairs, and Labor
Chilean Economic Development Agency (CORFO)
Technical Cooperation Service (SERCOTEC)

Chile Foundation

PROCHILE: Export Promotion Agency

Banco Estado (State Bank)

Santiago Chamber of Commerce (CCS)

National Center for Productivity and Quality (ChileCalidad)
Instituto de Desarrollo Agropecuario INDAP

Servicio Naciona de Capacitacién y Empleo SENCE
Fondo de Inversién y Solidaridad Social FOSIS

IT-RELATED POLICIES

Digital Agenda (Agenda Digital) 2004-2006

v The goal of the agenda for the bicentenary in 2010: Chile will be a digitally
developed country, or be ranked to level of the OECD member states, for
the bicentenary.

v The action plan for the period 2004-2006: (1) access; (2) education and
training; (3) e-government; (4) computerization of firms; and (5) IT industry;
and (6) juristic- normative framework.

v Agreements among Universities (Universidad Técnica Federico Santa Maria

de Valparaiso) to develop academic programs to support introduction of ICTs
into SMEs.

SMEs-RELATED POLICIES
(International Trade)

Tax Incentives, Credit instruments (CORFO), and Guarantee Fund for Small
Businesses (FOGAPE) (Banco Estado)

Various services for exporters provided by PROCHILE

(Trade Facilitation)

Economic Complementation Agreements (ECAS) and Free Trade Agreements (FTAS)
E-customs system — Customs Authority

Electronic Invoice system (Factura Electronica) — Sl1 (Internal Revenue Service)

Port logistics

Online services of the Santiago Chamber of Commerce (CCS)

v Comexonline: Provision of information and services related to: library;
database access; support services; and international business

v E-certchile: Digital Certificate Authority

v Movimiento Maritimo Aéreo: Publication on itinerary of maritime and air

cargos operated by principa firmsin Chile

v Rutacert: Vihiecle monitoring system that enables users to access position
information certified by CCS and to improve fleet dispatch control
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(FDI Promotion)

. The Foreign Investment Committee isin charge of the policy.
. The Internal Revenue Service (SIl) have jurisdiction over the tax incentives.
. Various programs of the CORFO to develop SMEs and the high-tech industry as the
followings
v Program TODOCHILE: Development of the regions and encouragement of
decentralization
v High Technology Investment Program: Special incentives for investmentsin
high-tech projects
v Regional Investment Platform: to transform Chile into the regiona business

hub of multinational companies operating in Latin America
(Business Promotion)

. Science & Technology and Human resource development

v Ministry of Education and CONICY T

v Fund for Scientific and Technological Development (FONDEF)

v National Fund for Scientific and Technological Development (FONDECY T)
. CORFO's policy instruments to improve productivity and quality control, promote

SME linkage, investment, and technological innovation, and support start-ups.
(Digital Divide)

. Human Resource Development
v National Service for Training and Employment (SENCE): a tax incentive
scheme for company based training
v Digital Alphabetization (Alfabetizacion Digital): Ministry of Education’s

initiative of providing workers, entrepreneurs of micro firms, and housewives,
with atraining in I'T

v Education and Training in English
. Technical support of SERCOTEC
v Establishment of the infocenter networks for SMEs in alliance with the

Solidarity and Socia Investment Fund (FOSIS) in order to diminish the digital
divide between firms.

v Provision to SMEs with IT training courses of the Digital Alphabetization
Program
v Portal REDSERCOTEC, through which SMES can access supports.
. Access
v Telecommunications Development Fund (FDT) — SUBTEL : Fund to subsidize
projects for development of universal access.
v INFOCENTERS — Networks of school (ENLACES), the Libraries, Archives
and Museums Office (DIBAM), National Youth Institute (INJUV), and
SERCOTEC
(E-government)
. The Electronic Government Agenda 2002-2005
v The activities of thisAgenda are closely related to the Administration’s project
for Reform and Modernization of the Government.
. Applications
v “Tramite Facil”: A portal site to facilitate access to necessary information and
services
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v “Sitioempresa’: A portal site for businesses to offer public information and
procedures

E-procurement (ChileCompra)

Customs Information System (ISIDORA)

Project to develop Single Window for External Trade
Portal of State Payment

Tax Declaration

. Electronic Invoice (Factura Electrénica)

NN NS S

LEGAL INFRASTRUCTURE

. The Law on Electronic Documents, Digital Signature, and Electronic Certification
Service (Law N0.19,799) (2002)
. Theindustrial property provisions (Law No. 19,039) (1991)
. The law on intellectual property (Law No. 17,336)
. The Law for the Protection of Private Life (Law No0.19,628) (1999)
COLOMBIA

IT POLICY INSTITUTIONS
. Ministry of Communications
. Ministry of Commerce, Industry and Tourism

SMEsPOLICY INSTITUTIONS

. Ministry of Commerce, Industry and Tourism

. Superior Council of Foreign Trade (CSCE)

. PROEXPORT Colombia: export promotion agency

. Coinvertir: adivision of the PROEXPORT in charge of FDI promotion

. Foreign Trade Bank of Colombia (BANCOLDEX)

. Regional Foreign Trade Advisory Committee (CARCES)

. National Learning Service (SENA)

. Colombian confederation of the Chambers of Commerce (CONFECAMARAS) and
major Chambers of Commerce of Colombia (Bogotd, Medellin, Cali, Bucaramanga,
and Cucuta)

. Colombian Association of SMEs (ACOPI)

. Colombian Institute for the Science and Technology Development (COLCIENCIAYS)

IT-RELATED POLICIES

. Agenda de Conectividad (Ministry of Communications)
v The task is directed to: 1) Citizens; 2) Companies; and 3) Public
administration.
v Projects: Online Government (Gobierno en Linea); High Speed National

Academic Network (Red Académica Nacional de Alta Velocidad); Project
PRYMEROS; and Project CUMBRE.
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Policies focused on the corporate sector

v Project PRYMEROS: a project to improve competitiveness of SMES by
utilizing I'T

v Incentives for technological innovation in SMEs

4 Quiality standards and certification — SENA

v Implantation of barcode and EDI

v Agroindustrial Clusters

Promotion of National IT Industry

SMES-RELATED POLICIES
(International Trade)

Law 007 of 1991: aregulatory frame of the Colombian foreign trade policy
Creation of the Ministry of Foreign Trade

Creation of the Foreign Trade Bank of Colombia

Definition of Free Trade Zones

To continue the Certificate of Tributary Reimbursement (CERT)
Determination of the composition and functions of the CSCE
Strategic Exporter Plan (Plan Estratégico Exportador, PEE) 1999-2009

To increase and diversify exportable goods and services

To stimulate and increase FDI

NN NSNS

To increase productivities of companies
To regionalize exporting activities
To develop exporting culture

Program EXPOPYME — PROEXPORT: a program that offers to SMEs tools and
consultancy to develop exporters’ culture and therefore exports

Plan Valgo
v Regime that allows to temporally importing inputs with total or partial

exemption of taxes, in order to use them exclusively in the production of
goods or services for exports.

CARCEs

v Virtual committees composed of the public and private sector, universities
and research centers of the Colombian regions, aiming to promote the exporter
culture, competitiveness and growth of the regional exports.

SN SN NS

(Trade Facilitation)

Online government
FTAs

Project of Rationalization and Automation of Foreign Trade Procedures — document
CONPES 3292 of 2004, and Crestion of Single Window of Foreign Trade

(Business Promotion)

National Innovation System — COLCIENCIAS
Supports to create incubators — SENA

PRODES program —ACOPI: a SME linkage program
Regional Productivity Centers
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. Program “Promotion of the Productivity and the Competitiveness through the Creative
Use of the ICTS’

. Program “ Strengthening the Competitiveness of the Production Chains through the
Creative Use of the ICTs: Support to the Agroindustrial Production Chains”

. Technological Development Centers

(Digital Divide)

. COMPARTEL — Ministry of Communications: a program to facilitate universal access
to telecommunications services
v Compartel Rural Telephony Program
v Compartel Social Internet Program
v Compartel Broadband Connectivity Program for Public Institutions

. TELECENTROS — Compartel Social Internet Program and FONADE (National
Development Fund)

. FOMIPYME (Colombian Fund for Modernization and Technological Development
of SMES): Credit

. Project CUMBRE (Agenda de Conectividad): to facilitate the access to postgraduate
IT programs

(E-government)

. Online Government (Agenda de Conectividad): Online payment; Electronic
Procedures; Electronic Procurement; Government Intranet; Online Government
Nationwide; Centralized System of Information Consultations

LEGAL INFRASTRUCTURE
. Law 527 of 1999 (E-commerce Law)

. Certicamara (certification of digital signature) — Chambers of Commerce of Bogota,
Medellin, Cali, Bucaramanga, and Cucutaand CONFECAMARAS

EL SALVADOR
IT POLICY INSTITUTIONS
. Technical Secretariat of the Presidency
. National Council of Science and Technology (CONACYT)
. Computer Science National Committee (CSNC)
. Salvadoran Net of Internet (SVNet): Administration of the top level Salvadorian
domain (.sv)
. INFOCENTERS (local connectivity center)

SMEsPOLICY INSTITUTIONS

. Ministry of Economy
. National Commission of the Micro and Small Company (CONAMY PE)
. National Agency of Export Promotion (Exporta El Salvador)

IT-RELATED POLICIES

. “Connectivity Agenda: Towards the Knowledge Society”
v Access to the infrastructure
v Generation of contents
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v Education and training

v Online companies

v Online government and municipalities

v Development of the I T industry

Science & Technology Policy

v Program of Technological Administration Support to the SMEs— CONACY T
v The project “Improvement of quality control and environmental administration

in SMEs’ — CONACYT and IADB

SMES-RELATED POLICIES
(International Trade)

Export Program for Micro, Small and Medium Enterprises (EXPRO) — USAID and
Government of El Salvador

FAT (Fund of Technical Assistance) — CONAMY PE

BONOMY PE (Training Fund Program) — CONAMY PE
CEDART (Artisans Development Centers) — CONAMY PE
Center of Entrepreneurial Procedures— CONAMY PE

FOEX (Fund of Exports Promotion) — Ministry of Economy
Credit Programs of the Multisectorial Bank of Investment (BMI)

SGR (System of Reciprocal Guarantees for the Micro, Small and Medium Rural and
Urban Enterprises) — BMI

Law of Export Reactivation: fiscal incentive
Regulation of Free Zones: fiscal incentive

(Trade Facilitation)

(FDI Promotion)

Foreign Trade Integrated System (SICEX) — CENTREX, BCR (Export Procedures
Center, Central Reserve Bank)

TELEDESPACHO (computerized system of the Department of Customs Receipts)
General Treaty on Central American Economic Integration and other FTAs

A new legal framework to simplify the investment’s formalization process:

v Investments' Law, Commerce Code, Commerce Registry Law, Mercantile
Bond Law and Accounting Regulator Law

National Investment Office (ONI)
PROESA: a government agency dedicated to promoting investment
Monetary Integration Law: Dollarization

(Business Promotion)

(Digital Divide)

Program “ Set up Your Idea” (Emprende tu Idea, ETI)

ESCUELA 10 Program
v To improve (1) Pedagogical, (2) Management, and (3) Evaluation processes

CYBEROLIMPIADAS (Cyber Olympics): a contest for development of educational
website participated by students

INFOCENTROS: an info-center initiative
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. Red del Desarrollo (Development Net program)
v An initiative to link SMEs to sources of information and other resources by
using the INFOCENTROS network
. CONECTATE (Computers and Internet access for public schools)
(E-government)
J SICEX — CENTREX.BCR
. TELEDESPACHO (e-customs)
. _?/stem of Electronic Tributary Declarations (DET) - General Office of Internal
axes

LEGAL INFRASTRUCTURE

. Law of Electronic Trade isin authorization process.
MEXICO
IT POLICY INSTITUTIONS
. National Council of Science and Technology (CONACYT)
. Ministry of Economy

SMEsPOLICY INSTITUTIONS (mainly for development of the software sector)

. Ministry of Economy

. BANCOMEXT (International Trade Development Bank)

. NAFIN (Nacional Financiera): Devel opment Bank

. AMITI (Mexican Association of the IT Industry)

. CADELEC (Electronic Productive Chain Center) in Jalisco

. AMIRE (Mexican Association of Incubators and Enterprise Network)
. CANIETI (Electronics and IT Industrial Union)

. Ministry of Finance (SHCP). Tax incentives for technology innovation

IT-RELATED POLICIES
. PROSOFT (Program for Development of the Software Industry):
To promote exports and attraction of investments
Education and formation of persons competent in software development
To establish alegal framework for promoting the software industry
To develop the domestic market
To fortify the local industry
To attain international levelsin the capacity of software development

NS NN NN NS

To promote construction of basic and telecommunications infrastructure
. e-Mexico initiative

v A national technology project to eliminate the barriers to get information and
public services.
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SMEs-RELATED POLICIES (mainly for development of the software sector)
(International Trade)

. Programs involved by Ministry of Economy, BANCOMEXT, AMITI, and CADELEC
(Trade Facilitation)
. Regional and bilateral FTAs
(Business Promotion)
. Programs for Business Incubators — CONACY T and Ministry of Economy
. Entrepreneur Program — NAFIN and CONACY T: angel capital
. Credit guarantee program — NAFIN, Ministry of Economy, CONACYT and
commercial banks
. SME Fund — Ministry of Economy
. AMIRE (Mexican Association of Incubators and Enterprise Network)
(Digital Divide)
. e-Mexico initiative
. Telesecundaria program: distance learning
. Teachers' training
. Virtua university programs for workers training
. University technology entrepreneurs programs- UNAM, ITESM, Guadalgjara
University, IPADE
. Guarantee Fund to promote I T usage by SMEs — Ministry of Economy, NAFIN, Intel
Mexico and Santander Bank
. Inforcenter initiatives
(E-government)
. E-government system is one of the priority areas of e-Mexico.
. Korea-Mexico IT Center

LEGAL INFRASTRUCTURE

. Amendment of the Mexican Commerce Code on €electronic signatures
. Federal Copyright Law
. Industrial Property Law
. Federal Criminal Code
. Science and Technology Law
PERU
IT POLICY INSTITUTIONS
. Commission for Devel opment of the Information Society (CODESI)
. National Office of Electronic Government and Informatics (ONGEI)
. National Institute of Statistics and Informatics (INEI)
. Ministry of Transport and Communications (MTC)
. Peruvian International Cooperation Agency (APCI)
. Peruvian Association of Software Producers (APESOFT)
. National Council of Science, Technology and Technological Innovation (CONCY TEC)
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SMEsPOLICY INSTITUTIONS

. PROMPYME (SMEs Promotion Center)

. PROMPEX (Export Promotion Commission)

. CODEMYPE (National Council for the Development of the Micro and Small
Company) — Ministry of Labour

. Ministry of Production

. ADEX (Exporters Association of Peru)

IT-RELATED POLICIES

. National Plan of Science, Technology and Innovation (PNICyTe)
. Program Huascaran: 1T usage for public schools
. National IT Development Plan 2003-2006 — INEI

SMEs-RELATED POLICIES
(Expansion of product markets)

. Government Procurement: Law N° 26850

. Formation of clusters among small companies — PROMPEX and PROMPYME and
others

(SMES support services)

. CITEs (Technological Innovation Centers): Technology transfer and creation

. SIICEX (Integrated Information System of Foreign Trade)

. Credit to SMEs
v FOGAPI (Guarantee Fund for Loans to the Small Industry)

v FONREPE (Fund for backing SMES)
(Digital Divide)

. Strategies for capacity building of the citizens designed by age group, which include
establishment of the National Center for Adaptation of Technology (CNAT) within
the CONCY TEC.

(E-government)

. ONGEI isin charge of promoting and coordinating the national e-government system.
v Installation of online services through the State’s Website
v Development of the State's intranet and a single window to serve all citizens
v Training of government officials

J SEACE: State E-Procurement System

. CONSUCODE- National Council for Government Procurement

J TELEDESPACHO: E-customs procedures system

LEGAL INFRASTRUCTURE

. Law N° 28015 and the Supreme Decree 009-2003-TR on the Promotion and
Formalization of the Micro and Small Company (2003)
v Creation of CODEMY PE; training and technical support to SMEs; public
procurement.
. Intellectual Property — INDECOPI (National Institute for the Defense of Competition

and Protection of Intellectual Property)
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ARGENTINA

Ernesto M. Rodriguez Rodriguez

l. Introduction

Despite the most recent economic crisis, Argentina continues to see an increase in the number of
individuals going online, and there is optimism about the numerous entrepreneurial opportunities
available. In 2002 (the peak of the crisis), the number of persons going online in the country was
more than 14 percent higher than in the previous year.

Available figures indicate that good ideas and entrepreneurial spirit are in ample supply.
Local costs for IT personnel are lower than in other countries, while well-trained information
technology (IT) developers are available to participate in multinational projects.

Many Argentines are using the Internet for online banking and some Argentines living
abroad access local supermarket websites to purchase food for their impoverished relatives in
Argentina. The country has a high level of connectivity in the region, estimated for the end of
2004 at more than six million users, amounting to 18% of the population. While an increasing
number of people are logging on, there is a continual effort to bridge the digital divide: only 5
percent of individuals outside the country’s capital of Buenos Aires have access to the Internet.

There is strong demand for information on the part of Argentines, and this has generated
a demand for technology. However, the government-supported educational systems (national,
provincial, municipal) cannot adequately address this demand. Thus, though individuals are
informed of the existing technology in the course of their education, they are unable to access it,
creating an “abyss’ between those who can afford training in tandem with their formal education
and those who cannot. Loans from multilateral institutions provide for several plans to make
substantial improvements in the two areas most important for reducing the digital divide: the
educational system and SMEs.

Surprisingly, the most important barrier to eliminating this divide arises from the lack of
trust on the part of social groups regarding the long-term sustainability of government efforts and
the lack of access to such measures. This sentiment is the result of the constant changes and habitual
corruption typically associated with state subsidies.
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Il. Present status of the IT market and of IT usage by SMEs

A. MARKET ESTIMATES

This chapter outlines the size of Argentina's IT market, measured in annual sales for each category,
in millions of US dollars. The following information was prepared on the basis of surveys and
market estimates developed in Argentina by Trends Consulting, using IDC Worldwide definitions
and methodology. Table 1 shows the market estimates for services activities, packaged software,
hardware, storage, peripherals and networking for the period 2002-2007.

TABLE 1
IT SPENDING IN ARGENTINA, 2002-2007
(USS millions)
2002 2003 2004 2005 2006 2007

Services activities

Planning 55.1 65.5 90.1 117.6 141.2 170.1

I mplementation 203.9 238.6 314.5 403.9 493.1 595.1

Maintenance and support services 134.9 151.1 183.2 224.4 269.7 324.0

Operations 56.9 69.1 96.3 126.8 160.0 194.9

Training and education 14.2 17.0 231 304 383 46.0

Services Total 465.1 541.3 707.3 903.0 1,102.3 1,330.0
Packaged software

System infrastructure software 56.6 724 95.7 118.4 140.8 148.4

Appl. development and deployment 514 68.4 93.1 116.4 138.5 149.3

Applications 64.9 82.7 1124 131.3 155.5 161.3

Packaged software total 172.9 2235 301.2 366.1 434.8 459.0
Hardwar e Systems

High-end enterprise servers 5.6 8.8 6.9 6.2 6.7 6.7

Mid-range enterprise servers 14.3 238 26.7 28.7 284 27.8

Volume servers 151 27.0 324 33.6 34.8 36.8

Total servers 35.0 59.6 65.9 68.5 69.9 71.4

Personal computers 129.4 325.2 413.8 562.6 700.0 765.5

Traditional workstations 1.9 38 45 6.0 53 4.0

Total clients 131.3 329.0 418.2 568.6 705.3 769.5

Systems total 166.3 388.5 484.1 568.6 705.3 769.5
Storage

Disk systems 20.9 36.6 49.6 65.7 82.3 98.1

Tape automation 5.2 8.6 1.3 14.4 175 20.1

Storage total 26.1 45.2 60.9 80.2 99.8 118.2
Peripherals

Printers and MFPs 145 68.5 118.3 159.0 206.5 258.6

Smart handheld devices 55 7.9 10.3 115 12.7 14.0

Other add-ons 25 6.3 7.9 12.9 20.0 231

Peripherals total 225 82.7 136.5 1834 239.2 295.7
Networking equipment

Total networking 87.0 124.9 154.2 171.2 177.4 165.0
Hardwaretotal 301.8 641.3 835.7 1,071.8 1,291.6 1,419.8
Packaged softwaretotal 172.9 2235 301.2 366.1 434.8 459.0
Servicestotal 465.1 541.3 707.3 903.0 1,102.3 1,330.0
Total IT Spending 939.8 1,406.1 1,844.2 2,341.0 2,828.6 3,208.8

Source: prepared for this report by Trends Consulting using |DC worldwide definitions and methodol ogy.
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TABLE 2
E-COMMERCE IN ARGENTINA 2002-2007
(US$ millions)

2002 2003 2004 2005 2006 2007

E-commerce
Business to Business 55.2 99.0 155.6 210.1 78.5 4715
Business to Consumer 226.7 353.5 544.9 808.6 1,108.8 1,729.7
Total E-commer ce Spending 281.9 452.6 700.5 1,018.6 1,187.2 2,201.2

Source: prepared for this report by Trends Consulting using | DC worldwide definitions and methodol ogy

B. PENETRATION OF IT AND E-COMMERCE BY SMEs

This study analyses the status of the Information Technology (IT) market in small- and medium-
sized enterprises in Argentina, defined as those companies with fewer than 500 employees
(microenterprises —-ess than 10 employees— are not included). The incorporation of IT in this
segment of the corporate market is a dynamic process with a behaviour that differs according to
the type of company and sub-market.

First, the uses and trends in the way that SMEs administer the resources they alocate to
support IT technology and functions used in their businesses are analysed. The result describes I T
practices in this segment as a consequence of the analysis of SME demand, and in particular the
resources allocated to the IT areain terms of budget and organization.

IT spending by Argentine SMESs can be broken down as follows:

. 28.6% on hardware;

. 22.6% on software;

. 21.7% on communications (excluding voice); and
. 27.1% on services.

Comparing these percentages with the same figures for al Argentine companies (including
large corporations), the following conclusions can be reached:

. They spend LESS on HARDWARE;

. They spend a similar percentage on SOFTWARE;

. They spend MORE on COMMUNICATIONS (excl. voice); and
. They spend LESS on SERVICES.

Viewed on the basis of the size of the investments planned, companies assign more
importance to investment in enterprise resource planning (ERP) Applications (the projects that
demand the most resources). This investment is followed by investment in corporate websites,
intranets and extranets, and then by investment in Business Intelligence, and lastly, the migration
to and/or installation of Operating Systems and the Development of specific Vertical Applications
for each business (this latter point is evaluated differently in each vertical market).

E-Commerce Practices

Only 21.7% of Argentine SMEs have developed some type of business-to-business (B2B)
solution. The penetration of business-to-consumer (B2C) is even smaller: 14.5%. Table 3
“PENETRATION BY PC, INTERNET AND E-COMMERCE IN THE ARGENTINE SME
MARKET” shows the most significant values characterizing the development and penetration of
Internet and e-commerce in the Argentine corporate market.
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TABLE 3
PENETRATION BY PC, INTERNET AND E-COMMERCE
INTHE ARGENTINE SME MARKET
2001 2002 2003
Installed base of PCsin SMEs 895,905 904,153 907,456
Total installed base of PCs 3,113,043 3,126,710 3,140,378
% of SMEs /Total Market 28.8% 28.9% 28.9%
Internet access devicesin SMEs 57,564 63,114 80,755
Total internet access devices 163,150 174,861 226,728
Mobile phone devicesin SMEs 203,648 213,831 286,533
Total internet devicesin SMEs 1,157,117 1,181,098 1,274,744
Total internet devices 4,633,849 4,768,112 5,372,931
25.0% 24.8% 23.7%
Devices using Internet in SMEs 536,585 541,272 617,417
% Total devices using Internet in SMEs /total

Internet devicesin SMEs 46.4% 45.8% 48.4%
Internet usersin SMEs 537,607 544,159 691,812
Total Internet users (unadjusted) 3,326,892 3,932,838 4,246,397
E-commerce in SMEs $ 677,839,551 $ 338,958,302 $ 500,382,104
TOTAL E-commerce $1,567,744,722 $ 876,762,062 $1,353,177,148
43% 39% 37%
B2B in SMEs $ 664,727,102 $ 328,674,876 $ 491,546,919
TOTAL B2B $ 1,454,859,013 $ 704,937,441 $1,057,092,589
BTCin SMEs $13,112,448 $ 10,283,426 $8,835,185
TOTAL B2C $ 112,885,709 $171,824,621 $ 296,084,559

Source: Trends Consulting, 2004.

lll. SMEs’ development in the IT revolution

A. OVERVIEW OF THE RELATIVE IMPORTANCE OF SMEs
IN THE OVERALL ECONOMY

It is not easy to formulate what should be considered to be an SME in Argentina. The
Under-secretariat of SMEs and Regional Development (Subsecretaria de la Pequefia y Mediana

Empresay Desarrollo Regional) definition of SMEsis asfollows:

Micro:  upto $ 1,800,000 annual sales (approx. US$ 600,000)
Small:  from $ 1,800,000 to $ 10,800,000 (approx. US$ 3,600,000)

Medium: from $ 10,800,000 to $ 86,400,000 (approx. US$ 28,800,000)

On the other hand, the Consgjo Federa de Inversiones (Federal Council on Investments)
defines SMEs as companies with up to 100 employees. For the Central Bank and other regulatory

agencies, it isasfollows:
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TABLE 4
SMESDEFINITIONSACCORDING TO THE CENTRAL BANK OF ARGENTINA

LimitsAccording  Industries, Mining Commerce Agriculture
to Sector and Fishing and Services Transportation and Livestock
Employees 300 100 300 0
Annual Sales $ 18 million $ 12 million $ 15 million $ 1 million

(approx. US$ 6 million) (approx. US$ 4 million)  (approx. US$ 5 million)  (approx. US$ 333,000)
Productive assets ~ $ 10 millions $2.5million 0 $ 3 million

(approx. US$ 3.3 million)  (approx. US$ 833,000) (approx. US$ 1 million)

Source: Trends Consulting, 2004.

According to the National Economic Census of 1994, the number of SMEs is divided as
shown in the following table:

TABLES
IMPORTANCE OF SMESACCORDING TO ADDED VALUE
AND NUMBER OF EMPLOYEES

Manufacturing industries Commerce Services
% of the % of total % of the % of total % of the % of total
Added Value employees Added Value  employees  Added Value  employees
1to 3 employees 4 9 32 58 27 25
41025 17 27 42 29 25 28
26 to 50 10 11 10 5 9 9
51 to 150 19 19 7 4 10 10
Subtotal 50 66 91 96 72 73
More than 150 50 34 9 4 28 27
Total 100 100 100 100 100 100

Source: National Economic Census 1994, INDEC, Ministry of Economy, Argentina

The association of SMEs (APYME) indicates that SMESs currently represent 95% of the
total productive firms and 65% of employed persons (unemployment 14.4%, underemployment
and social plans 15%). See http://www.apymel.com.ar/acciones/reg_nota.asp?l dNota=86.

More details may be obtained from a February 2003 IDB study of medium-sized companies
(based on the Bank’s definition of such companies).

TABLE 6
PRESENCE OF SMESIN EXPORTS
(Millions of USS)

Economic sector Number exporting Total exports* Average Export* Export/Total Sales
Agricultural and cattle 16 521 33 28%
Commerce 43 943 22 9%
Building 6 175 29 10%
Industrial 120 2.528 21 16%

Mining 0 0 0 0%
Services 19 362 19 3%

Total 204 4.529 22 11%

* millions USS$.

Source: IDB, February 2003.
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According to public statements by Roberto Lavagna, Minister of Economy (Day of Industry,
26 August 2004), exports will amount to US$ 33.5 hillion this year, with an encouraging 13% of
exports during the first semester accounted for by SMESs. Last year, SMEs accounted for only 10%
of the total. This gain is significant, since the total volume of exports will have a net positive gain
of US$ 3.9 hillion this year. If one considers only industrial exports, SMES have an even greater
share, representing 20% of the total. Another important consideration is the increasing number of
SMEs exporting products: in 2003, two-thirds of exports were carried out by such firms.

According to an internal paper of the Ministry of Foreign Affairs, during the first half of
2004, there were 8,700 SMEs involved in exports. Moreover, the study indicated that 40% of total
exports to the Republic of Korea were carried out by SMESs, while for Taiwan Province of China
this figure was 56%.

B. CASE STUDIES ON USE OF E-COMMERCE AND SUPPLY
CHAIN MANAGEMENT

1. Coérdoba Technology Cluster (Polo Tecnholégico de Cérdoba)

The CCT (Codrdoba Technology Cluster) is a civil organization located in the Province of
Cordoba, in the center of Argentina. It was established in February 2001, and is made up of
technology firms located in Cérdoba. These firms decided to form a cluster in order to create
competitive conditions for exports and to promote the internationalization of local software products,
while fostering alliances and encouraging stronger integration with larger technology firms abroad.

The CCT isclosely related to the “ Programme for the Development of Productive Chains,”
and was conceived as an integrated effort by the City of Cérdoba Development Agency and the
Cordoba Science Agency and the Foreign Trade Chamber of Cérdoba, and is partialy funded with
technical cooperation funds from the Inter-American Devel opment Bank.

The external funds are from the Multilateral Investment Fund MIF/AT 511. The objective
of the project isto improve the productivity and economic development of small businessesin the
province of Cérdoba through joint actions designed to strengthen business cooperation, and to raise
the level of productive efficiency and commercial capacity by creating a group of businesses in
theinformatics, electronics and high-technology sectors, as well as a group concerned with furniture
and agro-industrial products. The MIF funds total US$ 1,082,640.

The CCT was the first attempt to set up a Productive Collaboration Association for the
software industry. Following this initiative, other technology clusters have emerged in Argentina,
e.g., in Rosario, in the Provinces of Cordoba and Tandil, in the Province of BuenosAires.

This concept arose as an attempt to create a cluster centered on a group of innovative local
firms attempting to expand its activities by using innovation as a tool for gaining a competitive
advantage. As aresult of conversations with government authorities, they became increasingly aware
of the importance of major multinational firms. The provincial government granted multinational
firms a number of tax advantages: tax exemptions, land at concessional prices, and other incentives.
The most important multinational companies in the sector already had a commercial presencein
Codrdoba and, as a consequence, could serve as a channel for disseminating information concerning
apotentia cluster.

Historically, Cérdoba has been a culturally developed province with a significant number
of high-quality university graduates. Well-trained human resources were available, though certain
career changes would be required to meet the current personnel needs. The supply of trained human
resources and the announced investments were a central issue for attracting suppliers of collatera
services and technical support institutions. Given Cérdoba’s particular cultural patterns, including
the practice of sharing business among two or three companies (often a single company may be
unable to handle alarge volume of business), the cluster concept has been relatively easy to promote.
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Regional public policies implemented during the last 10 years produced favorable
conditions for developing an advanced IT environment at the national level. This could be seen
particularly in the active efforts of provincial authorities to support the creation of a technology
cluster.

Commitments: A cluster’s success depends largely on strong commitment on the part of
its members. In this case, the founders established certain common criteria, to be applied regardless
of the particular firm carrying out a given business.

These criteria can be summarized as follows: The main business activities are to be located
in Cordoba; thus, a company could have activities outside the province of Cérdoba, but its core
operations must remain in Cérdoba. This principle has been applied with considerable flexibility,
but the important point was the emphasis on encouraging the development of business activities
in Cérdoba.

Another widely applied principle was the internationalization of activities. All of the
founders have been involved in exporting some of their products or services. The most difficult
criterion involved limiting individual interests and fostering a culture of partnership and cooperation,
without endangering local competitiveness. The last part of this principle was subject to challenge
in cases where a group had influence within a particular geographic area.

The Founders made the decision that an expansion in the overall mass of business would
provide the best opportunity for the cluster’s success, and therefore invited other actors —public
and private—to beinvolved in devel oping the cluster project.

A strong commitment was made to create a technology cluster centered on innovation and
ongoing improvement as a basis for continued survival. The development of the cluster’s programs
was focused on this challenge. In a country in which asingle city (BuenosAires) played a dominant
role within the nation as a whole, this was used as a reference point for gaining support on the IT
project. A proactive attitude was adopted at the institutional level, and efforts to monitor the cluster’s
progress were implemented.

Vision of the government'srole: The government must take an active role in assuring the
cluster’s success, since small markets such as Argentina lack the volume to justify certain
investments. Access to other markets may be affected by various types of barriers.

Ingtitutional involvement is needed to foster development of the cluster, not only through
the creation of an I T Secretariat, but also by acting as afacilitator in creating sustainable conditions,
coordinating policies among different levels (national, provincial, municipal), offering information
through databases, and conducting new studies. The creation of the proper conditions for
development of the cluster involves measures oriented toward:

v Promoting improved competitiveness through incentives;
Creating programs to develop firms and human resources;
Emphasizing export programs and promoting clusters abroad;
Granting equal conditionsto local and foreign companies;
Providing easy accessto credit;

Eliminating distortions and asymmetries in the region;
Redirecting investment in infrastructure and project development;
Stimulating foreign investments in specific projects; and

DN N NI N N N N

Playing an active role in fostering integration, common business, and alliances
between local and non-local firms.
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The cluster’svision: Within the context cited earlier, the emerging vision became clear:

. Linking competence and cooperation as atrigger for innovation;

. Increasing export volumes over the long term throughout all international areas;

. Giving the cluster amajor role in the domestic market;

. Choosing a province with the best conditions as the location for new international
projects, thus creating a need for the supply of goods and services by new local
firms; and

. Promotion of a“brand name” for the products.

Founders: Theinitial members of the cluster were:

DISCAR SA.; INVEL SA.; IPPSA.; INTERWAVE SA.; LEMPERT & ASOCIADOS
SA.; MKT SA. (organizer); PROMINENTE SA.; SISCARD SA.; VATES SA.; and VOIP
GROUPARGENTINA SA.

New members. IMPSAT; Ayi y Asociados, ThinkSoft Argentina S.A. (formerly Carlos Carbalo
yAsociados S.R.L.); Deoitte & Touche; CBA Solutions; CompuServe; Comsys; Colegio Universitario
IES Siglo 21; MECER; Gaander SA; Harriague & Asociados; Horovitz, Kravetz y Asociados;
Ingtitucién Cervantes; InterCom; Iplan; IR Comunicaciones, Kanav; Kuantika; Marck; Netizen; Price
Waterhouse & Coopers, Qplus Consultores S.R.L; Serbal Technologies; Silica Networks; and Techtel.

Cluster Programmes — Cordoba Software Factory: The proposed goal was to develop
software based on international standards, oriented to exportable applications and software
engineering, developed by and located within Cordoba SM Es. Common business strategies had to
be designed to promote the concept and the products. At present, training programmes for lower-
level CMM have been executed. Financial support from the provincial government helped in this
initial stage. In order to reach CMM Level 2, the IDB has approved US$ 120,000 for training
purposes. Ten firms are preparing their procedures for this new step. For the second semester of
2004 they are planning jobs requiring 80,000 programming hours. For 2005 they are planning
250,000 hours. At present, the Cordoba Software Factory has a consulting and programming staff
of more than 1,500 people - afigure that includes the addition of specialized personnel.

Cluster Programmes: Unified Development Platform. The proposed goal involved
congruency, through use of a standardized development platform. Each individua firm will have
appropriate resources to develop a standardized process (individually or as members of a pool).
The present status indicates that the cluster has a unified platform license supporting development
of software under CMM rules.

Cluster Programmes. Cordoba Technology Institute. The proposed goal was to improve
and develop human resources capabilities, a valuable resource in terms of the cluster’s future. The
Cluster has created the ITC (Cordoba Technology Institute), with technical and financial support
from Intel, IBM, Microsoft, and other IT leaders. All of the local universities have been included
in the programme, in order to provide updated content, generate R&D activities and promote I T
research. The Institute may be considered a virtual entity, acting as a channel to obtain resources
and coordinate actions. In the words of the Cluster’s Executive Director: “We continue with our
efforts to expand the specialized human resources in Cordoba. To expand means to provide them
with the appropriate training to meet external business needs. The cluster’s activities, designed to
meet a growing demand, are oriented to strengthening the specialization efforts, working in
collaboration with the universities. Thisis an ongoing item on the cluster’s agenda.”

The lessons learned from the above-mentioned initiatives, along with their advantages and
consequences, are considered in Chapter V, “Conclusion.”

1 Basic Cluster information: Hipdlito Yrigoyen 146 - 15th floor, Cérdoba Business Tower, 5000 Cordoba, Argentina. Executive

Director: Manuel San Pedro.
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2. Dupont Apex Programme

At the end of 2000, the multinational corporation Dupont announced a programme to link
up groups of potential exporters (primarily SMES) with the company in order to improve supply
to other countries. These firms were Dupont’s customers, and the idea was to export added value
products instead of raw materials. In March 2001 steps were taken to create the following three
groups: (i) textile manufacturers; (ii) electrical materials; and (iii) industrial hardware.

Support offered by Dupont to the participating companies included: (i) consulting on
operational matters (legal services, customs procedures, banking operations, IT, promotional
schemes, brand name registration, etc); (ii) accessibility to use Dupont’s supplier services (logistics,
banks, customs agents, transportation companies, information networks, etc); (iii) know-how and
management capabilities to help in obtaining financial resources (banks, SMEs, the Secretariat,
other companies, etc.); and (iv) assistance in developing strategies and preparing business plans
(including topics such as branding, marketing, export qualifications, logistics and the international
Dupont network). During 2003, new groups were organized to begin a new programme with DUSA,
a joint venture of Dupont with the Turkish company Sabanci. At the end of 2003, the status of
groups carrying out exports under this umbrellawas as follows:

TABLE 6
NUMBER OF PARTICIPATING FIRMS
Group Exports #of firms
Textiles and clothing (2 groups) 12
Architectural and equipment 5
Painting and coating materials 5
Electrical products 5
Lighting appliances 4
Products for the Oil industry 20

Source: www.sepyme.gov.ar/index.php?btn=2& a=comex& b=proyecto.

Changes in exports were significant, as illustrated in the following graph. In the case of
certain exporters operating as individual firms, the total exports exceeded US$ 10 million in 2003.

FIGURE 1
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Source: www.sepyme.gov.ar/index.php?btn=2& a=comex& b=proyecto.
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The main benefits for Dupont’s customers included: (i) ability to access foreign countries
as a result of good information sources, capacity to analyse the information, and facilitation of
commercial relationships; (ii) better internal organization and use of IT; (iii) new products for the
domestic market, as aresult of designs geared to meet foreign demand; (iv) new sources for financial
resources,; (v) compliance with international regulations, improvement in quality, and better prices
for products or reduction of costs; and (vi) new dynamics for dealing with exports outside the
group. In August 2003 the Exporters’ Chamber granted the 2003 Export Prize to Dupont Argentina,
based on the development of the Apex programme.

Lessons learned from this programme, along with their advantages and consequences, are
considered in Chapter V, “Conclusion.”

3. Profiling export-oriented industries

A sample of 18 export-oriented industrial firms® was selected, and data regarding their I T
spending and projects during the first four months of 2004 were collected. (The original idea was
to gather data from the first semester, but not all companies were able to provide such information).
The companies included represented awide variety of industrial sectors, thus avoiding the traditional
export products, which involve relatively little use of technology.

The range in sales among companies for last year varied from a minimum of US$ 4 million
to a maximum of US$ 690 million. Average billings for 2003 among the sampled companies was
USS 77 million. Estimated billings for 2004 are anticipated at US$ 82 million. Total hillings for
the 18 companies in 2003 reached US$ 1.39 hillion. Total estimated billings for these companies
in 2004 could be as high as US$ 4.4 billion. The companies have an average staff —administrative
combined with service and marketing personnel— of 180. The average number of factory workers
is 151. The average total number of employees is 357. The total of IT personnel in the sampleis
137, representing an average of approximately 8 persons per company. In terms of types of
employment, 62% of the personnel is permanent staff, while third-party staff or part-time contractors
account for 38% (85 persons in the first case and 52 in the second). This 38%, representing non-
permanent contracted I T personnel, amounts to an average of 3 persons per company, though the
distribution is inconsistent, with a greater number of contractors in development areas and only a
few in technical-support areas.

IT Spending

The IT spending considered for this case includes infrastructure investment, hardware,
software, I T services (consulting, integration, devel opment, training, outsourcing), communications
equipment (excluding traditional telephone services) and internal expenses (personnel, operational
expenses, supervision). Depreciation is not included.

IT spending during 2003 exceeded US$ 13 million, and a similar figure is estimated for
2004. The relation of IT spending to sales is a common indicator used for comparative surveys to
ascertain the degree of IT insertion in the specific business. For the sample considered, the ratio
reached 1.0% in 2003, falling to 0.9% in 2004, representing very poor levels compared to
international standards.

However, the relative importance of 1T spending may not necessarily be related directly
to the volume of sales. Research for the entire market shows the following: There is a ratio of
2.6% for the last segment of SMEs (dividing the SMEs evenly into four segments according to
level of sales), while the average ratio for the rest is 1.6%. It is important to point out that this
average value exhibits a large variation, pointing to the fact that these companies are operating in

2 The sample contains data on: Anselmo Morvillo; Astra Zeneca; Aventis, Boheringer; Carboclor (Sol Petroleo); Cemento.Avellaneda;
Cipet; Corandes, Dow Quimica; Dupont; Envases del Plata; Flora Danica; Merk Quimica; Nike; Ondabel; Sinteplast; Sociedad
Com, Del Plata CGC; and VASA VidrieriaArgentina.
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different vertical markets. The larger companies have increased billings, though they report relatively
stable IT spending, while the companiesin the lower segments, based on sales, are increasing their
IT investment. One possible explanation may be that improved performance is more visible for
the less technol ogically equipped companies. Thisis particularly true when their IT usage is below
international standards.

Expenditures, divided between internal and external sources, remained virtually unchanged
in 2003 and 2004. The actual and estimated expenditures to third parties for 2003 and 2004 are
presented (in percentage terms) in the following table:

TABLE 7
IT SPENDING BY COMPONENTS
Year Hardware Software IT Services Data Communications Other
2003 33.1% 21.9% 22.8% 19.4% 2.8%
2004 35.4% 20.9% 21.9% 18.9% 2.8%

Source: prepared for this report by Trends Consulting using |DC Worldwide definitions and methodol ogy.

Projects

Table 8 is intended to show the importance assigned to the projects, based on budget
alocation. Internet-related areas (sites, commerce, intranet), as well as new applications and server
consolidation, represent priority concerns.

This could indicate that companies are not adopting a balanced approach, based on the
relative importance given to different areas in budget allocation. The most significant example is
the Internet/extranet/website case: 61.1% of the companies consider it a strategic matter but only
half of these companies are budgeting resources accordingly. Another dominant project areais that
of server consolidation, with companies considering this as the top strategic goal and therefore
allocating the corresponding resources. Thisisatypical defensive measure aimed at reducing costs
and improving efficiency, but it has no decisive impact on future development. Among the main
reasons for giving high priority to both of these areas is the desire to consolidate and develop new
foreign markets.

TABLE 8
PROFILING EXPORT-ORIENTED INDUSTRIES
Internet
extranet Server Changesin  Regularisa-
and/or Mobile consolida- Out- New Operational  tion of

web-ste  VolP  Computing Storage tion sourcing  Security  applications  Systems licenses

Resources  50.0%  16.7% 16.7% 33.3% 55.6% 22.2% 38.9% 44.4% 33.3% 11.1%
Strategy 61.1% 11.1% 27.8% 38.9% 66.7% 27.8% 44.4% 50.0% 38.9% 11.1%

Source: prepared for this report by Trends Consulting using IDC Worldwide definitions and methodol ogy.

Main projects for 2004: Projects viewed as more relevant for 2004 by top management
- based on only the first reply to the question) are: integration with SAP; migration from Windows
NT to Windows 2000; CRM using Siebel; development for PDA (replacing salespersons’ notebooks);
price and cost alocation; communications unification; upgrading to Windows 2000 server for aMeta
4 server; regiona centralization of IT services (elimination of outsourcing); development of a new
portal; addition of modulesto ERP for planning and budget, fixed assets and purchases through public
bids; updating sales agents’ versions of applications; Vol P— messaging integration; ERP consolidation
in branches; hardware consolidation; migration to SAP; extension of VPN’s coverage; upgrading from
SAP R3version 4.5 to Enterprise; hardware renewal/contract renegotiation
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Application software: The following table indicates the low presence of CRM, SCM and
E-Procurement in the sampled companies.

TABLE 9
PRESENCE OF APPLICATION SOFTWARE
CRM SCM B2B B2C ERP Payroall HR  eProc
New application planned 5.6% 0.0% 11.1% 0.0% 0.0% 0.0% 5.6% 0.0%
Functions to be added 5.6% 00% 11.1% 11.1% 222% 5.6% 5.6% 5.6%
Product change planned 5.6% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Already have aproduct of thistype 222%  11.1% 22.2% 00% 722% 77.8% 27.8% 5.6%
Do not have aproduct of thistype  61.1%  88.9% 55.6%  88.9% 56% 16.7% 611% 88.9%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Source: prepared for this report by Trends Consulting using IDC Worldwide definitions and methodol ogy.

No real leadership position in this market can be identified, given that so few companies
are using thistool.

Internet developments. Java Platform is preferred (see the sample of companies) over net
technology for Internet developments.

Decision-making support: Some 38.9% use Data Warehouse or Data Mart tools, while
11% are employing Data Mining tools. Some 33.3% have Online Anaytical Processing (OLAP)
tools, and 22.2% have Enterprise Information Systems (EIS). More than 55% of the sampled
companies have announced their intention to improve the utilization of EIS.

Development of applications: Decisions to be made regarding purchases relate to the
selection of international or national packages, or of custom developments.

Managers give specia attention to quality when they are considering international products,
but accept less developed documentation in the case of local products. Most Argentine software
houses have had a short business life, making this a high-risk undertaking.

While for some managers a brand name may be more important than the price, (e.g., risk
sharing), for the owners managing companies the price factor may be more relevant.
Internet presence

Website: Having a Website is considered a “must,” but resources for updating and
improving sites are not a permanent fixture and are more dependent on the actions of competitors.

TABLE 10
WEBSITE
Has one 83.3%
Planned for 2004 11.1%
No response 5.6%

Source: prepared for this report by Trends Consulting using |DC Worldwide definitions and methodol ogy.
B2B: Existing implementations are primarily related to closing deals, rather than to self-
decision. Most SMEs believe that the market is not yet ready for widespread use.

B2C: Export-oriented companies consider the Argentine market too small, and logistical
problems occur when long distances are involved.

E-mail: Nearly all employees use e-mail; in the case of Internet usage, on the other hand,
more than 60% of users are constrained by various limitations, ranging from non-authorization to
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the imposition of content filters. Only 38% of the companies provide full Internet access to every
workplace.

Motivation for IT investment
Requirements of external markets were a driving force for new IT investments.

TABLE 11
CAUSESOF IT INVESTMENT
Motivation %
Domestic markets' old requirements 27
Domestic markets' new requirements 35
Requirements of previous external markets 38
Requirements of new international markets 33
Cost reductions 28
New product lines 16
Other 13

Source: prepared for this report by Trends Consulting using IDC Worldwide definitions and methodol ogy.

External services

Many articles explain the advantages of outsourcing, but the statistics (see next page) show
that the movement toward this modality is slow.

4, Belgrano Department (Province of Santa Fe)

Theterritoria and sectora agglomeration of companies, known as the Belgrano Department
or the Rafagla case, is an example of competitiveness, profitability and sustainable export capability.
When this movement began, no one spoke of clusters or poles; rather, this was regarded as a
confluence of interests driven by public and private actors.

The Belgrano department (40,000 inhabitants) hosts 30% of the nation’s production of
seeders, pulverizes, harvesters and tractors. In many small towns in this region, unemployment is
nonexistent. The industries located in the city of Rafaela, with an average of ten employees each,
exported an equivalent of US$ 108 million in 2003. The price per exported ton was US$ 2,148,
compared to the national average of US$ 274 per ton.

The trend of locating small factories close to complementary —and competitive—
colleagues (involving the same productive chain) made it possible to counterbalance the pressure
of open markets, financial constraints and globalisation. According to World Bank terminology,
Rafaglaisacase study in LED (local economic development). MERCOSUR played no significant
role in this success. Many firms are quality certified, and some are exporting to the European
Community.

The World Bank points to the following as being vital to success: (i) an institution for
policy and planning, such as the Municipal LED Training and Research Institute (ICEDEL); (ii)
economic ingtitutions that play a major role, such as the Small Enterprise Business Association
(CAPIR), the Technology & Innovation Centre and the Enterprise Devel opment Centre; (iii) arange
of LED Programme Initiatives, such aslocality development (infrastructure and physical planning);
(iv) enterprise development (incubators, enterprise support services; innovation); (v) horizonta
cooperation between municipality, local business associations, and new small-enterprise association
and NGOs; and (vi) learning processes. Standardized Knowledge Transfers (Training),
Organizational Learning in Local Public Agencies, and a strategic plan for the city.
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JICA (Japan International Cooperation Agency) Senior Volunteers Programme

Pursuant to an agreement with JICA, two Japanese international trade experts have been
working, since April 2003, on the Programme for the Internationalisation of Local Companies. Its
project goals are to provide in-company training, and technical support in marketing and
international trade to SMEs that are presently involved in exporting or are potential exporters, with
an emphasis on fostering and expanding the internationalisation of Rafaela’s industrial milk
processing and metal/mechanical SMEs.

The Japanese experts have visited 33 Rafaela firms relating to the following sectors: metal/
mechanical, car parts, food, furniture and packaging. In 15 cases, market penetration studies and
preliminary sales efforts were performed, using Japan as the reference market. In addition,
introductory training and contact facilitation with Japanese companies were carried out for
companies without previous export expertise, such as Marengo (candy) and EMC (furniture).

Other agreements:

Recognizing the need for exchange and for widening the horizon of local inhabitants, two
other academic agreements were signed, one with the State of Baden-Wuertenberg (Germany) and
the other with the city of Fossano (ltaly).

Prizes:

Companies located in Rafaela have won several prestigious prizes in recent times. Bio-
cheese produced by Sucesores de Alfredo Williner S.A. won the “Dr. Arroyo” prize (sectora
chamber in Spain). This company also received the ArgenlNTA prize for agro-alimentary quality.

C. PROBLEMS FACED BY SMEs IN PARTICIPATING IN
THE TRADE-ORIENTED VALUE CHAIN

1) Problems that SMEs encounter in participating in IT networks

During the period in which Argentina had a fixed, one-to-one exchange rate with the US
dollar, most SMEs laboured under severe restrictions due to the lack of competitiveness, and IT
investment was not considered a priority.

Following that period, the ongoing instability and constant rules changes made for a bleak
scenario. When the situation began to revert to greater stability, with a more predictable future,
winners and losers emerged. SMEs geared to exporting or to selling products to large exporting
companies were the undisputable winners (with sales at dollar values, and a greater portion of costs
in devalued pesos). These companies have invested in I T over the last two years, and have acquired
equipment and general-purpose software, along with updated ERPs. The next challenge will be to
increase participation in IT networks, as part of a second phase. As observed in Case No. 3 (Profiling
of export-oriental industries) of this study, only 11.1% have made plans to invest in B2B initiatives
in 2004, while response to the question on projected investment in B2C was null. (Notably, only
11% of the surveyed companies had some form of B2C activities).

Education is another key issue. Learning about the opportunities networks may offer
individual companiesisessential to improving IT development: the unknown may provoke rejection.

An important distinguishing factor anong companiesis the age of their owners. Enterprises
of young owners are more conscious of the role of networking and invest more in this area. They
have more information about the power of IT asatool and utilize it as akey to success.

Another exception to consider is initiatives of large companies such as Techint (Tenaris
group), which have forced their suppliers to be electronically connected with the main company,
progressively increasing the level of integration with them.
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2) Barriers that inhibit SMEs from participating effectively in supply chains and trade
networks

The most important barrier that inhibits SM Es from participating effectively in large supply
chainsis alack of confidence in the ability to act simultaneously as partner and competitor with
other companies. Experiences have not always been favourable with respect to this type of
cooperation: in some cases only one (or only a minority) has obtained favourable results from
collective actions to which al members contributed.

It should also be pointed out that the role of government was not conducive to achieving
such goals, with, over many years, twice-yearly changes in policy, new promotion plans, changes
in tax rules, effects from non-collectible tax credits from exports and other problems.

From a technical standpoint, many SMEs are ill equipped to deal with the demands of
working collaboratively with other companies. Moreover, in many cases owners are sceptical that
cooperative actions will optimise their use of resources and that efforts to develop a coordinated
plan will provide cost savings and be successful.

IV. Government Policies Designed for SMEs, IT,
and International Trade

A. IT POLICIES IN THE COUNTRY’S OVERALL STRATEGY

Decree 252/2000 created the National Programme for the Information Society. The objective was
to generate policies and projects in order to use IT to provide broader access to information,
knowledge and trade. The State Secretariat for Science, Technology and Productive Innovation
was designed to take responsibility for formulation, supervision and coordination. The Secretariat
has taken on this goal as part of the Science, Technology and Productive Innovation National Plan.

Another Decree (243/2001) has given the State Secretariat of Communications
responsibility for activities related to design and implementation of public policies for widespread
use of the Internet and other digital networks, and for development of E-Commerce to foster
investment in ICTs and the related human resources. The present governmental structure does not
include this Secretariat, having instead a National Office of IT (ONTI), which is responsible for
overseeing such issues, but with no specific mandate related to the Information Society. At present,
this entity is responsible for issuing digital certificates (digital signature), coordinating networks
to deal with government emergencies, updating the Technological Standards for Government (most
recently issued in the spring of 2003), coordinating IT forums, promoting and coordinating the
development of scorecards and indicators panels for the thousands of national offices (four arein
a relatively advanced state of development), and overseeing the E-Government portal (which at
present serves only as a link to other sites). Plans for the future include a National E-Government
Plan, infrastructure development for bringing digital signatures into widespread use, accessto FIRST
(international forum), and development of interoperability standards and of a guide to make it easier
for citizens to connect with the government.

In August 2004, the “Law for the Promotion of the Software Industry” was approved, aimed
at improving the development of Research and Development activities related to programming
innovations and certification under international rules. The industry is awaiting the Regulatory
Decree, which will make the law operational, and is hoping that the corresponding benefits will
begin to be seen in 2005. This plan is oriented to creating improved conditions at 600 firms and
1,300 micro-enterprises, employing 25,000 people, and increasing I T career possibilities for more
than 100,000 students. Some of the principal benefits are the possibility of converting 70% of the
social chargesto tax credits, and establishing an income deduction of approximately 60% for such
companies.
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The law creates the Fiduciary Fund for Promotion of the Software Industry (Fonsoft) for
the purpose of financing software research and development projects, providing for specialized
human resources, improving the development process and increasing access to financial aid by
new enterprises.

The Science, Technology and Productive Innovation Secretariat (SECyT) will be
responsible for organizing and managing the Fiduciary Fund, while the SME Under-secretariat
will serve as the enforcement authority for the other measures, including the obligation to publish
on an Internet website the Registry of Beneficiaries for this regime.

Due to the ongoing changes, efforts to accomplish this second goal appear to be sporadic.
For example, a plan to finance 1 million PCs for individuals was halted because of the general
economic crisis, with only 40,000 financed under the subsidized National Bank loans.

Another plan was “one citizen, one e-mail.” Its main objective was to provide no-cost e-
mail for all the citizens, but no evidence of an ongoing project was found. A project to provide
legal protection for e-mails —a proposal that was distributed to various associations and chambers
of commerce during 2002 for comment— is still pending. Another aborted project was a plan
involving Argentine businesspersons and the philanthropist Martin Varsavsky, who is associated
with the National Administration. Its aim was to connect 40,000 schools in Argentina to an
educational Internet portal (Educ.ar). The portal contains numerous educational resources, but it
remains unclear whether it will continue in operation.

IT-related policies are included within the Science, Technology and Productive Innovation
National Plan Project, 2004, under the direction of the State Secretariat for this area.

Argentine Integrated Scientific and Technological System (SICTIAR)

Its objective is to administer the unique registry of researchers in the country, allowing
for the standardization of individual curricula, registration of projects, institutions and research
groups, and the processing of such information in developing national Science and Technology
(S&T) indicators, as well as the use of these data in administrative issues related to this sector,
such as calls for bids and evaluation of the projects. The goal is to have accurate, updated
information available, thus allowing for the improvement of planning and evaluation activities.
The budget is $ 2,487,500 (approximately US$ 800,000).

Actions taken by SECyT to establish the National Science, Technology and Innovation
System.

The strengthening actions taken by the Science and Technology Institutions led to the need
for establishing mechanisms to allow the science and technology sector to formulate the plan and
budget, reinvest strategically its own resources generated by its activities, and efficiently administer
staff regulations and wage scales, based on the particular activities involved. There is no specific
budget allocated for this programme.

Consolidation of the computing resources supporting scientific and technological research.
This programme has three components:

a) “Science and Technology Electronic Library” Site. The total budget for 2004 is
$ 11.4 million (approximately US$ 3,800,000). The site provides Internet access
to complete documents and articles from national and international science and
technology publications;

b) Mainframe Clementina |l. The budget for the year 2004 is $ 380,000 (approxi mately
US$ 127,000). The mainframe Clementina Il is a resource specificaly suited to
research involving highly complex and exacting processes; and

C) Technological-Scientific-Academic Videoconferencing Network. The budget for
2004 is $ 168,000 (approximately US$ 56,000). A multipoint conference unit will
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be incorporated and the necessary equipment for simultaneous operation in different
parts of the country.

Special support services for innovative SMEs

This category of support includes: (i) identification and analysis of “technology
opportunities,” i.e., inventions capable of generating a concrete application in the production of
goods and services; (ii) administrative and legal assistance and advice on intellectua property rights
protection; (iii) economic research studies to examine the possibility of exploiting the particular
invention, financing of market studies and of foreign patenting, based on real possihilities of trading
in the markets in which products are patented; (iv) promotion of aliances with institutions
specidized in accessing risk capital; (v) promoting the incorporation of university research teams
in this system; (vi) creation of a regulatory framework to allow researchers to spin off products
when there is no possibility of licensing them to third parties. This provides an incentive for
researchers to carry out research that has commercial potential. The budget for 2004 is$ 1.3 million
(approximately US$ 434,000).

The education programme within the scope of the IDB loan 1345/0C-AR was approved
some time ago, and has recently been reformulated in the wake of Argentina's economic crisis.

More specifically, it will provide computing equipment for the 1,500 secondary schools
and 2,500 basic general education schoolsthat are part of Subprogramme |, and for the basic general
education schools to be part of Subprogramme Il. The total amount allocated for this purpose is
US$ 52.3 million.

B. POLICIES TO SUPPORT SMEs

There are at present numerous measures to encourage SMES to participate in international trade.
For those that become involved in the process, the two most common problems are: poor publicity
(given the nature of the target population, publicizing the event in the papers is not sufficient),
and the fact that SME managers tend not to bring to their projects a sufficient degree of formality
to make them amenabl e to professional analysis.

There are various tools to support SMEs, ranging from facilities to direct subsidies.

1. Export promotion

Export Groups Programme

This programme (SME Under-secretariat) is designed to guide and encourage the
development of sectoral partnerships, for the purpose of achieving more efficient internationalisation
of SMEs by providing technical assistance in designing and implementing export strategies. A
Partnership Strategy should make it possible to: (i) complement the export supply of companies
that experience problems of scale; (ii) improve the capacity of companies to negotiate with
customers or suppliers; (iii) facilitate collective learning, while sharing the high costs of gaining
entry to other markets; and (iv) develop activities that small companies would be unable to carry
out individualy. The goal isto reduce the major limitations faced by SMEs, by making it possible
to design ajoint strategy that can be executed collectively, directing the products to similar trading
sectors.

This programme was implemented in September 2000 and presently includes 30 export
groups comprising some 250 companies from different sectors.

During 2002 the collective exports of companies involved in the programme grew 58%
compared with the previous year, in a period during which there was a 5% decline at the national
level. Furthermore, participating companies that were new to the export business experienced an
increase of 20%, while at the same time diversifying their markets.
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Support for New Exporters

Through the “ Support for New Exporters’ programme, the SME Under-secretariat provides
advice to SMEs|located throughout the country on launching export operations. This includes analysing
and diagnosing problems, training, and tutorials for designing and implementing a strategic export
plan. The system uses assistants, provided through agreements with the national universities, who
are responsible for guiding the export process of participating SMEs. The assistants receive training
on: (i) export costs and prices; (ii) development of a business plan; (iii) formulation and evaluation
of the export plan; (iv) techniques and tools useful in obtaining information on the Internet; and (v)
establishing a schedule for meetings with the programme tutors. Companies are required to pay the
transportation costs of the assistant, assign him/her awork place and I nternet-connected computer at
the company’s facilities, and attend periodic evaluation meetings at the official institution.

Foreign Trade Area Information System

The Foreign Trade section of the SME and Regional Development Under-secretariat
provides companies with databases maintained by different national and international institutions,
as well asinformation available on different websites. The objective is to assist the SME business
sector in obtaining commercial information for purposes of subsequent decision making. The office
provides information on: (i) lists of prospective importers; (ii) statistical data; (iii) import regulations
in the target countries; (iv) import duties and protective tariffs; (v) trade fairs and exhibitions abroad;
and (vi) genera information on the target country.

Articulation between Large Companies and SMEs

In recent years, there has been a recognition of the importance of linking producers of
different sizes through cooperative efforts and joint activities to enhance awareness of improvements
in competitiveness and the effects thereof. Interaction with large companies can generate synergies
that benefit SMES, especially by the time they start business, through enhancing the export culture
and expanding companies’ business abroad.

At the end of 2000, the SME Under-secretariat (SSEPYME) called upon the large industrial
companies operating within the country to undertake collective, coordinated efforts aimed at
incorporating, reincorporating or strengthening exports vis-&vis a group of SMEs with export
capacity and potential.

The SSEPYME takes part in the following activities: (i) selecting the SMEs that will
participate, and carrying out necessary technica or feasibility evaluations; (ii) facilitating access
to available support tools within the SSEPyME and other national-government offices (which have
their own technology equipment and methodology for creating and operating joint projects); and
(iii) supervising activities during the course of the project.

The role of the large company is: (i) to facilitate access to the company’s logistical, legal,
tax, and other services, (ii) transfer management know-how and, at its discretion, grant advantageous
prices for export-related supplies; (iii) facilitate SMES access to financing for operations related
to the foreign market; and (iv) facilitate access by trade-related SMEs to the tax credit programme.

2. Trade facilitation

A “Single-Window System for Exports’ has been announced on several occasions, but has
never been implemented. The last such occasion wasin 2002, when the Strategic Plan for Production
was published.

The Chamber of Exporters was one of the main supporters of a single-window system,
but at present they are satisfied with the improvements made to the Customs system (known as
“Marid’), which significantly reduces export time. Moreover, The Chamber of Exporters believes
that customs procedures for imports are not onerous.
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The automatic processing resulting from the implementation of the Maria system has
reduced corruption, and the Chamber is concerned that changes to the present system may result
in are-emergence of some of the earlier practices.

Assistance Programme to establish Productive Collaboration Associations

This programme is designed to supplement the operating expenses of Productive
Collaboration Associations, which may be set up with a minimum of 4 members, with the
characteristics of SMEs, provided they document 3 years of experience in their area of operation.
They are to receive a 50% subsidy for the first two years, with a maximum of $ 60,000
(approximately US$ 21,000) per year, through quarterly checking accounts. Possible objectives
are: (i) incorporating technology; (ii) increasing foreign trade; (iii) exploiting tourism resources;
(iv) improving conditions for commercia purchases; (v) implementing quality-control systems;
(vi) fostering production specialization; (vii) enhancing competitiveness; and (viii) providing
production support.

Permissible expenses include: (i) establishment of the firm’s offices; (ii) wages and social
benefits to be paid for staff contracted on a dependant-relationship basis that may be ongoing, in
order to meet the firm's needs; (iii) salaries of technical staff contracted for tasks related to the
firm’s objectives; (iv) expenses for communications and services; (v) trips for commercial purposes,
(vi) publicity materials; (vii) maintenance of the building and of equipment located at the firm's
headquarters; and (viii) construction of minor infrastructure.

As of thewriting of this report, the programme is not yet in operation.

Legal Assistance

The State Secretariat has implemented a programme of Legal Assistance for SMEs. It is
designed to answer inquiries regarding the relationship between the SME and the national
government in areas related to the firm’s operations, promote compliance with current legislation,
and collaborate in addressing administrative issues in a timely manner. It provides analysis of
legislation in connection with solving problems facing SMEs, relying on past experience and on
changes at the national and international levels.

3. FDI promotion

The Investment Promotion Agency (ADI) is a working unit within the Secretariat of
Industry, Commerce and Small & Medium Enterprises, which is part of Argentina's Ministry of
Economy and Production.

ADI works in two areas. The first of these is institutional promotion: identification of
business opportunities in different sectors and regions of the country, and dissemination of relevant
information. The second relates to investor support: specifically, a reference centre, speciaizing
in supplying up-dated information on economic, financial, legal, educational, technical, tax-related,
and other issues connected with making decisions on investing in Argentina.

ADI works jointly with certain other national and provincia governmental agencies in
promoting sectoral investments, while coordinating its externa relations through the Ministry of
Foreign Affairs, International Trade and Worship, as well as through the commercia offices of
foreign embassies within the country.

4, Business promotion

FONAPyME (National Development Fund for Micro, Small and Medium Enterprise)

The Secretariat for Regional Development of Medium and Small Enterprise called for bids
totalling $ 80,000,000 (approximately US$ 27 million) for existing or potential projectsto be carried
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out by SMEs or by any other firm (pools, associations). This is intended to obtain financing for
carrying out investments that create or broaden the productive capacity of the company and/or
bring in new products, services or processes that significantly improve the development, expansion
and growth of such companies, and that take into account the potential impact on regional
development and job creation.

This consists of three calls for bids for SME projects, encompassing the following main
characteristics:

. General call: involves al economic sectors, for $ 60 million (approximately
US$ 21 million) of financing;

. Call for bids targeting the tourism sector, for $ 10 million (approximately
US$ 3.5 million); and

. Call for bids targeted to the aquiculture sector, for $ 10 million

(approximately US$ 3.5 million).

National Fund for the creation and consolidation of micro business (FoMicro)

This fund is designed to create productive units of goods and/or services on the part of
unemployed and under-employed workers' groups, and to consolidate existing companies that deal
with micro business. The Argentine National Bank (BNA) coordinates this programme in
collaboration with the SME Under-secretariat, which is part of the Ministry of Economy and
Production.

The purpose of this initiative is to finance individua or joint projects. Along with low
rates and individually signed loans, FoMicro will provide, through a network of social organizations,
tools to assist beneficiaries with training, consulting and guidance to ensure optimal development
on the part of the beneficiary firms.

The beneficiaries may be: (i) projects from new individual or joint micro businesses
established as production units for goods and/or services; or (ii) existing individual or joint micro
businesses. Financing conditions will be as follows: (i) maximum amount: $ 30,000 (approximately
US$ 10,400); (ii) minimum amount: $ 3,000; (iii) annual interest rate: 7%,; (iv) term: 48 months,
with agrace period of 6 months; and (v) guarantee: personal signature.

Bonus-rate loans

The SME Under-secretariat implemented a system to provide SMEs access to low-rate
loans. When it was originally created, a bonus of 3 percentage points was envisaged. Through
Resolution 7/2003, this was increased to 8 percentage points.

There will be an initia stage, with a total of 100 million pesos (approximately US$ 34
million), with 500 million pesos (approximately US$ 172 million) allocated to the system. As of
February 29, 2004, 53 million pesosin loans had been granted to companies within the sector.

Loans are granted through 14 private financing institutions, which bid to participate in the
interest Bonus-Rate Regime. The SME Under-secretariat will issue a call for new bids, expanding
coverage to include all financing institutions. This will take place in as many phases as appropriate
Or necessary, increasing loan capacity consistent with the interest rates that participating financial
ingtitutions offer to firms applying for loans. The average bonus rate is currently 9.6%, with a
base of 6% and a ceiling of 10.75%.

Global Programme for Credits to SMEs (MyPEs I)

This is a trustee's programme consisting of US$ 100 million supplied by the IDB, and
US$ 100 million supported by the National Government. The original SME programme was
suspended due to the economic events of 2001.
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To be selected, SMEs must have annual sales not exceeding US$ 3.5 million, excluding
VAT. Thisfigure will be calculated based on the average annual sales of the company over the last
three years, based on certified documentation or equivalent legal accounting information.

There will be a maximum loan amount of US$ 1 million to any given company. Loans
will be granted in U.S. dollars. Programme resources will be provided to companies whose activities
contribute to reducing exchange risk.

The maximum term of payment for working capital and for prefinancing and financing
will be 12 months. For investment financing the maximum term will be 7 years, with possible
authorization of a grace period of up to 3 years, provided that the financing objective is justified
and is consistent with the criteria of the Bank and of the trustee administrator.

Italian Credit in support of SMEs

Microenterprises and SMEs —including cooperatives— legally established and domiciled
in the Argentine Republic and with at least 3 years of trading experience may apply. Italian-
Argentine firms will have to be established by parent companies that have operated for at least 3
yearsin Italy and Argentina. The minority partner, whether Italian or Argentine, must have at least
a15% sharein the firm.

Credit applications to a single company, even when they are divided into more than one
contract, must have a minimum value of $ 25,000 (approximately US$ 31,000) and may not exceed
$ 2.5 million (approximately US$ 3,125,000), while the total applied for may not exceed 60% of
the annua billings. Loans will be granted for the acquisition of goods, raw materias, intermediate
supplies, technology transfers, training, technical and commercial assistance, industrial licenses
and patents.

Loans will have a repayment term up to 10 years, with a grace period of up to 3 years,
and a maximum estimated annual interest rate of 5.2%. In the second call for bids, which closed
on November 3, 2003, 370 credit applications were submitted, for a total of $ 774,000,000
(approximately US$ 267 million). The total amount of investment for which companies applied
was estimated at $ 1,500,000,000 (approximately US$ 517 million). This credit line, granted by
the Italian government, is being provided using global funds in the amount of approximately $ 75
million (approximately US$ 94 million).

Mutual Guarantee Associations Programme

In the Argentine legislation on Mutual Guarantee Associations (Sociedades de Garantias
Reciprocas, or SGRs), these are referred to as commercial associations whose purpose is to ease
SMES' access to credit by granting guaranties to assist in meeting their obligations. Thisis part of
the joint strategy involving large companies and SMEs and is also incorporated in officia policy.

These associations provide an as-yet little used tool for SMEs and microenterprises to
guarantee any financial commitments they may undertake, and addresses the problem SMEs
encounter in conducting trade with larger-scale companies.

Problems frequently faced by SMEs, in relation to finance, include: (i) weak internal
organization among SMEs, making it difficult, in contracts, for them to establish credibility as
regards quantity, quality, permanence, security and hygiene; (ii) lack of information about the region
or sector of which they are a part; (iii) evaluation based on net worth rather than on the feasibility
of the project involved; (iv) limitationsin financing working capital; (v) lack of long-term financing
for companies of this scale; and (vi) difficulties in meeting the requirements of mortgage guarantees
capable of covering large loans.

Against this background, the State has attempted to facilitate SMES' access to financing.
The aim of the Mutual Guarantee Associationsisto grant liquid guarantees to their mutual partners
(SMEs) to improve conditions for access to credit (viz., credibility in meeting commitments).
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This may be achieved by issuing financing guarantees (loans), technical guarantees
(fulfilment of contracts) or trade guarantees (for advance payment of suppliers or customers) and
any legally permitted guarantee provided by the signing of Mutual Guarantee Contracts. These
may provide their partners with technical, economic and financial advice directly or via a third
party contracted for the purpose.

Hands-on workshops

Some of these are currently being conducted, while others have been scheduled for future
dates.

. “Export Samples’ Workshop, to resolve problems that SMEs face in carrying out
export activities.

. Workshops on procedures for collecting refunds and for obtaining CBUs (uniform
tax numbers)

. Workshop on completing and analysing export documents.

. Workshop on completing and analysing certificates of origin.

Business Restructuring (strategic and operational change) Support Programme (PRE)

In today’s complex economic environment, subsidies provide an opportunity to assist
Argentine SMEs establish afirm footing.

The PRE grants SMEs subsidies of up to 50% for technical assistance projects that include
services such as foreign and domestic market studies, development of new products and services,
productive infrastructure engineering, commercial plans, quality control certification, etc., capable
of strengthening their competitiveness in areas such as. export projects, import substitution and
integration in the value chain of customers and suppliers, promoting business partnerships,
highlighting their competitiveness and increasing their market presence.

This Programme has a Directory of Consultants (DIRCON), which provides a registry of
al professionals participating as technical service suppliers to the PRE. This offers information
on consulting services for SMEs and microenterprises requiring professionals to develop their
restructuring projects. The programme is presently being reformulated.

Agency Network

The Production Development Agencies Network is a resource designed to help achieve
regional and sectoral integration of SMEs and microenterprises. This Network is coordinated by
the SME Regional Development Area and by the Under-secretariat for Regional Development,
and is designed to promote and develop support policies for domestic firms and contribute to their
growth and consolidation within the country.

The agencies are not-for-profit institutions whose objective is to establish relationships
with SMEs and microenterprises, and to enhance local and/or regional economic development,
through publicity and promotion of public-sector instruments and the direct provision of services
to local SMEs and microenterprises. Such services are designed to address needs, identified at the
local level, in improving the national competitiveness of these companies.
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C. SPECIAL MEASURES TO RECTIFY THE “DIGITAL DIVIDE”
BETWEEN FIRMS

1. Human resources

Tax Credits for Training

This regime provides financia support to micro, small and medium enterprises that invest
in training their new human resources. The SME Under-secretariat refunds the cost of such training
through the issuance of an endorsable Government Credit Certificate, with no expiration date, which
can be used to defray national taxes, such as VAT and income taxes, under the AFIP (Federal Public
Revenue Administration). Any natural or juridical persons may take advantage of this regime,
provided that they have no tax or fiscal liability imposed by the AFIP, for any reason, as of the
date on which the project is submitted.

The budget for the Tax Credit Programme is allocated annually in accordance with the
provisions of the National Budget. The maximum amount that companies may access is determined
by a percentage of the wages paid during the last 12 months. This percentage is set at 8% for
SMEs and 0.8% for large companies.

Federal Programme for Training and Technical Assistance 2004

The structure for this programme, organized by the SME Under-secretariat, is open ended,
depending on the requirements of the SME. The programme will organize courses and seminars
based on the demand. The proposed subject matter must relate to legal and administrative aspects
of formalizing companies, improving partnerships, restructuring firmsin order to modernize them,
promoting entrepreneurship, and developing new products and services. All activities will relate
to methodology and IT.

2. Technical aspects

An Assistance Programme, designed to help establish Productive Collaboration
Associations, is provided for under N° 2, Trade Facilitation Policies, and is intended to support
SMEs in bridging the digital divide that separates small and large companies.

3. Financial aspects

Most loans, as specified under N° 4, Business Promotion Policies to Support SMEs, are
for enhancing the IT capabilities of SMEs, with financing rates below those normally obtainable
by SMEs.

FONTAR

Fontar (the Argentine Technology Fund) receives funds from severa sources (primarily
multilateral organizations) and finances public and private projects designed to promote innovation
and technological modernization.

This programme is to be carried out through ongoing systems and periodic calls for bids.
The most recent annual calls for bids involving nonreimbursable funds (2003) amounted to
approximately US$ 100 million, with alimit of US$ 100,000 per company, designed to encourage
technological innovation. More than 300 projects were accepted beyond the first stage, but as of 9
months past the closing date, technical and financial evaluations have not been completed. This
programme includes approximately US$ 2.7 million for business incubators and for development
of technology poles. Last year the total amount was not reached, due to alack of projects.

151



ECLAC — Project documents Argentina

4, Infocentres

The main infocentre is the “Gobiernoelectronico.ar” (E-Government website), with
hundreds of links relating to different topics. This will be described in the next chapter. There is
no official website to provide specific information on rectifying the digital divide between firms.

The “Biblioteca Electrénica de Ciencia 'y Tecnologia® (Electronic Library of Science and
Tecnology, www.biblioteca.secyt.gov.ar) provides access to articles from more than 3,000 specialized
journalsworldwide, but accessis restricted to educators and researchers from public organizations.

D. E-GOVERNMENT TARGETING SMEs AND TRADE PROMOTION

1. Overall strategy/structure of E-Government

Thereisan officia website deding with E-Government, cited above (www.gobiernod ectronico.ar),
which is designed to provide information on numerous topics related to the daily informational
needs of citizens. It offers links on many different topics. government offices (national, provincial
and municipal), libraries, museums, universities, Argentine newspapers, legidative information,
public utilities, socia policy, etc.

The official website, “Crystal” (www.crystal.gov.ar), isintended to comply with Article 8
of the Fiscal Responsibility Law, providing information concerning the management of public
resources. It includes the following chapters (most of which are available only in Spanish): (i)
Budget Execution (detailed version, from 1999 to the most recent month reported); (ii) Procurement
(see next subtitle); (iii) Civil Service (information about human resources, saaries, legal framework,
etc.); (iv) Retirement Pensions (due to the uncertain status of reforms, this website is not available
at present); (v) Public Debt (due to the country’s financial default, this website is presently
unavailable); (vi) the Nation’s Financia Statements (most recent balance published is for 2000);
(vii) Tax Compliance (still in preparation); (viii) Public Service Regulatory Agencies (information
concerning these, along with links to the various agency websites); (ix) Social Spending (still in
preparation); and (x) Worldwide Transparency (link).

2. Applications

a. E-procurement

Thisis part of the above-mentioned Crystal website. It containsinformation about purchases
made by numerous offices, the legal framework, and where to obtain information concerning public
bids. No electronic procurement is available for government as a whole. Certain decentralized
offices engage in electronic purchases, but these are atypical.

b. Customs and other trade-related procedures

Customs uses the “Sistema Maria’ (Mary System), providing a comprehensive solution
to many of the procedures required for customs clearance. This is essentially the same as other
systems with similar “feminine” names, used in other Latin American countries.

Information is available to citizens. One can obtain information on approximately 90% of
the total imports and exports involving use of the uniform customs document. Available information
includes country of origin, country from which goods were shipped, clearance date, transport
information, regional customs office responsible for the clearance, condition of the goods, etc.

C. E-finance, and/or e-payment

Private E-finance is well developed in Argentina-or, more precisely, in Buenos Aires and
certain large cities. Its use in government is limited, and applies mostly to products and services
provided by the private sector. People may send tax forms to banks to request payment via an
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electronic charge to their accounts, or they can use automatic tellers to pay taxes. the payment is
made to the private financia institution, which in turn reports the payment to the government offices
using electronic or paper media). In some cases, people may request that the public office send
the forms to their bank or credit card company, which then carries out the electronic payment on
the due date. Normally, however, such companies do not have online connections with the
government office, and must report using specially formatted paper, tape or disk.

Recently the AFIP (Federal Tax and Customs Administration) introduced electronic
payments, though only in certain limited cases, given the complexity of the Argentine tax system.
d. Other

MECON (the website for the Ministry of Economy, www.mecon.gov.ar) is one of the most
widely used sites in Argentina. It provides information on numerous public activities, legal
frameworks, news, and public agencies, and includes many links to public and private sites.

The AFIP (referred to above) provides, through the websites, software for preparing the many
different forms required for filings. Information concerning regulations, indexing tables, taxpayers
tax liabilities, and Excedl files to calculate interest and charges, are al available through the website.

The Central Bank’s website provides information on financial statistics, financial
regulations, status of financial debtors (more than five millions people and companies are classified
according to their credit ratings), closed accounts (resulting from checks issued with inadequate
funds) and other useful information.

INDEC (the National Institute of Statistics and Census) offers a wide variety of analytic
information on major national statistics.

E. INSTITUTIONAL ISSUES

1. Standardization, such as EDI and cryptographic codes, and Public
Infrastructure

The United States, as the primary force behind the Wassenaar Arrangement, and its
predecessor COCOM, maintain export controls on cryptographic hardware and software products.
The Wassenaar Arrangement is an agreement between thirty-three countries worldwide covering
export controls for conventional arms and dual -use goods and technologies.

The decision to transfer or deny transfer of any item will be the sole responsibility of each
participating state. All measures undertaken with respect to the arrangement will be in accordance
with national legislation and policies and will be implemented on the basis of national discretion.

Argentine Law 25,506 established the “Digital Signature Infrastructure.” The law was
published in December 2001 and is federal in scope.

Decree 2628/2002 established the detailed regulations, along with an extensive terminology,
including definitions or rules for numerous topics.

2, Intellectual property rights

The trademark legidation (Law 22,362) provides for the protection of trademarks that have
been duly registered with the National Industrial Property Board. Registration requires the payment
of afee.

Protection is granted for a maximum of ten years each time a trademark is registered, but
registration may be renewed indefinitely provided the trademark has been used in the last five years.

Argentina has adopted the internationd classification of goods and services used by the World
Intellectua Property Organization. Patents protecting industrial property rights are granted by the
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Patent Office for 5, 10 or 15 years depending on the Patent Office's judgment of the appropriate
period, upon application by the owner and subject to payment of afee. No renewals are granted.

Foreign patents may be renewed for a maximum of 10 years, but the term for which their
Argentine registration is granted may not exceed the life of the original foreign patent. Patents are
transferable by deed and subject to registration by the Patent Office. Patents expire if they are not
used within two years of their registration, if their use is interrupted for a similar period or upon
the expiration of the term for which they are granted.

In 1967 Argentina became a party to the Paris convention, covering industrial property,
and its subsequent amendments, including the 1958 Lisbon Agreement and the 1967 Stockholm
Agreement. Control of patent and trademark issuance is the responsibility of the National Industrial
Property Board.

Copyrights are granted by the National Register of Intellectual Property upon application
and subject to payment of a fee; they protect the authors' rights during their lifetime, and those of
their heirs for another fifty years. Anonymous works belonging to organizations and juridical persons
are protected for thirty years.

Argentinais a signatory to the Berne Convention (and its subsequent amendments, including
the 1971 Paris Agreement), the Inter-American Convention held in Washington in 1946, and the
Geneva Convention of 1952 concerning copyrights.

The Congress is currently studying a bill on computer software copyright, not yet
specificaly dealt with under Argentine law. Law 25,036 maodified the general legidation, including
an article titled “55 bis’ (inserted between articles 55 and 56), considering software materia to
fall within contracts establishing licenses for use or reproduction, but maintaining unchanged the
typology of recognized intellectual rights. As a consequence, they occupy a grey area, subject to
judgment based on different interpretational arguments. The result has been that more than 80%
of software, commercial or private, is pirated. Most people believe software isfree.

V. Conclusion

The foundations for SMEs to develop and establish a presence in the global market seem assured
in the current environment, provided that the various efforts undertaken separately produce
collective results.

Argentinadoes not have along-term strategy widely acceptable to the majority of political
parties. As aresult, thereis no continuity in policy across changesin the presidency or —even more
serious— changes in the Minister of the Economy. Lack of entrepreneurial spirit isamajor calamity
in a country that requires vigorous moves to realize the huge potential that remains unexploited or
underutilised, while many other regions, which lack the resources that Argentina enjoys, are
succeeding in developing their capabilities.

What is required is a definition, and an agreement to establish the conditions for long-
term development in a context of controlled uncertainty.

There are currently various measures to support the activities of SMEs in modernizing
their structures, accessing more advanced technologies, and securing information and financial
assistance to globalise their sales efforts. However, the needs these measures attempt to meet have
not been adequately addressed by the authorities.

Following are some of the barriers facing SMEs:

Q Most financial resources are available only when firms meet certain requirements,
which are difficult for SMEs to meet, namely: lack of debt (difficult due to tax
and social security contributions) and presentation of disaggregated economic and
financial data.
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Q
Q
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Lack of confidence in the continuity of government plans.

Efforts to disseminate information are generally directed at general-purpose
newspapers rather than at specific channels targeting the owners of firms.

Thereis commonly corruption associated with this type of cooperative effort.

Sharing persona information is an unwelcome experience for most owners and
managers. This attitude is shaped by past negative experiences.

A positive perspective on the situation suggests an emphasis on tools useful in developing
SMEs, expanding IT usage and increasing exports, including technology parks, partnership
strategies, and the linkage of large companies with SMEs.

This paper has mentioned the Cordoba Cluster, but the general concept could be replicated
in relation to other features of the cluster. The experiment is viewed as successful based on a number

of factors:
1.

10.

It provesthat it is possible to organize a network of IT companies for the purpose
of selling world-class products and services developed in Argentina or by
Argentines, once adecision is made to confront the challenge of technology export,
using a collective or partnership strategy to consolidate and facilitate a project that
otherwise is difficult for SMEs.

The Cluster’s members have been interconnected through a productive chain, a
phenomenon uncommon in Argentina as a means of adding value.

The CCT was the first successful partnership project in Argentina, and has
demonstrated the importance of working jointly with the provincia government
and other IT actors.

This type of programme requires an academic component. In this case, 6
universities were engaged during different phases. This suggests the need to create
atechnology institute to enhance the skills of human resources.

When a non-typical effort is successful, there tend to be efforts to disseminate the
example to obtain a replication effect. This can be seen when two clusters or
technology poles are operating, while six or seven others are in their initial stages
of existence.

Business aliances are not a prerequisite for launching a technology pole. The
Cordoba and Rosario developments are the results of company agreements, with
other components being added during the process. In the case of Tandil, it began
as an academic project; the participants then sought to form the pole by inviting
companies and authorities to participate in establishing an integrated devel opment.

The recently approved law for the development of the software industry is aligned
with this idea and may be considered a result of coordinated action on the part of
the IT associations and chambers of commerce.

Effective dissemination of the idea is a principal factor in increasing the size of
the cluster. The CCT group currently includes 36 companies.

The cluster concept has been demonstrated to be strong enough to survive during
aperiod in which Argentina suffered one of its gravest economic crises, including
external debt default. It isdifficult to survive and grow without long-term financing,
and most SMEs lacked any type of financing whatsoever. For a period of
approximately 18 months, banks were not granting credit.

The cluster concept presents promising prospects. software development for customers
located in foreign countries could reach 240,000 work hours over the next year.
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11 Individual companies made progressin securing jobs abroad. They have increased
sales, expanded their portfolios and, in some cases, opened subsidiaries. The
processis still in its early stages, but the economic results are meaningful and are
close to providing continuity and self-sustainability, opening up the opportunity
to other domestic alliances or to the creation of Productive Collaboration
Associations with companies in other countries.

12. The relationship with universities has had a highly synergetic effect on both sectors,
orienting universities more acutely to demand, while at the same time causing
technology companies to update, through the hiring of well-trained human
resources.

13. The CCT initiated an important change: sharing information and engaging in joint
efforts may be good business in a country where most technology firms thought
that the government’s purchasing power or parallel import barriers were the only
means of assuring profits.

Export groups represent another significant tool for promoting foreign sales. The use of
IT to coordinate activities and to standardize procedures and information are vital elements in
maintaining the programme’s sustainability.

Argentina’'s experience has demonstrated that achieving satisfactory group performance
entails certain risks, and the small minority of survivors among consortia formed since 1983 is a
sad testament to the difficulties involved. These include:

> excessive heterogeneity among participating firms;

> lack of balance due to excessive leadership by one firm, creating barriers to solid
relations and trust among the group’s members;

> discrepancy in goals or lack of agreement in prioritising markets;

> lack of flexibility in negotiations among members and with third parties;

> lack of commitment to achieving the group’s objectives, with attention focussed
exclusively on the interests of the individual firms.

> financial constraints of some members, hindering the realization of common
activities;

> failure to engage in collaborative efforts to build common databases and related
information systems,

> failure to define decision-making processes within the group; and

> insufficient power given to the coordinator.

One must, however, be optimistic, given the success that the grouping concept has had in
recent years. The Bank of Boston Foundation and the Export.Ar Foundation have a successful export
development programme.

At present, 35 groups are in existence, totalling 250 firms whose exports total more than
US$ 70 million. While this may be considered a relatively small figure, the continuity of these
groups is highly notable, and is a necessary basis for gaining the participation of other economic
actorsin thislong-term process.

One pending issue for the region is the construction of effective regional networks.
Numerous organi zations and networks can be found; however, what isinvolved is mostly intentions,
plans and tentative beginnings, with no continuity. They engage in very little coordination, with
each network trying to “capture” a niche by specializing in a particular sector or programme, thus
creating (as noted earlier) an organizational vacuum for a more holistic approach to regional needs.
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BRAZIL

Antonio José J. Botelho
Paulo Bastos Tigre

l. Introduction:

Thisam of this study isto analyze the nature and scope of information technology (IT) applications
used by SMEs and examine the potential of IT as an instrument of trade promotion and industrial
development among SMESs. Brazil’s recent export drive has produced positive results, partly as a
result of renewed trade efforts by SMEs. From 2000 to 2003, Brazilian exports grew from 9.1%
to 14.8% of GNP to represent 1% of exports worldwide. In contrast, Brazil accounts for 1.7% of
total global IT expenditures.

In 2004 (up to August) Brazilian exports have been growing at the rapid rate of 58% to
reach acumulative total of US$ 58.5 hillion, generating a surplus of US$ 20.1 hillion. Export growth
in 2003 (January-June) was 31%. The trade surplus (over a similar period) increased sevenfold
between 2002 and 2004. Manufactured (53%) and basics products account for over 80% of total
exports. Transport materials, products in the soybean complex and metallurgical goods are the main
export items. The top five regiona export markets are: the European Union (26%), the United
States (20%), Asia, Latin American Integration Association (LAIA) and MERCOSUR (9%).

The number of exporting firms grew by 5.1% from 13,312 in 2002 to 13,996 in 2003 (the
growth rate accel erated to 6.8% in 2004/2003); the number of exporting microenterprises and small
businesses (MSMES) grew by just 3.7%, whereas the number of medium-sized enterprises remained
virtually constant. In 2003, MSMEs jointly represented 76% of the total number of exporting firms,
but accounted for less than 11% of total exports by value.

Il. Current situation of the IT market and IT use by SMEs
A. MARKET ESTIMATES

Asthe world's fifth most populated country with over 180 million inhabitants, Brazil ranks among
the top 20 global IT users, athough in per capitatermsit lags well behind advanced countries and
anumber of emerging economies, because of its highly skewed income distribution. Table 1 shows
estimates of I T market devel opment, according to different sources.

From 1999 to 2002, while IT spending (in US dollars) decreased, it grew in real terms,
since the exchange rate suffered a mgjor devaluation during the period. As a percentage of GDP,
Brazil's IT spending rose from 3.9% in 1999 to 4.7% in 2002, to represent 1.6% of global 1T
spending.

1 Theauthorsthank Felipe SilveiraMarques for hisinvaluable research assistance in this project. His unwavering enthusiasm, diligent
research and coherent writing made this report possible.
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TABLE 1
ITMARKETSESTIMATES
Brazil World
CAGR (%) Brazil as% of

IT Market 1999 2002 1999-2002 2002 global spending
IT spending, US$M? 16,300.00  14,900.00 -2.95 $899,000.00 1.66

IT as% of GDP? 3.90 4.70 6.42 2.78 -

PCs per 1,000 inhabitants® 36.30 74.80 27125 99.10 -
Internet hosts per 1,000 inhabitants® 2.66 12.87 69.13 25.86 -
Internet users per 1,000 inhabitants® 20.80 82.20 58.10 97.20 -
Broadband subscribers per 1,000 inhabitants* - 4.50 - -

IT Hardware spending, US$M¢® 578200  6,891.00 9.17 $376,119.00° 1.83

IT Software spending, US$M°® 163500  1,863.00 6.75 $196,237.00" 0.95

IT Services spending, US$M°® 434900  5,368.00 11.10 $425,660.00" 1.26
Telecommunications spending, US$M® 30,339.00 31,703.00° 2.22 $1,037,877.00° 3.05
Main phone lines per 1,000 inhabitants® 165.40 223.20 10.51 404.00 -

Cell phone subscribers per 1,000 inhabitants® 89.30 200.60 30.97 190.70 -

B2B trade in US$M? 165.00  36,500.00 504.79 $916,000.00 3.98

B2C trade in US$M? 77.70 1,400.00 162.16 $251,000.00 0.56

B2G trade in US$M? - 1,200.00 - - -

CAGR (compound annual growth rate) is computed by the formula: [(Pv / PO) (1/n)]-1, where Pv = Present value;
PO = Initial value; n = Number of periods. The result is multiplied by 100 to obtain a percentage.

* 2001 data

a Source: E-Consulting Corp. (2003). Internet Indicators. http://www.e-consultingcorp.com.br/insider_info/
indicadores.htm. E-consulting does not provide definitions

b Source: International Telecommunication Union (ITU). World Telecommunication Indicators. Geneva: ITU, 2003. ITU
definitions: PCs per 1000 population is the estimated number of personal computers (PCs), obtained from a annual
questionnaire supplemented by other sources; Internet hosts refers to the number of computers directly connected to the
Internet, data were obtained from the Internet Software Consortium and RIPE (Réseaux |P Européens); Internet Users
is based on nationally reported data; Main telephone lines refer to telephone lines connecting a customer’s equipment
(e.g., telephone set, fax machine) to the Public Switched Telephone Network (PSTN), and which have a dedicated port
on a telephone exchange (most countries also include public payphones); Cellular mobile telephone subscribers refers
to users of portable telephones subscribing to an automatic public mobile telephone service using cellular technology
providing access to the PSTN.

¢ Source: World Information Technology and ServicesAlliance (WITSA). Digital Planet 2002: The Global Information
Economy. WITSA, 2002. WITSA definitions - IT Hardware: servers, personal computers, workstations, data
communication equipment and add-ons purchased by a corporation, household, school or government agency from a
external agent or corporation. |T Software: includes the purchase of all software products and external customization of
computer programs; excludes expenses related to the internal customization of computer programs (e.g. wages, rent);
includes system software and utilities, application tools, and application solutions. IT Services: IT service provided to a
corporation by an externa agent or corporation, above and beyond the services provided by an internal IS team; includes
IT consulting, implementation services, operations management, I T training and education, processing services, and IT
support services. Telecommunications. encompasses expenditures by business, household, Government, and education
on public network equipment, private network equipment and telecommunications services.

The evolution of IT infrastructure in Brazil reveals arapid dissemination of PCsand Internet
services, athough in many respects at a slower pace than the global average. The number of PCs
per 1,000 inhabitants has grown by about 30% per year between 1999 and 2002. Nonetheless, the
per capita ratio of 7.48%, compared with the world average of 9.91%, shows that there are till
untapped opportunities for growth. In 1999, there were relative few Brazilian Internet hosts —just
3 per 1,000 habitants. By 2002, this number had multiplied fourfold, but it still represents half of
the world average. The number of Internet users has also increased fourfold, thereby closing the
gap with respect to the global average. Broadband access is till limited, reaching only 0.5% of
the population. IT hardware, software and related services have grown by about 10% per year, to
jointly represent about US$ 14 billion or 1.4% of global spending.

In terms of telecommunications infrastructure, Brazil has experienced an investment boom
since 1998 when the telecom system was privatized. By the end of 2002 there were 223 fixed
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lines per 1,000 inhabitants, compared to 165 in 1999, a 10% increase per year. More importantly,
mobile phone use has spread must faster (30%), above the world's average.

B. PENETRATION OF IT AND E-COMMERCE AMONG SMALL
AND MEDIUM-SIZED ENTERPRISES (SMEs)

Figures published by e-Consulting show that electronic transactions in Brazil (B2B, B2C, B2G,
m-commerce and online retail) amounted to US$ 47.2 billion in 2002. The 2003/2004 digital
enterprise survey, carried out by the Industrial Federation of the State of Sao Paulo (FIESP) in
S&o Paulo, Brazil’s most economically advanced state, reveas that half of all SMEs surveyed did
not foresee participation in electronic transactions via Internet (Internet-based EDI) and 20% did
not even have a website. In contrast, 72% of the large firms had aready implemented electronic
transactions via Internet or plan to do so in the near future. Among microenterprises, only 8%
make use of B2B for sales; 16% use this for purchases, and just 8% engage in B2C. Among small
enterprises, 15% use B2B, for both purchases and sales and 11% engage in B2C. Despite these
relatively small numbers, they are significantly higher than in 2003, when only 15% of enterprises
claimed to use e-commerce, afigure that had jumped to 26% by 2004.

Another survey carried out by Sebrae-SP reveaed that the main uses made of Internet access
are; 1- Banking services, 2- Government services, 3- News; 4- Communications (e-mail); 5- Research
on business opportunities, prices and suppliers; and 6- Website to publicize business. Furthermore,
most SMEs that are IT users are satisfied with their level of IT use and have arelatively up-to-date
ensemble of software and hardware. By contrast, SMEsthat do not use IT do not perceive clear benefits
initsuse, or elsefind it expensivein relation to their current revenue level.

An analysis of e-commerce dissemination completed by Centre for Research on Information
Technology and Organizations (CRITO) reveals that among Brazilian firms, large establishments
have a higher level of use of the Internet technologies (table 2). All surveyed small firms use e-
mail, and roughly 70% have awebsite. However, when more advanced applications, such as Intranet
and Extranet (accessible by suppliers and business partners) are involved, large firms display twice
the level of adoption of small firms. For electronic fund transfer and call centres, the difference
between SMEs and large firmsisless (CRITO 2002, Tigre 2003).

TABLE 2
USE OF E-COMMERCE TECHNOLOGIES
Establishment Size? Total
Per centage using ... SME Large Brazil® Global®
E-mail 100.0 100.0 100.0 985
Website 70.4 80.8 70.7 74.1
Intranet 36.8 71.7 37.7 63.6
Extranet 329 44.6 332 32.7
accessible by suppliers/ business partners 10.1 33.7 10.7 20.9
accessible by customers 155 28.6 15.9 17.8
EDI 35.7 71.9 36.7 443
over private networks only 7.0 25.8 75 194
Internet-based only 6.9 104 7.0 84
Both 21.8 35.7 222 15.9
EFT 52.0 66.5 52.4 434
Call centre 45.6 62.5 46.1 323

a8 SMEs are those with 25-250 employees; large firms are those with more than 250 employees.

b Responses were weighted in terms of the total number of establishments and employee size within the sector for each
country. Survey sample sizes for Brazil by sector are: 68 establishments in manufacturing, 68 in wholesale & retail
distribution, and 64 in banking & insurance; by size 98 establishments are classified as SME and 102 as large.

¢ Consists of weighted survey responses in 10 countries combined: United States, Mexico, Brazil, Germany, France,
Denmark, Singapore, Taiwan, China and Japan.

Source: CRITO Global E-Commerce Survey, 2002.
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lll. SME development in the IT revolution

A. OVERVIEW OF THE RELATIVE IMPORTANCE OF SMES
IN THE ECONOMY AT LARGE?

Despite the renewed and increasing importance of small firms in Brazil's social and economic
development, conceptual and definitional issues still plague statistics and policy arenas. Putting
aside the ever intractable issue of the size and weight of the informal sector, any attempt to measure
the importance of small firms has to grapple with this complexity.

The Brazilian Small Business Support Service (SEBRAE) adopts one form for policy
functions (gross annual revenue) and another for research purposes (number of employees). The
Microenterprise and Small Business Statute is the main legal framework for policy formulation.
Brazil's central statistical office (IBGE) has a different segment scope (micro and small) and uses
yet another criterion to classify small firmsin its surveys, based on staff employed, which includes
both employees and owners, to allow for the collection of data on micro enterprises with no
employees. a micro enterprise employs up to 5 people; and a small enterprise employs up to 19
people. These definitions are linked to alevel of annual gross revenue below R$ 1.5 million (US$
500,000).

In 2000, according to IBGE, there were a total of 4.1 million firms in Brazil.
Microenterprises and small firms account for 98% of thistotal. In relation to the labour market of
30.5 million workersin forma companies, SMEs account for 45% of the total; 46.2% in industry,
79.7% in commerce and 29% in services. A special IBGE study of the commerce and service sectors
in 2001 showed that small and medium enterprises employed 7.3 million people, accounting for
95.5% of total firmsin the sector. The same study detected 2 million SMESs, of which 1.1 million
employed staff while 926.8 were family firms. In the industria sector, the IBGE Central Enterprise
Registry, base year 2000, identified 550,000 microenterprises and small businesses, which employ
46% of formal labour.

Between 1996 and 2001, microenterprises and small firms grew in number from 3.1 million
to 4.6 million, rising proportionately from 98.9% to 99.2% of the total. They generated 3.5 million
new jobs, while medium-sized and large firms only generated 68,000. SMEs also accounted for
14.5 million formal jobs or 56.1% of the total.

Table 3 shows the sector distribution of different categories of MSMESs based on the RAIS
2001 survey.

TABLE 3
DISTRIBUTION OF NUMBER OF FIRMSIN BRAZIL BY SIZE AND SECTOR
2000
Industry Commerce Services Total
Size #firms % #firms % #firms % #firms %
Micro enterprise 939,267 17.8 2,414.652 458 1,923.389 364 5,277,308 100
Small 48,314 19.7 88,941 36.2 108,203 441 245,458 100
Medium 9,856 333 5,724 194 13,999 47.3 29,579 100
Large 1,580 7.0 2.955 13.2 17,890 79,8 22,434 100
Total 999,017 17,9 2,512,272 451 2,063.490 37.0 5.574.779 100

Source: RAIS 2001 - MTE.

2 A broader and more in-depth discussion of the role of MSMEsin the Brazilian economy, and an encompassing, albeit now outdated,

overview of strategies and policies to promote their evolution and performance can be found in [ETS 2002.
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Demographic studies of MSMEs between 1997 and 2000 revea high annual birth and
mortality rates, averaging 19.4% and 12.9%, respectively. In addition to concentrating the largest
number of firms, microenterprises also exhibit the highest birth and mortality rates.

B. CASE STUDIES ON THE USE OF E-COMMERCE AND SUPPLY
CHAIN MANAGEMENT (SCM) IN SELECTED INDUSTRIES

1. The ornamental stones cluster in the state of Espirito Santo

Ornamental stones represent a key export sector for SMEs, accounting for 6.6% of their
total exports, behind timber (16.4%) and machinery and equipment (10.5%), but ahead of furniture
and medical-surgical furniture, fruit and footwear.

Growth rates display arising trend, reflecting the expansion of the market. According to
Cunha et a (2003, p. 71), the ornamental stone market, including domestic and external sales,
totalled US$ 40 hillion in 2000. Brazil is the world's sixth largest producer, with output of 5.2
thousand tons in 2000 (7.9% of world’s production). Its production grew by 45% from 1997 to
2001. Brazil is the world's seventh largest exporter in volume terms, with shipments totalling 1.1
thousand tonsin 2001 (4.5% of worldwide exports). The market grew continuoudly in volume terms
between 1996 and 2001, except for 1998, reaching alevel of 24,000 tonsin 2001. Brazil’s exports
grew by 47% in that period, outpacing worldwide growth of 39%.

The state of Espirito Santo (hereinafter ES) is Brazil’s largest producer and exporter. Its
activities in the sector have grown continuously over the last few years, expanding by 150% (in
employment and number of firms) since 1994. The sector in ES has around 24,000 direct employees
(15% of the jobs generated by ES industry) and roughly 1,200 firms (with an absol ute predominance
of SMES). It produces 2.5 tons per year (around 47% of Brazilian total in 2000) and exports around
US$ 222 million (52% of country’s total exportsin 2003). According to the Brazilian Ornamental
Stone Industries Association (Abirochas), in 2006 the sector expects to export over US$ 750 million
and directly employ 30,000 workers.

The ornamental stones sector (mainly marble and granite) in the state of Espirito Santo
consists of two main production nodes where most of the extracting and manufacturing firms are
located. The first is located around the city of Cachoeiro de Itapemirim, in the state’'s southern
region, and the second, around the city of Nova Venécia, in the northern half.

The ornamental stones sector in ES displays the features of a typical Marshallian
industrial district, with a sizeable number of firmsin the main productive chain supported by a
group of suppliers that provide services and produce general machinery, equipment and inputs
in the region.

The number of firmsin the sector has experienced sustained growth since 1970, increasing
twelvefold between 1980 and 2000, even though the Brazilian economy grew slowly in that period.
In 1972, there were just 70 firmsin ES; less than a decade later, in 1980, the number had risen to
104 (49% growth) and then accelerated to 278 firms by 1990 (167% growth), before doubling
again to 530 by 1994. Similar growth rates have been repeated in 1995-1998 (24%) and 1998-
2000 (33%). In 2000, there were 1,200 firms, of which 154 (12%) were exporters.

Another key feature of the sector in ES is the absolute predominance of microenterprises
and small businesses. According to the Industrial Development Ingtitute of Espirito Santo (IDEIES),
on employment criteria 82.3% were microenterprises, 16.0% small firms and 1.7% medium-sized
in 1998.

3 Most of the data analysis extends up to 2000, since that is the most recent data available in the sector’s union website (http:/
www.sindirochas.com.br).
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Despite the small firm size, IDEIES (1998) shows that mortality among enterprisesin the
sector is not particularly high. In 1998, 54.8% of firms had been in existence for three years or
longer, and had therefore survived the period in which small firms tend to close. Only 34.7% of
firms (251) had come into being in the previous three years. The figures do not add up to 100%
because 76 firms (10.5%) did not reply to this question.

In ES the sector operates as a horizontal cluster with a“ring” structure of governance. No
large enterprise coordinates production, and cooperative relations seem to evolve naturally owing
to the proximity of small firms within each of the two production nodes.

Production and employees

ES accounts for 46% of Brazilian output of ornamental stones, although its production is
concentrated in granite (90% of the state’stotal production). It has 34% of the country’s extractive
fronts and 57% of the sewing presses.

Espirito Santo is the state where production is technologically most advanced in Brazil.
Its firms produce an average of 2,000 tons compared to 520 tons in the country as a whole. Each
employee produces 120 tons in ES and 49 tons in Brazil overall, on average, which isreflected in
the number of employees per extracting front, i.e. 50 in ES against 91 in Bazil asawhole. In ES,
each front produces 6,000 tons on average, compared to a national total of 4,000.

Production in ES is also more automated than in the rest of the country. It uses 2.25 sewing
presses per extracting front, while the country overall uses 1.35. ES uses one sewing press for
every 22 employees, while the nationa total is 67. Consequentially, in every four firms in ES,
three of them have a sewing press, while in Brazil as a whole only three out of every 19 firms
have sewing presses.

The state’s 1,200 enterprises represent 12% of firms in this sector throughout Brazil. On
average, each firm employs 17 workers, compared to an average of 11 for the country at large.
Overdll, the ES stone sector employed 20,000 people in 2000 (19% of the sector’s direct employees),
counting formal jobs only. One of the sector’s unions, Sindimarmore, estimates the number of
informal workers at 3,000. Firms had 24,000 employees in 2003 (15% of jobs generated in ES
industry). In 1980, there were just 3,200. This number had doubled by 1990 and grew by over
40% until 1994. From 1998 to 2003, the number of formal employees jumped by 118%.

Exports

The value of ornamental stone exportsin BR and ES has been growing continuously since
1999. In 2003, the ES exports amounted to US$ 222 million, up by 31% from 2002 (Brazilian
exports grew by 26%), and by 269% since 1999. In the last few years, except for 2001 (up by
10%), the annual growth of ES exports exceeded 30% and without exception outpaced the figure
for Brazil as awhole. Consequently, ES exports of ornamental stones jumped from 36% of Brazilian
exports of these productsin 1999 to 52% in 2003.

TABLE 4
ORNAMENTAL STONE EXPORTS

1999-2004
Year 2004 (Jan-Jun) 2003 2002 2001 2000 1999
ES Total (US$ million) 116.34 222.00 168.91 127.79 115.84 84.16
BR Total (US$ million) 223.73 426.92 339.00 280.17 27177 232.46
ES/BR (%) 52 52 50 46 43 36
ES's Growth rate (%) - 314 32.2 10.3 37.6 -
BR’s Growth rate (%) - 259 210 31 16.9

Source: SINDIROCHAS (http://www.sindirochas.com.br/exportacao_index.htm).
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In thefirst six months of 2004, exports amounted to US$ 116 million (up by 20% compared
to the same period in 2003), accounting for 52.11% of total Brazilian exports. As mentioned earlier,
according to Abirochas, exports are expected to reach US$ 750 million per year by 2006.

Processed materials now represent 81% of total exports compared to just 36% in 1996.
Higher value-added is a distinguishing feature of the ES cluster, since Brazilian exports are generally
concentrated in raw material extraction.

Between 1997 and 2000, the number of ornamental stone exporters has grown by 79% in
ES, from 86 firmsto 154, while in Brazil as awhole the number has grown from 332 to 508 (53%).
Thus, ES has increased its share of exporting firms from 25.9% in 1997 to 30.3% in 2000. The
main destination for ES exportsis the United States, which absorbed 64% in value terms and 32%
by weight in 2003. The growth of exports to the United States, in value and weight terms, also
involves higher value-added.

TABLE 5
DESTINATION OF EXPORTS
2002-2003
2002 2003 % change
Countries US$thousand % tons % US$thousand % Tons % (of US3)
United States 96,519 57 149,691 25 142,479 64 227,440 32 47.62
Italy 24,573 15 170,120 29 19,646 9 139513 20 -20.05
China 12,497 7 97,598 17 15,690 7 138325 19 25.55
Spain 10,486 6 67,460 11 9,199 4 54,367 8 -12.27
Taiwan 3,695 2 27,295 5 6,415 3 49,723 7 73.61
Total 168,797 100 590,311 100 221,778 100 715,353 100 31.39

Source: Villaschi (2004, p. 10).

A 1998 survey by IDEIES on the export intentions of firms revealed that although only
11.3% of firms export, nearly half of SMEs (48.3%) had never exported but were interested in
doing so, which suggests good potential for expanding export activities.

Exports by firm

The average export value per firm in ES was US$ 752,000 in 2000. Exports are not very
highly concentrated, since the 10 largest marble and granite companies, according to IDEIES, had
estimated exports of around US$ 14 million in 2003, accounting for 6% of the total (US$ 222
million).
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TABLE 6
TURNOVER AND EXPORTSOF THE 10 LARGEST MARBLE
AND GRANITE COMPANIES OF ES: 2003

(US$ thousand)
Firm Turnover Estimated Exports®
MARBRASAP 10224 5112
ANDRADE MARM. GRAN 8941 1826
VIXTILES 8463 1728
CAJUGRAM 6329 1292
AGG 4677 955
POLIMENTO ITALIANO 4658 951
NEMER 3560 727
MA EXPORT (Aquidabd) 3280 670
MARCEL 2516 514
BRAMAGRAN 2208 451
Total 54856 14226

Source: IDEIES (www.iel-ideies.com.br).
aUsing the ES exports/production average of 20.42%, except for Marbrasa.
b Using the 50% exports/production average shown on its website (www.marbrasa.com.br).

Export promotion and export policies

Today the sector in ES organizes two annua international fairs. The older of the two, held
in Cachoeiro, began in 1989 with just 32 mainly local firms, serving a public of 5,500. In 2003,
there were 40% more exhibitors than in 1995, with 320 firms and 32,000 people. Of the total number
of exhibitorsin 2003, 54% were extracting and manufacturing firms, 24% machinery and equipment
producers, 13.2% inhumes and abrasives suppliers, 4.8% were service firms and 4% were the entities
of the sector.

Since 1998, the Federal Progamme of New Export Arrangements (PNPE) is developing
actionsto increase the value added of the cluster’s exports. The programme has achieved relatively
good results, since the share of manufactured exports has grown in this period. Another significant
development is that the number of raw block buyers, such as Italy, has decreased, while buyers of
manufactured products, such as the United States, have grown.

Another federal programme that will benefit the sector in ES is the anchor enterprises
support programme. In the framework of that programme, Total Trading, a trading enterprise
specializing in selling to North America, received a US$ 1.7 million credit to support exports by
SMEsin the cluster. Firms sell part of their production to the trading company, which in turn carries
out the export operation.

Main Difficulties

The IDEIES survey mentioned above found that the following are the key difficulties facing
firmsin the export process:

- foreign language;
- lack of experiencein foreign business;

- lack of knowledge of the external market, including information and export
procedures;

- lack of a marketing strategy and promotion of materials and companies in others
countries;
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- absence of organizational and technical capacity in the companies to maintain a
presence in a competitive market; and

- lack of internal competitiveness in the firms to comply with requirements and
international standards.

Abirochas foresees the need for investments in excess of US$ 1 billion to bring the sector
up to date by 2015. The Brazilian Development Bank (BNDES) is currently negotiating a credit
facility of R$ 300 million (about US$ 100 million). A small share will be destined for the producers
and the largest portion to manufactures and equipment makers, in an effort to increase the value
added of the sector’s exports. According to the Euvaldo Lodi Institute (IEL), affiliated to the
National Industry Confederation (CNI), the sector displays a significant technological lag in terms
of automation parts and computer science, mainly because there is just one manufacturer of
automatic machines in the region.

Promotion institutions

In 2004, the federal government established a working group on “local production
arrangements’, which brought together 23 public and private entities, coordinated by the Ministry
of Development, Industry and Foreign Trade (MDIC). The group selected 11 local arrangements
to receive up to R$ 20 million (about US$ 7 million). The ES ornamental stone cluster was one of
those selected. The ES cluster was also selected by the federal “New Export Arrangements
Progamme” (PNPE), as one of the 18 main local arrangements by the Brazilian Microenterprise
and Small Enterprise Support Service (SEBRAE), and it is one of the eight clusters studied by
BNDES, which is developing a specific credit line for local arrangements and a special line for
the ornamental stone sector.

There are also some important institutions at the local level. The sector's main trade
association, the Union of Ornamental Marble and Granite, Whitewash and Calcareous Stone
Extracting and Improvement Industries of Espirito Santo (SINDIROCHAS), was founded in 1973.
It undertakes a range of support activities for the entrepreneurs of the sector, such as job
intermediation and legal assistance. The trade group is also responsible for organizing the
international fair and a series of training courses in cooperation with other public and quasi-public
institutions such as Marble and Granite Technology Centre (CETEMAG), National Industria
Apprenticeship Service (SENAI) and SEBRAE. The trade group maintains a website
(www.sindirochas.com.br) providing a vast amount of information about the sector. The Marble,
Granite and Calcareous Stone Industries Labour Union of Espirito Santo (SINDIMARMORE),
founded in 1990, is not well structured to serve workers' needs, but participates in fairs and
important sectoral meetings.

Technologies introduced, purpose of IT use and its impacts

The technologies employed in the sector are related to information provision, such as the
need for customers to view stone colours and patterns before purchase. For this reason, severa
ES firms have developed their own websites. In the website registry of local productive
arrangements (also known as avertical industry portal, or “vortal”), 139 firms (11.6% of the sector
total) had awebsite registered. Many of these sites are available in more than one language, have
aproduct catalogue, offer price quotes by e-mail and allow customer registration.

The cluster was chosen to take part in the “Regional Action” programme, developed in
partnership with Ministry of Science and Technology (MCT), the National Research Council
(CNPq), Brazil’s Innovation Agency (FINEP) and the state’s science and technology secretariats.

The programme makes use of a technology platform framework that seeks to generate
technology demands in the private sector, from knowledge-generating groups (e.g. universities and
research institutes), potential customers and other relevant actors for the implementation of
cooperative projects (e.g. auniversity or consulting firm outside the cluster environment).
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One of the programme’s final activities was the establishment of a “vortal” for the ES
local arrangement. The aim of the vortal is to contribute to the development of SME competitive
capacity. It uses the Internet to widely disseminate information on the sector that is already available
in the Internet in one location.

Similar to the vortal, the sector has two private information websites: one launched in 1999
(Marble Website) and another in 2000 (‘ The Way to the Stones Website'). They are important to
the sector since the vortal, due to its local characteristic, is available only in Portuguese. The
languages used in the Marble and The Way to the Stones websites are both Portuguese and English.
The private portals are also significant given the nature of services available, such as the stones
catalogue.

E-commerce is not yet a reality in the sector. There are only a few isolated and limited
experiences, such as price quotes sent by e-mail. CETEMAQ and SINDIROCHAS launched an
online business portal (PETRACUS), but this was discontinued because of its high operational
costs. The web-based organization MARMOREGRANITO is a trading company speciaizing in
marketing and sales, through e-commerce, business-to-consumer (B2C) and business-to-business
(B2B). It has awebsite (www.marmoregranito.com.br) where it is possible to obtain price quotes.

2. Aeronautics industry suppliers in Sdo José dos Campos

Brazilian aeronautics exports have grown considerably over the past decade, led by alarge
national firm, Embraer. Driven by Embraer and its foreign first-tier suppliers, exports by SMEsin
the S8o José dos Campos aeronautics vertical cluster have taken off in the past few years, albeit
from a small base. A group of exporting SMEs within the cluster has set up a consortium known
as the High Technology Association (HTA), to jointly promote their export capacity. The consortium
is supported by APEX/MDIC and by SEBRAE/Nacional. Estimated export potential is on the order
of R$ 20 million ayear, which could occupy between 35% and 40% of the companies’ idle capacity
(Bernardes, 2002: 24).

This vertical cluster is led by Embraer, one of Brazil’s largest industrial firms and the
world's fourth largest aircraft manufacturer. Embraer revenues amounted to US$ 3 billion in 2003.
The cluster is located in the county of S&o José dos Campos, in the state of S&o Paulo, which saw
its share in the state economy rise from 6.5% in 1996 to 11% in 2001.

Embraer purchases supplies worth over US$ 60 million from SMEs, 50% in Brazil and
50% from abroad. Over 30 small specialized suppliers are located near its assembly plants. The
composition of the cluster is presented in table 7 below.
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TABLE 7
VERTICAL CLUSTER OF THE AERONAUTICSINDUSTRY IN SAO JOSE DOS CAMPOS

Product Firms

Manufacturing, parts and composite Aeroserv (HTA), Autémata Industrial (HTA), Mirage (HTA), Alltec (HTA),
materials Gralna- Carpini & Marques Industria (HTA), Elane Ferreira Pereira, Metinjo
Metalizacao Industrial Joseense, Mirage (HTA), SPU Indlstria e Comércio de
Pecas (HTA), Status Usinagem Mecénica (HTA), Tecplas Industria e Comércio

deFibras (HTA)
Engineering projects and software  Akros, Dynamic Sollutions, Akae, Cenic, Compoende Equipamentos para Ensaios
systems e Servigos Especiaizados (HTA), Fibraforte Engenharia de Softwares, LEG -

Engenharia e Comércio (HTA), New Plotter Engenharia, Poly Card Engenharia e
Comércio de Informética,

Decoration / Interiors C&D Aerospace (USA),

Landing gear ELEB/LIBERHERR (Brazil/Germany)

Sub-systems Sobraer (Spain)

Radar Mectron (Brazil)

Structures Kawasaki Heavy Industries (Japan)
Gamesa (Spain)

ENAER (Chile) (not yet in installed in Brazil)
Latecoere (France) (not yet in installed in Brazil)

Windows Pilkington Aerospace (United Kingdom)

Hydraulic Systems Parker-Hamnifin

Source: Bernardes (2001), updated and adapted by authors.

The HTA Export Association

In 2002, 11 SMEs in the cluster formed the High Technology Association (HTA), an
exporter association. Member firms have an average of 15 years in the aeronautical sector. Most
were founded by former EMBRAER employees, bringing 20 years' experience to bear in severa
areas. Member firms have complementary capabilitiesin design and development, machining (CNC
/ Conv.), composites, surface treatment, and non-destructive tests and assembly.

HTA is a trading company created with the support of support of the Brazilian Export
Promotion Agency (APEX) (the process began in 1999). Since then, thanks to APEX financia
and organizational resources, HTA has participated in several international fairs and missions. HTA
isalso responsible for SO 9000 certification of all of its 11 associated companies (although Embraer
re-certifies them when they become suppliers).

The association’s main potential clients are aircraft manufacturers and firms that supply
aeronautical systems located in the Americas, Europe and Asia. As shown in table 8 below, their
revenues have fluctuated wildly over the past few years. In 2003, the smaller firms had a minimum
revenue of about R$ 100,000 and the largest of about R$ 1.3 million. The average revenue for the
group of 11 SMEs was about US$ 65,000.
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TABLE 8
REVENUESOF MEMBER FIRMS OF THE HTA EXPORT ASSOCIATION
Year

Companies 2001 2002 2003 Average
Aeroserv 4,482,000.00 1,792,000.00 500,000.00 2,258,000.00
Alltec 995,000.00 853,000.00 710,180.00 852,726.70
Autbmata 621,404.00 497,123.00 923,229.00 680,585,30
Bronzeana 301,825.00 282,300.00 327,450.00 303,858,30
Compoende 360,000.00 290,000.00 330,000.00 326,666.70
Gralina 1,634,000.00 1,050,000.00 1,342,250.00 1,342,083.00
Leg 310,000.00 220,000.00 280,000.00 270,000.00
Mirage 1,460,500.00 974,320.00 1,207,300.00 1,214,040.00
Spu 339,500.00 397,700.00 461,615.00 399,605.00
Status 390,597.00 308,926.00 532,632.00 410,718,30
Tecplés 426,106.00 390,597.00 461,614.00 426,105.70
Total 11,320,932.0 7,055,966.00 7,076,270.00 771,308,10

Source: Prepared by the authors on the basis of HTA data.

Of the 11 firms, only three had more than 100 employees in June 2004 (Aeroserv, Altec
and Gralna); most had between 30 and 100 employees, and just two had less than 30 (Compoende
and LEG). As shown in table 9 below, one of these smaller firms, LEG, has the highest revenue/
per employee ratio reflecting the highly speciaized nature of its activities, followed by another
small firm (Compoende), which is also active in a high-tech activity, and alarge to medium-sized-
size one (Autémata).

TABLE9

HTA EXPORT ASSOCIATION MEMBER FIRMS:
EMPLOYEESAND REVENUES/EMPLOYEE

REVENUES (2003) EMPLOYEES (06/2004) REVENUE / EMPLOYEE
Aeroserv 500,000.00 150 3,333.33
Alltec 710,180.00 110 6,456.18
Autdmata 923,229.00 70 13,188.99
Bronzeana 327,450.00 30 10,915.00
Compoende 330,000.00 17 19,411.76
Gralina 1,342,250.00 150 8,948.33
LEG 280,000.00 8 35,000.00
Mirage 1,207,300.00 145 8,326.21
Status 461,615.00 55 8,393.00
SPU 532,632.00 70 7,609.03
Tecplas 461,614.00 50 9,232.28
Total 7,076,270.00 855 8,276.34

Source: Prepared by the authors on the basis of HTA data.

Enterprises with unique and often high-tech capabilities display the highest revenue per
employee. Overall, the group of companies exhibits the wide scope and generally complementary
nature of the capabilities of the different firms.

IT use*

HTA member firms have a relatively high level of IT use, compared to the averages for
SMEs in the state of S&o Paulo, as reported above. On average there are 11 PCs per company and

4 This section was based on a survey prepared by the authors and administered by HTA to its members.
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one PC for every seven employees. Nonetheless, there is alow level of Internet use and no use of
EDI or any form of e-commerce. Companies may receive orders and claims from the Embraer
website, but there is no type of supply relationship management (SRM). In terms of software
applications firms are quite advanced, making use of the most advanced professional software in
their fields: Catia, Master CAM and Autocad, among others. The level of industrial automation is
also high with the use of 43 CNC machines involving numerical control and five 3-D Measuring
Machines.

Only four (36%) of the firms have their own website. These sites allow customer
registration, but some do not even provide information on products and services. Those with
websites al post information in 3 languages. Portuguese, English and Spanish.

The HTA websiteis till at an early stage of development. It only provides static information
about the consortium, its products and services, and does not have a reserved area either for its
associates or for potential customers; nor does it offer the possibility of registering potentia
customers, and it has no links to the websites of associate firms.

Exports

Thus far only one of the firms in the group, Aeroserv, has exported over US$ 3 millionin
services over the period 2001-2003. In general, the events of September 11 put a brake on the
group’s initial export plans. In 2004, HTA and its members firms are negotiating exports of about
US$ 50,000, aiming to raise the level to an average of US$ 3 million within three years.

The initial export effort included an offset clause in respect of imported aircraft, such as
the CLX programme (cargo plane) purchased from Spain, which involved a 100% counterpart.
The contract provides that Spain will purchase US$ 30 million in Brazilian aeronautics parts over
10 years. Additional offset-clause exports are under negotiation with Israel for a value of
US$ 500,000 and a number of American customers.

Aeroserv exports had to specialize in design and assembly, which involved sending 50 of
its 130 employees to perform related services in Spain. As seen in table 9, Aeroserv suffered the
sharpest drop in revenues among HTA companies, falling from US$ 4.5 million in 2001 to
US$ 500,000 in 2003. Exports accounted for 50% of the firm's revenues in 2001 and an average
of 25% in 2002 and 2003. The remaining cut in revenues is explained by the termination of an
Embraer contract for development of the LX prototype. There were also some minor exports to
France in 2003.

According to HTA, member firms see exports as away to expand markets and the customer
base and thus reduce dependence on Embraer, which on average accounts for 70% of their
production. Some firms depend on Embraer for up to 95% of their business. They also seek capacity-
building and competitiveness.

The premise lies in the reality of the globa aeronautics market, in which aeronautic parts
represent US$ 33 billion per year. The goal of HTA isto capture 0.5% of this market. Some enticing
analogies are the fact that USA exports US$ 14 billion, Canada US$ 1.3 billion and Spain US$ 1
billion.

HTA sees the Brazilian Export Promotion Agency (APEX) asamgjor catalyst for its export
drive. Negotiations with APEX began in 1999, and the project was finally launched in 2001 for
three years, after which it was extended for another year. A new project is currently under
development. The existing project provides support for participation in international fairs and
missions, averaging two fairs and two missions per year. It aso contributes to member companies
SO 9000 certification programme. Project costs are shared between the firms (50%) and APEX
(50%). The project does not provide technical support to exports, however.

In fact, as volumes are still low, the firms prefer to use private agents for their export sales;
but they do not use either government trade facilitation websites or credit lines, considering those
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available to be satisfactory. Increasing the number and volume of offset contracts, a major source
of business, is perceived by firms as one of the Government’s most important contributions.

The firms recognize that they lag about 30% behind the technological state of the art. Other
barriers cited include: distance from major markets, freight costs, high input costs (often imported),
lack of working capital, lack of investment capital and lack of guarantees. It was also mentioned
that Embraer does not award long-term contracts, but just one of a kind of sub-contracting order.
This does not generate the necessary incentives for firmsto invest in technology and productivity.
Competition from imported equipment above a technological level was also cited.

Finally, it was mentioned that the terms, grace periods, and interest rates on financing are
generally unfavourable, particularly when compared to competitors from East Europe and Asia
which often benefit from government support.

Active pursuit of offset processes is seen as the key strategy to be followed. Thereisaso a
need to supply integrated solutions that are as complete as possible. In thisregard, there is aneed to
improve capability in surface treatment technology. Finally, risk sharing is sought with customers.

Generally speaking there is very little use of IT to facilitate exports. There is awidespread
perception that because of the highly specialized nature of the sector, personal contacts are the
most important factor when establishing export relationships. Participation in fairs and missions
are seen as the main channel for establishing business relations, while Internet is rarely used for
this purpose. There is no specialized website to search for and screen international trade partners.
Export operations are assisted by private agents. In short, IT isnot used for trade facilitation.

C. PROBLEMS FOR SMES TO PARTICIPATE IN
THE TRADE-ORIENTED VALUE CHAIN

The problems faced by SMEs in participating in IT networks can be subdivided in two groups:
those related to their I T capacity, and those related to institutional factors.

Thefirst group includes the high cost of purchasing equipment and operating it, the shortage
of affordable quality human resources, and difficulties in identifying the company’s IT needs and
designing and implementing a strategy to meet them.

The second group includes the limited scope and administrative burden of finance
programmes, availability of expertise on the IT functions and needs of SMEs, and a lack of
knowledge of sector-specific network and export-oriented I T processes.

The main barriers that prevent SMEs from participating effectively in supply chains and
trade networks include the industrial structure (in the case of high-tech sectors), industry
fragmentation (in the case or ornamenta stones) and, in general the one-size-fits-al format of
existing support programmes. The quality of the activities on offer may also be a hindrance to
their full integration into trade networks, as exemplified by the resource-poor nature of the websites
developed by government.

In relation to exports, Markwald and Puga (2002) claim that SMEs face problems relating
to insufficient tax rebates, lack of relevant commercia information, logistical problems and poor
credit access. They suggest that policies should focus on strengthening firms that are starting to
export, in order to avoid discontinuities in export activity.

Problems for SMEs in introducing and utilizing IT

The main problems with the access to the new technologies signaled by the sector’s
entrepreneurs are: Small production scale; unfamiliarity with new technologies; access to financial
resources; and shortage of specialized workers.®

S Villaschi and Sabadini (2000, p. 63).
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In order to develop large I T projects such as e-commerce, small ES firms need to cooperate
and share. And, at this point, they hit the second problem: alack of knowledge of IT Technologies.
It would be very useful if the sector’s fairs placed more emphasis in IT usage. APEX could aso
play an important role in this sense.

SMEs in high-tech vertical clusters face particular problems toward exports insofar as the
nature of the business exposes them very early on to intense international competition. The existence
of alead or anchor firm in a vertical cluster is a mixed blessing, particularly in sectors such as
aeronautics in which the subcontracting patterns has devel oped to the point of relying on alimited
number of first-tier suppliers. Breaking into this closed group, often made up of foreign firm, isa
hard task. A lead national firm could, in principle, assist SMEsin this endeavor, but it often chooses
not to in order to avoid disaffecting key first-tier suppliers, which in turn are tied to their home
country’s government aeronautics subsidy programs.

Theuseof IT for exports aswell asfor strengthening the cluster’s overall business capacity
is made difficult by the short-term nature of supplier contracts of the lead firm, that prevents firms
from pursuing a more long term cooperative strategy. Government programs with a one-size-fits-
al format have severe limitations in addressing the particular I T needs of such groupings of firms.

IV. Government policies designed for SMES, IT,
and international trade

A. IT POLICIES IN THE COUNTRY’S OVERALL
DEVELOPMENT STRATEGY

Since the early 1990s, industrial policy has been shifting towards a more liberal regime. Local
industry progressively lost its greenhouse protection and became exposed to international
competition. Current Brazilian policy for the IT industry epitomizes this shift from protectionism
to liberalism. The liberalization of the IT market for imports and foreign investments in the 1990s
atered the industry structure. International I T leaders gradually took over most existing firms and
turned away from local design and manufacturing to imports. The locally owned firms that survived
were those targeting niche markets, client-specific software, and telecommunications equipment,
where the client-supplier relationship was strong enough to withstand foreign competition (Botelho
and Tigre, 2001).

The 1991 policy (Law 8248/91) aimed to establish alternative mechanisms to preserve some
local equipment manufacturing and R& D activitiesin the I T sector. The policy consisted of several
types of incentives. Firgt, fiscal benefits available until 1999 consisted of awaiver on the industrial
goodstax (IP1), resulting in a 15% reduction in the final cost of production. Second, a 50% income
tax discount for R&D expenditures was made available to firms in all industrial sectors. Recent
measures, however, limited this incentive to a maximum of 4% of total income tax. Thirdly, in
order to provide support for new capital investment, a discount of 1% on the income tax payable
by companies investing in IT firms was available until 1997. Fourthly, government procurement
policy favours the acquisition of 1T goods developed and produced in Brazil, as long as they have
similar prices to imported equipment. By 1997, 248 firms had benefited from these measures. Parts
of thefirms R&D expenses were channelled to government-sponsored R& D programmes. [n 1999,
the industrial goods tax (1PI) rebate was further extended until 2013 by alaw passed by Congress,
with a scheduled reduction of fiscal incentives. In order for firms to take advantage of the fiscal
benefits, the legislation required a set of complementary actions by firms.

Other programmes based on “ positive” policy mechanisms include the National Research
Network (RNP) and Softex 2000. RNP aims to develop Internet links at science and technology
institutions, and has also boosted commercial use of the Internet by providing infrastructure and
technical capabilities. The project is now shifting towards academic and social use through
Internet 11.
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The software exports programme (Softex 2000) was introduced in 1993 with ambitious
aims: to capture 1% of the world software market, corresponding to US$ 2 hillion in exports by
2000, and for local firms to capture a 50% share of the national market. Softex 2000 results and
prospects are controversial (Botelho, Stefanuto and Veloso, 2003).

Other government-sponsored R& D programmesin IT are aimed at building infrastructure
and promoting joint projects between universities and private firms. The main results were the
creation of a new cooperative research culture, the standardization of hardware and software
platforms, and the provision of incentives for graduate programmes in computer science.

In the framework of the MERCOSUR free trade agreement, Brazil has been negotiating a
common policy for international trade and industrial development for the IT sector. So far an
agreement has been reached under which the countries' tariffs on imports from outside the Mercosur
zone will converge to 16% by 2006.

B. POLICIES TO SUPPORT SMEs

1. Export promotion

The Ministry of Development, Industry and Foreign Trade (MDIC) and the National
Economic and Socia Development Bank (BNDES) are key institutions involved in the promotion
of international trade and new business creation.

One of MDIC’s main programmes in the area of new business development is the Small
Scale Entrepreneur Programme (EPP), the objective of which is to train the SME entrepreneur in
the procedures needed to operate in foreign trade. So far, over 9,000 entrepreneurs from all over
Brazil have been through the programme.

BNDES is an autonomous federal public entity attached to the Ministry of Development,
Industry and Foreign Trade (MDIC). It provides financing for the export of goods and services
through accredited financia institutions, in the following categories: pre-shipment; short-term pre-
shipment; specia pre-shipment; pre-shipment anchor company; and post-shipment.

To further facilitate access to export credit, the following are available: Guarantee Fund
for the Promotion of Competitiveness (FGPC), aimed at facilitating access to credit for micro, small
and medium-sized enterprises. Insurance for Export Credit, which covers the commercial and
political risk of exported goods and services.

The key policies used to promote SME exports are the Export Technology Support
Programme (PROGEX), the Programme of New Export Arrangements (PNPE) and the National
Network of Trade Agents (REDEAGENTES).

The purpose of PROGEX is to provide technologica assistance to microenterprises and
small businesses that want to become exporters, or to those already exporting that wish to improve
their performance in external markets. PROGEX supports product adaptation to external markets
involving improvement of quality and the productive process; cost reduction; meeting technical
specifications; overcoming technical barriers; design and packaging.

PNPE carries out actions to provide stimulation and technological and commercial support
to enterprises in sectors with export potential, especially small firms. Its objective isto expand the
number and scope of Brazilian exports in terms of products, companies, and markets. Itsinitiatives
include the dissemination of marketing information, stimulation of quality and productivity, help
in increasing technological capacity and the incorporation of new technologies in the productive
process.

The key aim of the REDEAGENTES is to disseminate an export culture and to guide small
businesses on export procedures. It provides free training for foreign trade agents and small-scale
entrepreneurs. From the beginning of the programme in 2000 until December 2003, it trained more
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than 2,000 foreign trade agents and about 6,000 entrepreneurs and employees. After training, foreign
trade agents are integrated into the REDEAGENTES network based on the Internet, where they
start to contribute to the process of disseminating the export culture and provide guidance to other
small businesses on how to export.

There are also various regional export facilitation initiatives.

2. Trade facilitation

Information system and websites

In late 2002 Banco do Brasil created the Foreign Trade Platform (FTP) as a system
especially designed to facilitate and stimulate SME exports. This allows for an online export
operation and meets demand from small firms that wish to start exporting. The service streamlines
the export process for amounts of up to US$ 10,000.

From its inception in January 2003 until December that year, the service registered 2,846
exporters and 680 importers, and completed 173 operations valued at US$ 483,000. Today, there
are 4,790 export product offers and 701 importing firms registered. As of November 2004, the
FTP assisted 4,281 exporters and 1,153 importers, reaching close to 1,000 operations.

There are three main websites for SMEs that wish to export: the Exporter’s Portal (http://
www.portal doexportador.gov.br/) and the Exporter’s Window https.//www.exportadoresbrasileiros.
gov.br/), both managed by MDIC; and the Brazilian Trade Net (http://www.braziltradenet.gov.br/),
managed by the Ministry of Foreign Relations (MRE).

The Exporter’s Portal is a major source of information on foreign trade. The Exporter’s
Window, launched in late 2003, contains a complete catalogue of information on Brazilian exporters.
The site has over 25,000 companies registered in cadastre, which aso include potential exporters.
The Brazil TradeNet offers a virtual space where small exporters can market their products and
processes. By late 2003, the site had 13,000 potential exporting firms registered and 9,600 product
offers. About 58,000 importers were also registered on the site.

Export finance

The volume of credit in Brazil represents just about one-quarter of GDP, much smaller
than in more trade-oriented nations such as China (140 per cent), Republic of Korea (100 per cent)
and Canada (80 per cent). In this context, most export financing comes from government institutions.
BNDES increased significantly its disbursements to support exports, going from US$ 400 million
in 1995 to US$ 4 billion in 2003. This volume represents one-third of its disbursements and 5.5%
of the country’s exported value. However, as of September 2003, just 34% of its export funds went
to SMEs (R$ 8.9 billion).

Banco do Brasil (BB) finances exporting SMEs through its export financing programme
(Proex) which currently serves 400 firms: 11% large, 39% medium-sized, 37% small and 13%
microenterprises. BB’s main export financing instruments are its short term loan programs (of up
to 360 days).

Postal service

The State postal company Correios has established the Easy Export programme to take
Brazilian products to the four corners of the world. In 2003, SME products accounted for 62% of
total sales, and SMEs represented 67% of the exporting firms in the programme.

The export operation can be carried out online. Correios forecasts that in 2004 it will ship
over 24,000 export packages abroad, a 75% increase over the previous year.
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3. FDI promotion

The MRE website discussed above has an investment attraction area, with an Investors
Map and a page on “Why Invest in Brazil?’ In addition, MRE manages its own Investment
Promotion and Corporate Technology Transfer System (SIPRI), a network of national and foreign
agents. However, the federal government’s main effort was until recently focused on the hybrid
agency Brazil Invest, which was shut down last July.

4, Business promotion

Brazil has an array of programmes for the emergence and early-development of new
businesses (such as incubation), together with entrepreneurship-awareness and capacity-building
programmes (Botelho, Jonathan and Gallagher, 2003).

The main policy in support of SMEs is the Federal Entrepreneurship Progamme (PBE),
which focuses on promoting small and medium-sized enterprises, bringing together many actions
from programmes of diverse agents that affect new businesses.

Small businesses have access to smaller interest rate spreads in credit operations. At
BNDES, a mgjor source of long-term credit, the average spread for SMEs is 1% per year, while
the large business are subject to an average spread of 2.5%. There are also special credit lines for
small firmswishing to export in most public banks (Banco do Brasil and Caixa Econdmica Federal),
and in regional development banks (such as Banco do Nordeste Brasileiro).

Between October 1999 and December 2002, the programme trained 6,070,127
entrepreneurs, assisted 239,206 firms and carried out 5,198,996 microfinance operations, involving
R$ 35 hillion (roughly US$ 12 hillion) with an average value of US$ 2,000.

The financial support lines and BNDES programmes serve the investment needs of
companies of any size and sector that are established in Brazil. By June 2003 the BNDES
Programme in Support of Micro, Small and Medium-sized Enterprises had undertaken 24,616 loan
operations for an average value of US$ 50,700. Almost half of the loans were made to
microenterprises, and these accounted for 29.7% of disbursements.

C. SPECIAL MEASURES TO CORRECT THE ‘DIGITAL DIVIDE’
AMONG COMPANIES

1. Human resources

By all measures, education levels in Brazil increased substantially in the last decade,
including literacy and enrolment indicators at all educational levels. Primary education is now amost
universal (95.7%), and 78.5% of the population of secondary school age are already enrolled,
compared to under 60% in 1992. Secondary education is usually considered a necessary condition
for IT use.

Asfar as T technical workforceis concerned, in absolute terms Brazil has alarge number
of software professionals compared to other developing countries. In Brazil, there are 680
undergraduate courses on | T-related subjects. Each year, about 22,000 students obtain a degreein
those subjects, while enrolment totals roughly 190,000. In addition, students from others areas such
as applied sciences and mathematics eventually became I T professionals.

In 2000 about 3,000 students were undertaking post-graduate courses in computer sciences,
of which 20% were doctora degrees. In 2000, Brazil graduated less people in IT areas (18,000)
than China and India, but when population is taken into account, Brazil exhibits an index of 101
graduates per million inhabitants, three timesthat of Indiaand almost double that of China. Between
1996 and 2001, Brazil awarded about 87,000 bachelors and over 5,000 master’s degrees in IT-
related areas (Vel0so, Botelho, Amsden and Stefanuto 2003).
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2. Technical aspects

Independent committees working in cooperation with Government, universities and
business oversee devel opment of the technical aspects of Internet diffusion. The National Research
Network (RNP)® is an example of such an ingtitution. It was established in 1989 by the Ministry
of Science and Technology and was responsible for introducing the Internet in Brazil. It provides
high-speed backbones to universities, hospitals and other socia institutions by wholesale purchasing
and reselling spare capacity available at private infrastructure providers.

Other policies include the development of affordable computers, since equipment and
software costs are mgjor barriers to Internet diffusion in most segments of Brazilian society.
Universities and computer manufacturing firms have designed several versions of a “popular
computer” with atarget price of US$ 300.

A network computer must be linked to a server, either through local area networks (in the
case of schools and other multi-user ingtitutions) or through aremote ISP. Since there are many towns
in Brazil without an Internet provider, the Government is launching the 0i00 service, which enables
Internet usersto pay local call charges when dialing long distance to any ISP within the country.

3. Financial aspects

Software firms usually face difficultiesin obtaining financial resources from private banks,
since they are unable to provide physical collateral. The PROSOFT Softex-BNDES programme
provides financial support for software development and marketing activities as well as acquisition
of equipment and training.

Another initiative isto develop financial packages to support the sale of computers to small
business and domestic users. Banco do Brasil has a financing programme including hardware,
software and an Internet service provider. The programme also aims at creating economies of scale
in hardware manufacturing in order to make the system competitive in the export market.

4, Infocenters

The investment required to introduce I T is amajor inhibitor of diffusion since equipment
isrelatively unaffordable and employees are less educated than in devel oped countries. As expected,
this barrier affects small firms more than large ones, and those operating in less competitive branches
of the local economy.

The universalization of Internet accessin Brazil cannot rely on individual PCs aone. While
potential demand for computers exists even in micro and informal businesses, investment costs
are a barrier to wide diffusion. There are already government programmes’ aimed at filling this
demand by introducing Internet in small business, such as news stands, post offices, lottery and
convenience stores. These would play the role of intermediary between consumers and the net.

The federal government has one major programme of digital inclusion for SMEs:
Information and Business Infocentres. Its main goals are to train entrepreneurs and workers in the
use of information technologies, promoting the emergence of new enterprises, boosting exports,
larger joint ventures between entities and new partnerships, improvement of the quality of products
and services, and strengthening of projects for productive arrangements.

Thereisonly one speciaized federal credit line —the Enterprise Computerization Progamme,
operated by Banco do Brasil, but this situation may change since the Government is currently
developing the Brazilian Digital Inclusion Programme (PBID) to be launched in 2005. Each of
these initiatives is described bel ow.

6 Rede Nacional de Pesquisas, in Portuguese.

7 For example, the Information Society Progamme.
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Infocenters of Information and Business

By July 2004, 400 infocentres were operating and 10 cooperation agreements had been
signed to implement further 163 units. The project’s goal is to implement 1,000 infocentres by
July 2005 and at least one in each of Brazil’s 5,567 municipalities by 2007. For this purpose, the
Government is establishing partnerships with public banks and private enterprises. TIM, for
example, isresponsible for a net of 41 infocentres.

Enterprise Computerization Programme

There is one major credit line for SMEs wishing to buy computers: the Enterprise
Computerization Programme, operated by Banco do Brasil. The programme aims to finance the
acquisition of computers and peripherals by microenterprises and small businesses, in order to
modernize management and facilitate electronic communication between the customer and Banco
do Brasil.

Brazilian Digital Inclusion Programme

A government working group is currently drafting the Brazilian Digital Inclusion Programme
(PBID) to be launched in 2005. This will have three main axes. “Casa Brasil”, long-distance
education and connected PC.

“Casa Brasil” will be the new name for the infocentres and will include not only those
related to Information and Business, but also infocentres located in schools and in rural zones,
and in frontier and remote regions. Distance education will be mainly related to formal education,
although the Information and Business Infocentres offer some business-related training. The
connected PC is prabably the goal that will have greatest impact anong SMEs, since its target is
to offer a cheaper personal computer with Internet access to microenterprises and low-income
population groups.

5. Other

SEBRAE's Programme of Technological Support for Small Enterprises (PATME) aims to convince
entrepreneurs that investment in modernization systems can yield returns. The incentives include
improvements to products, equipment, methods and production lines. PATME also offers financial
support for computerization and can finance up to 70% of project costs.

Another computerization initiative is SebraeTec, launched in 2002. The intention here is to
invest in programmes that develop technological capacity among small businesses. Apart from projects
to provide advice on computerization, SebraeTec supports the establishment of new software
developers, in order to increase the supply of programmes and facilitate access for small firms.

D. E-GOVERNMENT AIMED AT SMEs AND TRADE PROMOTION

1. Overall strategy/structure of e-government

The e-government policy in Brazil is under the responsibility of the Executive Committee
of Electronic Government, whose aims include: formulate policies, establish guidelines, coordinate
and articulate e-government actions, aimed at providing services and information to citizens.

In 2003 following the election of a new Government, the Committee was divided into eight
technical committees:

. Digital Inclusion Committee;
. Online Services and Website Management Committee;
. Open Software |mplementation Committee;
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. Committee for Systems Integration;
. Network Infrastructure Committee;
. Committee on Knowledge Management and Strategic Information;
. Government to Government Committee; and
. Legacy Systems and License Committee.
2. Some e-government applications

Some of the applications of e-government policy are very important to SMEs, although
none is actually targeted on that sector. These include the e-procurement portal (Comprasnet), the
integrated foreign commerce system (SISCOMEX), and the Brazilian Payment System (SPB).

E-procurement

The federal government launched its procurement portal in 1997 (http://www.comprasnet.
gov.br). The site enables firms to obtain online all the certificates needed to do business with
Government. It also sends an e-mail to firms alerting them of business opportunitiesin their area.

Since 2001, the Government has used the portal to make online transactions. These are
important initiatives to improve SME participation in government procurement, because it greatly
reduces the transaction costs of doing business with the public sector. As a result, the number of
SMEs registered in the portal has increased threefold from 33 million in 1997 to 102 million in
2003.

SISCOMEX

SISCOMEX is an electronic trade data management system that integrates the activities
of registering, accompanying and controlling foreign trade procedures, by means of a single
computerized flow of information. This system provides information to many other systems, of
which the most important is the Foreign Trade Information Analysis (ALICE), and plays an
important role in keeping trade facilitation websites up to date, such as the Exporter’s Portal and
Brazil TradeNet.

E-payment

The Brazilian Payment System (SPB) is one of the most outstanding public-private
partnerships in banking automation in Brazil. Since April 2002, all transactions involving more
than R$ 5,000 have been settled on the same day (previously the operation took at least one day)
and much more securely. The entire banking system is connected to the Central Bank and five
other clearing houses that began operations in 2002, online with the SPB deployment schedule.
This means that the Central Bank (BACEN) can access detailed online monitoring of banking
transactions, manage the liquidity of the financial system more precisely, and therefore minimize
systemic risk.®

E. INSTITUTIONAL ISSUES

1. Standardization and public key infrastructures

The National Institute of Information Technology (IT1), an autonomous federal body
attached to the Civil House of the Presidency of the Republic, is the Authority Certifier Root (AC
Root) of the Brazilian Public Keys Infrastructure (ICP-Brazil). As such it is the first authority in

8 Antonio José J. Botelho (2004).
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the certification chain, executor of the certification policies and norms of operationa techniques
and approved by the Managing Committee of ICP-Brazil. It has the power to emit, to forward, to
distribute, to revoke and to manage the certificates of the Certifier Authorities (AC) immediately
below it; to manage the list of certificates emitted, revoked and expired; to execute activities of
AC monitoring and auditing, Register Authorities (AIR) and the qualified rendering of servicesin
| CP-Brazil.

It is aso within the purview of ITI to stimulate and coordinate scientific research and
technological development projects aimed at expanding digital citizenship. In this area, the main
line of ITI action concerns the popularization of digital certification and digital inclusion, acting
on issues such as cryptograph systems, open software, hardware compatible with open and universal
standards, digital convergence of medias, among others.

Digita certification in Brazil was introduced by a law in 2001 (regulated by Provisional
Measure 2200) that structured the Brazilian Public Keys Infrastructure (ICP Brazil), a digital
certification model.

ICP Brazil consists of a group of techniques, practices and procedures to be implemented
by the Government and private organizations to guarantee the authenticity, integrity and lega
validity of eectronic documents. The managing authority is the ICP-Brazil Management Committee.

The digital certification model adopted in Brazil was conceived by the federal government,
based on the logic of public keys. One of the keys, known to the public, is deposited with the
Certifying Authority. The other key, the private one known only to the user, is stored in the Digital
Certificate. Only a specific private key is capable of “opening” the respective counterpart
represented by a public key. When doing so, the final user guarantees digital certification of the
operation and, consequently, itslegal validity (Mora, 2003).

2. Intellectual Property rights

The Nationa Industrial Property Institute (INPI) is an autonomous federal body, linked to
the Ministry of Development, Industry, and Foreign Trade (MDIC). Its main purposeis to implement
standards regulating industrial property within the national sphere, considering its social, economic,
legal, and technical functions. Another of its functions is to issue opinions on the convenience of
execution, ratification and denouncement of conventions, treaties, pacts, and agreements on
industrial property.

INPI provides information from among its over 20 million patent documents to companies,
government agencies, through specific programmes. It executes special programmes to support
domestic enterprises, such as the Patents Promotion Programme (PROMOPAT) which allows one
technical group of INPI to act directly in firms, to identify innovations that could have legal
protection; the Automatic Information Supply Programme (PROFIN), in which INPI sends regular
information contained in patents across the entire world related to the areas of performance of the
contracted companies, over the Internet or on paper; the Programme of Incentives for Commerce
of Patented National Technology (PROCOMTEC), aimed at small companies and isolated investors
wishing to sell or license innovations; and the Programme to Monitor the Technical Evolution of
Industry (PROATEC), which aims to subsidize government policy in priority sectors, through
technological analyses.
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V. Regional Networks

A. EXISTING REGIONAL NETWORKS OR WEBSITES

There are two major types of network using IT to promote SME business. Oneis national with no
focus on specific sectors, and the other islocally or regionally cantered on a sector. The networks
hosted by Information and Business Infocentres, described above, are amajor example of thefirst,
while the vortals for local clusters are an example of the second.

The networks hosted by Information and Business Infocentres

Complementing all the information on the website, the site also offers arestricted area for
the information trade.® This area displays all online members and offers the possibility of sending
instantaneous e-mails, and holding virtual meetings and forums. It also has alarge number of virtua
communities, some based in a locational aspect, such as the administrative regions, one for each
of the five Brazilian region, others grouped by themes, such as the Thematic Committeein Training
and Entrepreneur Capacity, with work groups on Strategic Planning and Management Capacity,
and Thematic Committees on Foreign Trade and Integration, Investment and Financing, Lega and
Bureaucratic Rationalization and Technology and Innovation. In July 2004, the network had over
800 records (which can be also firms, associations or people).

Vortals for local clusters
http://www.prossiga.br/arranjos/

Vortals are web portals containing online information on some of the Brazilian clusters.
They are available for 14 local arrangementsin 11 states and 9 sectors.

They are built on the technology platform methodology and are developed and hosted by
Programa de Informag&o para Gestdo de Ciéncia, Tecnologia e Inovacdo (Prossiga), a federal
programme established in 1995 to promote the creation and use of Internet information and
communication services, focusing primarily on science and technology, and the country’s important
socioeconomic activity sectors.

The project approval decision is directly related to the priorities established in the platform
negotiation process. Analysis of the merit of a project considers not only excellence but also its
relevance, especialy itsimpact on local sustainable development.

9 Infact, the areais not very restricted. Anyone who fills a cadastre can enter.
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TABLE 10
VORTALSOF BRAZILIAN CLUSTERS

Sector State Website
CARNAUBA Piaui http://www. prossi ga.br/arranjos/pi-carnauba. htm
FLORICULTURA Ceara http://www.prossiga.br/arranjos/ce-floricultura html
GESSO ) Pernambuco http://www.prossiga.br/arranj os/pe-gesso.html
INDUSTRIA FARMACEUTICA Goiés http://www.prossiga.br/arranjos/go-farmaco.html
MALACOCULTURA Santa Catarina  http://www.prossiga.br/arranjos/go-malaco.html
MOVEIS E ARTEFATOS DE MADEIRA  Amapa http://www.prossiga.br/arranjos/vortaissmoveis_ap.html

Espirito Santo  http://www.prossiga.br/arranjos/vortaismoveis_es.html

Pard http://www.prossiga.br/arranjos/vortais'moveis_pa.html

Santa Catarina  http://www.prossiga.br/arranjos/vortais'moveis_sc.html
PISCICULTURA Rondbnia http://www.prossiga.br/arranjos/ro-pi scicul tura.html
ROCHAS ORNAMENTAIS Bahia http://www.prossiga.br/arranjos/vortais/rochas_ba.html

Espirito Santo  http://www.prossiga.br/arranjos/vortais'rochas_es.html
Rio de Janeiro  http://www.prossiga.br/arranjos/vortais'rochas_rj.html
SISAL Bahia http://www.prossiga.br/arranjos/ba-sisal.html

Source: http://www.prossiga.br/arranjos/

The vortal service put the first sites online in 2001 and aims to improve SME competitive
capacity by offering a set of information, communication devices and varied support to market
services through the web. It uses the Internet to widely disseminate the information on the sector
aready existing on the web, fully described and classified.

The service is relatively highly used. In May 2003,'° accumulated visits over the last 12
months amounted to 23,000, representing an increase of 10% from the last cumulative figure and
20% compared to those for March. The initial vortal page received 10 visits per day (4,500 visits
in 12 months); and, on average, each vortal receives 3.5 visits per day.

Entrepreneurial Portal

The Entrepreneurial Portal is organized in four main areas: Regulations, Directories,
Preferences and Entrepreneurial Meetings. It aims to inform trade operators in member countries
of the access conditions to the regional market, and provide useful information for the
accomplishment of commercia transactions. The Regulation area contains import and duty free
zone regulation in each member country, together with basic manuals on import operations. The
directories list business associations that are cadastred in the gateway, divided into enterprises and
SMEs, and alist of importers and exporters for each country. The cadastre only contains institutional
information. The Preferences area shows the tariffs preferences by the country granting it and the
country receiving it. Entrepreneurial Meetings contains alist of fairs and missions per country.

The Foreign Trade Information System (SICOEX) is composed of interconnected online
databases and consists of data, kept up-to-date since 1995, on member countries' trade, tariff
measures and preferences for any product traded within the framework of the 1980 Treaty of
Montevideo (LAIA), together with information on laws regulating foreign trade. Since the portal
contains all these facilities, in the near future it could host developments such as online settlement
gateways that could contribute to the use of IT in SME business promotion.

B. NEW NETWORKS OR WEBSITES IN THE PLANNING STAGE

In June 2004, the federal government launched a new programme to promote SME exports, which
consists of financing the export of goods produced by SMEs, in the pre-shipment phase, through
credit ingtitutions. The credit can be as much as 100% of the FOB value and will be related to the

10 Thisisthelatest data available.
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long-term rate, plus 1% ayear of BNDES remuneration (the programme agent) and remuneration
of the credit institution (no more than 4%).

These exporters will operate as anchor enterprises, facilitating indirect export; they can
be trading companies, commercia exporters or firms in the supply chain that acquire the production
of asignificant set of SMEs looking for exportation.

If the programme is successful, the federal government expects to have a good number of
anchor enterprises organizing SME exports, through trade nets spread throughout the country. The
fact that the federal government is going to launch a major digital inclusion programme made it
possible for networks such as the Information and Business Infocentres to grow fast in afew years.

The vortals have been dealing with problems since 2003, when the new government took
office. Many expansions plans were interrupted and no new vortal was launched. They are unlikely
to expand in the near future.

The S&0 Paulo State Federation of Commercia Associations (Facesp) launched the Nationa
Network of Business Portals (RNPN) in 2003, which now has 6,000 members. The rapid growth
of RNPN is based on its philosophy of simplicity in connection to the portal, together with low
cost and a safe environment. The portal offers small firms an electronic catalogue, electronic
exchange of product and service information, and either targeted or generic quoting.

C. POSSIBILITY OF INTER-REGIONAL LINKS

MERCOSUR is afederal government priority, but online cooperation to promote SMEs s still far
from a readlity. The officia site of the agreement displays only static information, mainly on
documents and agreements. There is no database on the site, and entrepreneurs will only find
interesting subjectsin the documents that are launched.

MERCOSUR has a civil society group on cooperativism, but thisis not yet providing any
form of online service that can help SMEs. The electronic commerce group also has not
implemented any suggestion.

LAIA has a much more developed website than MERCOSUR, but its information is also
mainly static. There is aso the Entrepreneurial Portal where firms can display information on their
services and products and a compl ete database on commercial trade, tariff measures and preferences
among country members (SICOEX) is available.

VI. Conclusion and recommendation

1. Lessons learned

The two contrasting experiences analyzed above first of all show us the importance of
paying attention to the nature of the industry and its structure. In the case of aeronautics parts, the
small number of firms, their highly specialized production capabilities and the critical role played
by the leading firm, Embraer, in the vertical cluster require closer cooperation between firms in
order to negotiate better and longer-term contracts with the leading firm, and to develop foreign
niche markets which are often part of national industry supply chains. Here, a marketing strategy
aimed at building trust with potential customers is needed, given the nature and internationalized
structure of the aeronautics end market. This is a long-term process. Furthermore, firms have to
be able to integrate their complementary capabilities and make up for those that are lacking, in
order to offer foreign customers a more comprehensive solution platform. Finaly, in this proto-
cluster, non arms-length forward linkages to first-tier suppliers might be more important than
backward linkages to even smaller firms, thereby complementing the current direct strictly business
linkages to the leading firm. These first-tier suppliers, pressured by end buyers, will be aways
pursuing cost reductions in services provision and new parts devel opment.
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In contrast, in the ornamental stones sector, the cluster is more horizontal and centreless.
Therelatively large number of firms and the length of the supply chain with severa levels of input
and equipment suppliers make the formation of stronger and denser networks harder to achieve.
The cluster is very active in exports, particularly when compared to other industry-like clusters
and other regions. Its success is due in part to previous export promotion policies. The challenge
ahead is to sustain momentum and to increase the value-added of exports. The Prossiga website
creation programme for local productive arrangements and clusters has been discontinued and it
appears no replacement is in sight. The new administration is emphasizing a wholesale policy of
telecentre expansion, which, while necessary, may represent a setback in relation to the previous
orientation of 1T diffusion in terms of targeted local empowerment.

2. Assessment of experiences in export promotion and IT policies for SMEs

It seems that whereas SME export promotion policies in Brazil are entering a second-
generation, thosefor IT are till in their infancy. We are still only beginning to gain an understanding
of individual SME IT needs and uses. Nonetheless, we have not yet fathomed the possibilities for
IT usein SME networks. Beyond the basic goa of achieving widespread dissemination, there has
been little policy development in this area. In regard to broad dissemination, the new government
initiative to develop cheap computers could be part of the answer, but that remains to be seen.
Moreover, SMEs will still be faced with the problem of obtaining adequate software and, most
importantly, qualified IT staff aware of the organizational and strategic challenges facing SMEs.

On the other hand, export promotion policies are becoming more sophisticated and tailor
made. The recent emergence of local / regional networks of exporting firms such as the HTA
consortium, and the support given to them by APEX, as well as easier use of export portals such
asthat of Banco do Brasil and export facilities such as those provided by Correios, are afew signs
of gradual and important changes in policy. The scope of APEX support for these networks needs
to be expanded to include development of IT tools to promote meaningful collaboration and to
allow for interactive export activities. This would increase the supply of complete platforms in
the case of high-tech sectors, thus capturing greater value-added and providing increased
sustainability. Export sustainability is a critical problem that continues to plague SME exports.
This has been correctly identified but still remains to be diagnosed, above and beyond the lure of
the domestic market once the local economy recovers. Guidance and sustainability by anchor firms
appears to be a promising avenue for both SME export capacity-building and sustainability. Care
is needed, however, to prevent a strong dependency relationship from developing. In this regard,
experimentation could be pursued to involve first-tier suppliersin this support and learning network
for export-oriented SMEs

Thefull potential of Internet-based instruments has not yet been fully grasped by promotion
agencies. Full interactivity and high-quality graphical interfaces are critical for breaking into an
overcrowded export market. Marketing is often weak or export capability lacking in exporting
SMEs, either because of the type of specialized training needed, in the case of high-tech firms, or
because of alack of specialized training in the case of traditional industry clusters. Internet tools
can be employed effectively in building the capacities that are lacking.

Internet-based instruments will become even more critical as the focus of SMES' export
promotion policies moves away from individual firms and more toward regional industrial
agglomerations (funded by BNDES) and industrial consortia (funded by Sebrae and APEX). In
the former, large firms and trading companies will play the role of export gatewaysto SMEs. 1

% The program was launched by BNDES in August 2004 and its first operation with a trading company was with the firm, South
Services Trading, the country’s largest footwear exporter, which will receive US$ 8 million in finance to purchase footwear from
SME producers in the state of Rio Grande do Sul. A second operation was closed with Total Trading, described above. Multinational
firms have also been playing a similar role. For example, in 2004 Wal-Mart will increase its exports of Brazilian products by 42
per cent, reaching US$ 120 million.
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The increase in e-business over the last couple of years, above the country’s growth rate
will aso indirectly impact the digital inclusion of SMEs. Close to half of SMEs already make use
of some sort of Internet operation. A more focused effort on SMEs is called for, preferably in a
joint partnership involving the private sector and government, as the latter’s expenditures in
e-commerce promotion remain quite small and inadequate given the size of the challenge ahead.

3. Assessment of the present situation of regional networks

Regional networks of SMEs in Latin America are still in an embryonic stage. The
conflictive state of affairs existing between the two leading MERCOSUR partners, Brazil and
Argentina, coupled with Chile's autonomous strategy, does not bode well for the next few yearsin
the absence of a strong policy. Nonetheless, the design of such a policy will require a better
understanding of existing relationships (if any), and a mapping of potential relationships, based
on complementary products and services, contrasting best practices in export activities and
willingness to collaborate across borders in the search for a higher value-added business proposal.
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CHILE

Yasushi Ueki

l. Introduction

Chile has areputation as a country with an open economy and sound macroeconomic fundamentals.
Over the years, itswell coordinated economic policy has attracted foreign direct investment (FDI),
which has encouraged the development of export sectors and facilitated the dissemination of
information technologies (ITs) nationwide. Today, Chile's per-capita distribution rates for IT
products and services are the highest in Latin America.

Nonetheless there are three key policy issues for Chile that arise from innovations in IT,
globalization, and Chile's trade policy that seeks to benefit from free trade agreements (FTAS).
The first is to seize new opportunities for traditional businesses that will benefit from using
effectively IT methods such as e-commerce. The second is to improve the competitiveness of export
goods and services in order to survive intensifying international competition. Key issues for firms
will be to increase value-added in the existing range of products and services, to develop new ones,
and to reduce costs. Thiswill be achieved by I Ts that will achieve higher quality and more effective
business management, effective R& D activities and others that should improve overall business
activities. The third is development of the I T sector itself.

These issues bear more heavily on SMEs than on larger firms, and I Ts should also open
up broader fields of business activities for SMEs. The public and academic sectors should also be
required to make efforts to improve the competitiveness of Chilean firms, especialy through
technology transfers from universities to the corporate sector, given that R& D expenditures in 2000
were equivalent to just 0.56% of Chile's GDP. Expenditures were concentrated in the primary sectors
(about 34% of the total in 2000). In the transportation and telecommunications sectors, only 1%
of the total was invested in 2000, while these sectors accounted for about 2% or more during the
mid-1990s.

Il. The current situation in the IT market and IT use by SMEs

Chile is the most digitized economy in South America. There are indicators that support the view
that Chile provides one of the best IT environments in Latin America as a market and as an IT
business base. At the same time, the data reveal a gap between Chile and countriesin Asiathat are
making progressin developing IT uses and | T-related industries.

A. MARKET ESTIMATES

Statistics on the IT market are not available from the data sources of official organizations. Estimated
figures are published by private research firms such as the International Data Corporation (IDC)
as well as business organizations. The exception is telecom-related data, which are produced by
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the Undersecretariat for Telecommunications (SUBTEL). Most of the data are published only
occasionally, and the methodologies used among the research agencies are not necessarily
coordinated.

1. Overview of the digital economy

According to a survey conducted by the National Chamber of Commerce, Services and
Tourism (CNC) and IDC Chile, total IT investment in Chile was estimated at US$ 1,158 million
in 2000, consisting of hardware (US$ 644.0 million and 55.6% of the total), software packages
(US$ 118.8 million, 10.3%) and services (US$ 395.0 million, 34.1%). This estimated value was
less than the equivalent figure in Venezuela. On the other hand, per-capita expenditure in Chile
was the third highest in Latin America in 2000, estimated at US$ 76.2 and above the figure for
Mexico.

TABLE 1
IT INVESTMENTSIN CHILE
(USS$ million)
2000 2001 2002 2003 2004 ()
Hardware 644.0 638.2 552.0 4915 496.6
Package Software 118.8 1238 127.7 134.2 142.9
Services 395.0 365.1 384.6 403.8 429.9
Total IT Investment ~ 1,158.0 1,127.1 1,064.3 1,029.5 1,069.5

Source: IDC Chile and CNC (September 2004).

Information technology investments in Chile are not growing vigorously however; and,
apart from package software, the figures have been trending down since 2000. IT investmentsin
Chile represented 1.65% of GDP in 2000, which was higher than in Argentina (1.25%) and Mexico
(1.00%), but lower than in Brazil (2.35%) and Colombia (1.79%) (IDC-Chile and CNC, July 2002).
In 2003 the figure for Chile was 1.4%, compared to 2.7% in Hungary, 2.6% in the Czech Republic,
and 2.1% in Japan.

2. Internet

According to I TU data, the number of the Internet usersin Chile grew strongly in the late
1990s, rising from 250,000 in 1998, to 625,000 in 1999 and 2,537,308 by 2000. Since then, the
number of users has continued to rise, reaching levels of 3,102,200 in 2001 and 3,575,000 in 2002.
The recent slower expansion is shown by the indicator on Internet users per 100 people, which
shot up from 4.16 in 1999 to 16.68 in 2000, before rising more slowly to 20.14 in 2001 and 23.75
in 2002.

While the growth rate of Internet subscribersis slowing down, dia-up Internet connections
are being replaced by dedicated lines such asADSL (Asymmetric Digital Subscriber Line), Cable
Modem and WLL (wireless local loop, or FWA (Fixed Wireless Access)). According to Subtel,
the share of dedicated connections grew from 0.5% in June 2000 to 27.8% in March 2003.

3. E-commerce

E-commerce is not well established among economic activities in Chile, although
transactions are growing rapidly. CCS (2003b) estimated that the total volume of e-commerce
(measurements for transactions carried out through digital media by traditional sectors such as
mining, manufacturing and construction) grew from US$ 341 million in 2000 to US$ 1,445 million
in 2001, and had reached US$ 2,329 million by 2002.
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The business to consumer (B2C) segment of e-commerce accounted for under 2% of total
e-commerce transactions or US$ 40 million in 2002, athough this was double the 2000 figure.
Theratio of B2C to total transactions was 0.2% and expected to remain at 0.5% in 2005.

The most promising e-commerce segment is business to business (B2B). Total B2B transaction
values were estimated at US$ 321 million in 2000, US$ 1,415 million in 2001 and US$ 2,288 million
in 2002. The share of B2B in total transactions amounted to 2.2% in 2002 and is projected to reach
7.0% by 2005. So-caled “e-marketplaces’ are starting to be widely used among firms, with an
estimated US$ 2,000 million e-transactions and over 20,000 suppliers offering their products through
the Internet. About 65% of the country’s e-marketplaces are vertical markets that focus on a specific
industry such as supermarkets, or the construction or mining sectors. The other driving force behind
B2B is ChileCompra, the government e-procurement system that is discussed below.

B. PENETRATION OF IT AND E-COMMERCE BY SMEs

Information on the computerization of Chilean firms can be gained from several sources. Among
the most representative are the report on the digital economy and newsletters published by CCS,
which provide readers with comprehensive data spanning several years. In a report announced by
the Government, a survey conducted by the Undersecretary for Economic Affairs (Subsecretaria
de Economia, 2002) provided a detailed description the situations of I T use for different firm sizes.

1. IT use by Chilean firms

According to CCS (2003b), Internet use by Chilean firms has been increasing. In 2000
and 2003, the proportion of firms with Internet connections grew from 42% to 69%, with website
ownership rising from 7% to 25%. These rates are expected to increase further in 2004.

Nonetheless, in 2003 only 11% of firms used the Internet as a sales platform, and 16% for
purchasing inputs and connecting with their providers, a situation likely to persist in 2004. The
most widely used applications were Internet banking (58%), procedures with government agencies
(53%), and tax declaration and payment (48%); |ess developed were sales to foreign markets (4%),
videoconference (4%) and e-learning (6%).

2. IT use by SMEs

IT dissemination and use varies according to firm size; Subsecretaria de Economia (2002)
provides comprehensive information on I T access and use by Chilean firms. One of the advantages of
the survey conducted in March-May 2002 is that the definition of SMES used is consistent with that
gpplied to other SME-rdated statistics by government agencies under the Ministry of Economic Affairs.

The survey classified firms based on net annual sales valued in terms of the inflation-
indexed currency unit Unidad de Fomento (UF). On 31 December 2003, one UF was worth 16,920
Chilean pesos (CH$) or about US$ 28 (1 UF = CH$16,350 or US$ 24 during the survey period).
The classifications are as follows:

- Microenterprise: under 2,400 UF (US$ 72,000)

- Small firm: from 2,401 UF to 25,000 UF (US$ 72,000 to US$ 750,000)

- Medium-sized firm; from 25,001 to 100,000 UF (US$ 750,000 to US$ 3 million)
- Large firms: over 100,000 UF (US$ 3 million)

In this survey, medium-sized firms were further divided into small-medium (25,001-
50,000 UF) and medium (50,000-100,000 UF). Survey respondents totalled 3,134 firms, including
2,584 SMEs (small: 1,136, small-medium: 805, medium: 643) but excluding microenterprises and
large firms. In the same period, the population consisted of 79,089 firms including 76,337 SMEs
(small: 66,295, small-medium: 6,476, medium: 3,566).
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Asshown intable 2, 62.7% of all SMEs are equipped with PCs and just 41.8% have Internet
access from their offices. Wide disparitiesin IT diffusion were noted especially among small and
small-medium firms. PCs are mainly used with basic software such as word processor and
spreadsheet programmes, and Internet applications such as browsers and e-mail, both of which
mainly help enhance personal productivity. On the other hand, 1Ts are not fully incorporated into
the firm’s organized activities. Management systems have been introduced by roughly 60% of the
large firms and 26.6% of the SMEs equipped with PCs.

The main activities conducted through the Internet were e-mail, contact with banks, and
contact with public services. Nonetheless, the main use of banking services by the SMEs did not
involve money transfers. Contacts with suppliers and customers, or e-commerce of some type, were
poorly exploited even by large firms. The main activities involved information exchange with
suppliers and customers. Even when firms introduced e-commerce, they made insignificant use of
it. Among the firms carrying out e-procurement, 52.5% of them purchased less than 5% of their
total inputs online, with an equivalent figure of 56.5% in case of online sales.

TABLE 2
ITACCESSAND USE BY CHILEAN FIRMS, 2002

Small-
Small medium Medium SMEs Large Tota

Penetration (% of total firms)

Fixed telephone 92.7 9.1 99.4 935 999 937
Fax 69.3 914 96.3 72.5 978 733
Computer 58.2 90.4 97.1 62.7 984 640
Internet 370 67.9 84.9 418 926 436
Dedicated line 157 294 445 645 199
Website 9.8 278 356 126 526 140
Reason for lack of Internet access (%)
Budget constraint 475 384 374 470 336 470
Lack of knowledge and capability 281 30.6 323 282 327 283
No interest 20.1 26.2 26.8 205 310 205
Other 43 48 35 43 26 43
Reasons for introducing the Internet (%)
Improvement of business 56.0 56.1 49.1 55.9 576 559
Improvement of internal management and productivity 19.9 220 30.1 20.1 193 201
Lower costs of connection 145 15.1 15.8 14.6 135 145
Other 9.6 6.9 5.0 94 9.6 9.4

Main activities carried out through the Internet (% of firms
connected to the Internet)

Contact with banks 65.7 78.6 79.2 64.0 845 69.7
Contact with public services 63.9 74.0 72.6 61.6 797 669
Contact with suppliers 275 354 35.0 318 427 302
Contact with clients 328 376 40.8 273 460 349

Main e-commerce activitieswith suppliers (% of firmsengaging
in Internet transactionswith their suppliers)

Inform on prices and offers 63.1 63.2 50.2 61.7 60.7 617
Quotes for inputs and services 52.5 58.4 59.8 55.2 66.6  55.2
Purchase of inputs and/or services 25.7 325 34.3 278 305 278
Information on order status 12.2 149 154 13.0 145 130

Main e-commer ce activitieswith customers (%total firms
engaging in Internet transactionswith their customers)

Send/receive information 733 78.3 71.6 745 76 747
Send quotes for their products and/or services 441 58.2 56.9 47.7 518 481
Exhibit catalog of products 33.7 45.8 319 354 490 367
Sell products and/or services 17.7 20.0 20.3 184 179 183

Source: Subsecretaria de Economia (2002).

192



ECLAC —Project documents ~ Information Technology for Development of Small and Medium-sized Exportersin Latin Americaand East Asia

lll. SME development in the IT revolution

A. OVERVIEW OF THE RELATIVE IMPORTANCE OF SMEs
IN THE ECONOMY AT LARGE

The definition of SMEs in Chile is poorly standardized even among government bodies. There
are two important sources of data on SMEs, one being the Ministry of Economic Affairs and
affiliated organizations such as CORFO. As mentioned above, these ingtitutions classify Chilean
firms on the basis of their net annual sales valued in UF. The other source is the National
Socioeconomic Survey (CASEN) conducted by the Ministry of Planning and Cooperation
(MIDEPLAN), which classifies firms by the number of people they employ.

1. The recent condition of SMEs

According to the Microenterprise and Small Business Devel opment Committee (hereinafter
the SME Committee Report, 2003), there were roughly 1,200,000 firms in existence in 2001. Of
these, 652,445, or 54% were in the formal sector. Over 95% of formal firms are SMEsiif they are
classified by net sales. Microenterprises accounted for 82% of all formal firms while 15% were
small enterprises; the shares of medium-sized and large firms were just 2.1% and 0.99%
respectively.

The sectorsin which SMEs have relatively greater presence are agriculture, manufacturing,
commerce, and transport. About 70% of microenterprises and 60% of small firms belonged to these
four sectors (SME Committee Report, 2003). CORFO (2000) provides more detailed information
on SME market shares by sector. In 1997, 40% of microenterprises and small firms were operating
in the commerce sector. The second largest sector was agriculture (12.2%), followed by transport
(8.0%), personal and household services (7.2%), manufacturing (7.1%), and technical and
professional services (5.5%).

SMEs make a major contribution to job creation. Figures published by the 2000 CASEN
survey show that over 60% of employees work in firms employing under 50 people.

2. SME Exports

2.1. Current situation

According to CCS figures, the total number of exporters was 6,409 in 2003, and the number
had grown by 336 firms or 5.5% by 2002. Half of all exporters were microenterprises, while 2,919
small and medium-sized exporters accounted for 46% of the total.

The total value of exports grew by 16% to reach alevel of US$ 20.14 billion. While only
240 large firms shipped abroad, they accounted for 84% of the country’s total exports. Large firms
benefited from the rise in the copper price. In 2003, exports by large firms grew by 18.4%, whereas
the corresponding rates among microenterprises, and small and medium-sized firms were 4.8%,
5.5%, and 1.5% respectively.

Although SMEs accounted for roughly 15% of total export value in 2003, the proportion
would be approximately 30% if the mining sector is excluded. This is because the mining export
account for over 50% of Chile's exports and is dominated by large enterprises.

The composition of exported products differed between large firms and other smaller
enterprises. Manufactured products take a larger share among smaller firms, Exports by large firms
were divided into mineral products, which accounted for over half of total export value, and
manufactured products. In the case of SMES, the leading export products were manufactured goods
(76% of the total), followed by agricultural products (22%). About 90% of microenterprise exports
consisted of manufactured products.
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The main products exported by SMEs were in sectors relating to agriculture, fruit growing,
livestock, forestry, and fishing. These accounted for about 22% of total exports in 2003. In the
first quarter of 2004, fresh fruits, such as grapes, along with wines were the main SME export
products.

The leading markets for microenterprises and SMEs are in the Americas. Exports are more
diversified among larger enterprises. The Asian market is not very important for microenterprises
and SMEs, with only 5% of microenterprise and 12% of SME exports being sent to that continent
in 2003.

TABLE 3
EXPORT PRODUCTSBY FIRM SIZE IN 2003

Micro Small Medium Large

Number of Exportersand Export Value

Ne° of firms 3,250 2,136 783 240
(% of total) (50.7) (333 (12.2) 3.7)
Exports (US$ million) 42 609 2,513 16,977
(% of total) 0.2 3.0 (125 (843
Export by Products
Mining 0.8% 1.9% 51%
Agriculture, forestry and livestock 1% 22% 6%
Manufacturing 88% 76% 43%
Destination by Regions
Latin America 58% 34% 16%
North America 19% 25% 18%
Europe 15% 23% 26%
Asia 5% 12% 36%
Rest of the World 4% 6% 4%

Source: CCS, 1 March 2004.

2.2. The weakness of Chilean SMEs

The export performance of SMEs will depend not only on the market conditions for their
products but also on the capabilities of the SMEs themselves. The CCS study “Diagnostic study
of SME Management in 2003” found that the weakest areas among Chilean SMEs were quality
management, information management, and marketing and sales (CCS, 17 November 2003). In
other words, SME management concentrated on supply-side aspects rather than their customers,
although they also had problems that are common to SM Es throughout the world, such as financing
and human resources. In the production and operations field, planning and inventory management
were the areas needing most urgent solution. In the funding domain, SMEs lacked abilities in
financial management and cost analysis. In short, the weaknesses identified in Chilean SMEs are
closely related to financial, technological and cultura contexts, and those to which large firms
apply IT tools and solutions effectively.

The recent export growth, from which large firms are benefiting more than SMEs, is
revealing a physical distribution bottleneck for the Chilean export-led economy. The growth in
exports from Chile causes a shortage of space on ships and containers for exporters. The consequent
increase in transport costs lowered the relative burden of customs duties for exporters, athough
Chilean exports have been driven by FTAs. In 2003, the average tariff cost was estimated at under
3%, while transport costs were equivalent to 7.5% and expected to rise to about 9% in 2004. The
conseguent increase in transport costs seriously harms small-and medium-sized exporters (SMEXS),
which do not export their products regularly in high volumes and therefore cannot benefit from
long-term contracts with shipping companies. Although transport costs represented 8.0% of export
value (US$ 37/ton) for large firms, the equivalent figure was 11.4% (US$ 90/ton) for SMEs and
11.1% (US$ 150/ton) for microenterprises (CCS, 25 March 2004, 17 May 2004).
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B. CASE STUDIES ON THE USE OF E-COMMERCE AND SUPPLY
CHAIN MANAGEMENT (SCM) IN SELECTED INDUSTRIES

1. Background to the policy issue in Chile

Information technol ogies can benefit SMEs through: (i) effective use of IT applicationsin
their businesses, including administration, product management and collaboration with other firms;
and (ii) the development of new IT-related businesses such as hardware manufacture, software
development, R& D and other services.

Chile recognizes a major opportunity to develop the IT sector. Its political, economic and
social stability, together with an abundant, well-educated and skilled labour force, and well-
established I T infrastructure compared to other Latin American countries, provide better conditions
for promoting the IT-related sector. The current weakness in the IT sector makes the software
development business a medium-to-long-term policy issue for Chile.

On the other hand, the existing industrial organization is based on the country’s comparative
advantage in natural resources and environmental conditions. The most pressing policy issue isto
maintain and strengthen the international competitiveness of existing export sectors in an ever-
changing economic environment and competitive conditions on the world market, and Chile's active
free trade policy. Information technologies are seen as tools to increase efficiency in existing
industries and to enhance the value added of products and services.

From this perspective, one of the best scenarios for IT development in Chile involves
creating complementary relations between IT sector development and efforts to improve the
competitiveness of existing sectors, by implementing I T applications developed by indigenous I T
enterprises.

2. Case 1: Development of food safety systems

2.1.  The need for food safety management

Thefood industry is Chile' s leading export industry after mining. According to the statistics
on products exported by Chile published by the Chilean Industry Federation (SOFOFA), copper
(produced by large firms) accounted for 36% of total exportsin 2003. Other representative export
products include fruit and other agricultural, forestry, and livestock products, along with salmon
and other fishery and processed marine food products. The non-copper export sectors are also
growing strongly. The value of non-copper exports grew by 17.5% between 2000 and 2003, whereas
copper exports expanded by just 2.6% during the same period.

Despite high expectations of strong export growth, these sectors have been forced to
restructure their management and improve product quality, especially food-safety management, in
order to develop their main markets in Europe and North America. The following changes in the
market environment are encouraging Chilean firms to introduce management innovations:

* Demandsfor food safety from consumers

The outbreak of Bovine Spongiform Encephalopathy (BSE), aso known as “Mad Cow
Disease,” has drastically affected consumer confidence in overall food safety. Increasing numbers
of consumers in developed countries are demanding safer foods and detailed information on the
safety of the foods they purchase, specifying items such as place of origin, producer, ingredients
and so forth. In order to meet these demands, al firms participating in food supply chains have to
control their production and distribution processes in line with a variety of food hygiene and
environmental standards; and they are required to record and share information certifying their
compliance with the required standards.
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* Regulations established in export markets

In addition to the demand for food safety from consumers, the increasing terrorism threat
resulted in exporters to the United States having to submit detailed information to the United States
Government before their products could enter the country. The Bioterrorism Act of 2002 requires
domestic and foreign facilities that manufacture/process, pack, or store food for human or animal
consumption in the United States to register with the Food and Drug Administration (FDA)
encouraging electronic registration.

In case of the European Union, food and animal feed imported for salein the single market
has to comply with the requirements of the General Food Law (CE/178/2002). This contains general
provisions on “traceability,” which is defined in 1SO 8402 as the “ability to trace the history,
application or location of an entity by means of recorded identifications.”

* FreeTradeAgreementswith the United States and the European Union

The Chile-U.S. and Chile-EU FTAs have already entered into force. These agreements
opened the world's two largest markets to Chile, although itsindustries have to compete with large
firms from devel oped countries under equal conditions. Chilean firms are being forced to prepare
for competition with the firms in the devel oped countries.

2.2.  Food-safety management and traceability system

In order to meet a broad range of food products requirements, well-organized control
systems and monitoring by third-party organizations are essentia. In practice, there are initiatives
and standards to respond to consumers concerns on food safety, animal welfare, environmental
protection and worker health, safety and welfare. Food-related standards and regulations are being
harmonized at the Codex Alimentarius Commission —the international food standard-setting
organization created by the United Nations Food and Agriculture Organization (FAO) and the World
Health Organization (WHO).

Standards prevailing in the United States and European Union influence the behaviour of
exporting countries. In the United States, Good Agricultural Practice (GAP) and Good
Manufacturing Practice (GMP) set voluntary minimum standards to maintain hygiene both in
farming and in packing and storage processes. The former covers production practices including
growing, harvesting, handling, and transportation, while GMP primarily addresses harvesting and
transportation, but also includes aspects of manufacturing such as processing and packaging.

The Hazard Analysis and Critical Control Point (HACCP) established by the United States
Food and Drug Administration (FDA) is a means of assuring food safety from harvest through to
consumption and aims to preempt problems. In order to accomplish this goal HACCP invokes the
following seven principles: (1) Hazard analysis (HA); (2) Identify critical control points (CCP);
(3) Establish preventive measures with critical limits for each control point; (4) Establish procedures
to monitor the critical control points; (5) Establish corrective actions to be taken when monitoring
shows that a critical limit has not been met; (6) Establish procedures to verify that the system is
working properly; (7) Establish effective record-keeping to document the HACCP system. The
scope of HACCP is expanding to various food industries such as low-acid canned food, seafood,
juice, and the