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FOREWORD 

This report has been prepared by a team that visited the State of Sinaloa, Mexico, from the 11 to 
the 17 October, 2004.  The team members and co-authors were:  Howard Frederick, Professor of 
Innovation and Entrepreneurship at Unitec New Zealand;  Dr.Gene Luczkiw, Director of The Institute 
for Enterprise Education in Canada;  Lauren Moser, a Director at Shorebank Advisory Services;  
Alistair Nolan (OECD staff member and team leader);  and Dr.Gary Woller, Associate Professor, 
Romney Institute of Public Management, Brigham Young University.  Thanks are also expressed to 
Erwin Medina, of CODESIN, and Renato Sandoval (PhD candidate) for the drafting of Chapter 2. 

The collaboration with the Sinaloan counterparts was outstanding, involving continuous 
interaction with the managers of all the State’s major entrepreneurship support programmes, the Sub 
secretary for Economic Development, the leadership of the Council for the Economic Development of 
Sinaloa and leading figures from the business community.  The team wishes to express its gratitude to 
all of the Sinaloan hosts. 
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CHAPTER 1:  INTRODUCTION 

The Local Entrepreneurship Review series 

During the last 20 years, the work of the OECD LEED Programme has shown that local and 
regional governments and their partners have an important contribution to make in the provision of a 
healthy local environment for entrepreneurship, complementing initiatives taken at the national level.  
Appropriate local policies can often help to overcome market failures (in areas such as finance, 
information and networking), and government failures (in areas such as the teaching of entrepreneurial 
skills and the regulatory climate).  Local and regional governments have become increasingly active in 
their support to entrepreneurship in recent years, but there are many differences in their approaches 
and it is still relatively rare to find genuinely comprehensive and integrated local policies.  There is 
therefore a real opportunity for cities and regions to learn from the successes and failures of other 
areas and to stand back and reflect on their overall options, needs and priorities.  An international 
perspective would enable local policymakers to get the most out of this process by facilitating 
comparisons with a wider range of approaches than is usually possible and by identifying options that 
otherwise would not be identified. 

The Local Reviews of Entrepreneurship have been designed as a tool for such international 
exchange on local entrepreneurship strategies in OECD Member and non-Member countries.  They 
aim to strengthen local entrepreneurship policies by examining approaches to entrepreneurship 
promotion in selected case study cities, regions and other localities and making recommendations for 
those case study areas and for the development of local entrepreneurship policies more generally.  The 
focus will be on bringing to light: 

•  New local approaches that could better exploit opportunities or overcome barriers to 
entrepreneurship. 

•  Methods to improve the effectiveness and efficiency of existing local policies and 
programmes. 

•  Methods to improve the co-ordination of entrepreneurship instruments across different 
programmes and players and to build more genuinely comprehensive and integrated policies. 

The assessments and recommendations will be founded on a distinctive and robust process of 
OECD peer review, which will bring to bear the knowledge and expertise of the government delegates 
to the LEED Directing Committee as well as the economic development agencies belonging to its 
consultative body the LEED Partners Club (including the Forum on Cities and Regions, the Forum on 
Entrepreneurship and the Forum on Social Innovations). 

International experts, LEED delegates, policy staff from LEED Partner organisations and the 
OECD’s international secretariat participate in the review teams, working in close collaboration with 
local organisations in case study areas.  In addition, the LEED Directing Committee comments on and 
authorises the findings and recommendations in each review and the LEED Partners Club and Forums 
are formally consulted. 
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The Local Entrepreneurship Reviews are intended to complement LEED’s ongoing work on the 
individual instruments of entrepreneurship policy by covering in a more integrated fashion the full 
range of entrepreneurship issues traditionally examined by LEED.  During the period 2002-2005 it is 
planned to undertake six Local Entrepreneurship Reviews, each in a different country.  Once the six 
reviews have been completed, a synthesis publication will be prepared, pulling together and 
comparing the findings of the different case studies and drawing overall messages for policy 
development.  The first review to be undertaken took place in Trentino, Italy.  The second review 
considered the region of the West Midlands, in the United Kingdom.  This review, covering the State 
of Sinaloa, Mexico, is the third in the series. 

The reviews have three central aims: 

•  To assess the overall entrepreneurial climate in case study cities, regions and localities and 
the opportunities and barriers to entrepreneurship. 

•  To assess the strengths and weaknesses of existing local policies, programmes, institutional 
structures, co-ordination mechanisms and implementation arrangements, referring to 
common assessment guidelines and evidence on policy practices and innovations elsewhere. 

•  To make recommendations on how to improve entrepreneurship policies and programmes in 
case study areas and identify lessons for other areas. 

The Local Entrepreneurship Reviews employ a common basic analytical framework for assessing 
entrepreneurship policies in order to facilitate comparability between cases and to place analyses 
within a wider theoretical context.  This basic analytical framework results from the substantial work 
on entrepreneurship and job creation that has been undertaken by the LEED Programme over many 
years, as synthesised for example in the OECD (1998) and OECD (2003).  The Local 
Entrepreneurship Reviews examine policy at local and regional level relevant to framework 
conditions, cultural and attitudinal factors and government programmes.  Box 2 illustrates the key 
issues to be explored in relation to each of these three sets of issues. 
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Box 1. Issues examined in Local Entrepreneurship Reviews 

Local entrepreneurial 
culture 

Attitudes to employment and enterprise 

 Existence of role models of entrepreneurial behaviour 
 Entrepreneurship skills 

Relevant framework 
conditions 

Functioning of capital markets 

 Functioning of labour markets 
 Institutions and regulation  
 Infrastructure 

Government 
programmes 

Influencing attitudes and motivation 

 Advice and information 
 Education (entrepreneurship skills) 
 Training (business planning, financial management, 

etc.) 
 Incubators 
 Access to finance (loans, grants, prizes, signposting, 

etc.) 
 Sites and premises provision  
 Sales and export assistance, including electronic 

commerce 
 Counselling, mentoring and peer support groups 
 Networks, clusters and strategic alliance programmes 
 Support for innovation 
 Regulatory and tax climate (including special zones) 

 
The assessment of local policies and programmes build on this analysis of the local environment.  

Clearly policies will be most effective where they address significant barriers or opportunities in the 
local environment for entrepreneurship.  Policies are to be assessed in terms of the degree to which 
they support an improvement in the local entrepreneurship environment.  In particular, existing 
policies are assessed in terms of the extent to which they address important weaknesses in the local 
entrepreneurship environment and whether they are more effective than alternative policies in 
addressing these weaknesses. 

Assessments will be based upon the collection and use of local evaluation reports, data and 
documentation, on qualitative information obtained from local interviews and from comparison with 
practices and evaluations from other countries.  The emphasis is on examining the main strengths and 
weaknesses of the entire policy framework rather than attempting detailed evaluations of individual 
programmes.  The review team will focus in particular on how far local programmes relate to needs, 
whether there may be better approaches, whether there are gaps, duplications or conflicts in the policy 
framework and whether there may be better ways of implementing programmes.  There will also be a 
focus on the quality of the local institutional framework. 

The reviews aim to examine a broad concept of entrepreneurship.  They will cover all the 
entrepreneurship lifecycle changes, namely how to provide individuals with the motivation, skills and 
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opportunities to start businesses, how to facilitate entry to self-employment and enterprise start-up and 
how to support the competitiveness, growth and survival of mature small and medium-sized 
enterprises.  The reviews will be concerned both with commercial enterprises and with community or 
social enterprises which have non-profit objectives. 

Methodology for the Local Entrepreneurship Review series 

The Local Entrepreneurship Reviews are carried out through peer review by an international 
review team comprised of practitioners and academics in the LEED network:  LEED Directing 
Committee delegates, policy staff from LEED Partner organisations (including members of the 
Forums of Cities and Regions, Entrepreneurship and Social Innovation) and OECD Secretariat staff.  
The review team is in effect a mechanism for making comparisons of local experiences with evidence 
on practices in other countries. 

The review team commences work by examining a local diagnostic report prepared by the 
sponsoring organisations or a local consultant, following common guidelines supplied by the OECD.  
This diagnostic report provides the panel with basic information on entrepreneurship rates and 
economic activity, perceived barriers and opportunities to entrepreneurship, entrepreneurship policies 
and programmes operated locally and their perceived impacts and policy options already under 
consideration locally.  The diagnostic report will also be used to help identify the main issues that need 
to be explored in depth in the review, providing guidance on how to tailor the review to local 
conditions and concerns.  The diagnostic reports focus on five main areas:  (i) basic information;  
(ii) measures of entrepreneurship performance;  (iii) audit of the barriers and opportunities in the local 
environment for entrepreneurship;  (iv) assessment of existing local programmes;  and (v) review of 
policy options.  Local organisations are also asked to provide as much documentation as possible on 
policies operated locally and their impacts, including available evaluation reports. 

The team then undertakes a one-week mission to the case study area to meet with policy makers 
and view projects and discuss key issues identified in the local diagnostic report.  Following the 
mission, a full report is prepared by the review team based on the information obtained during the 
mission and comparisons with policy approaches and good practices elsewhere.  The report contains 
the team’s assessment of the issues, their policy recommendations and their views on best practice 
lessons, including model initiatives in the case study area that could be transferred elsewhere.  The 
team’s knowledge, expertise and access to information permit the comparison of local 
entrepreneurship policies and programmes with international experience on successful approaches and 
pitfalls to avoid. 

A meeting is then held with local organisations to discuss a draft of the report.  The aim of this 
meeting is to ensure that the recommendations are fully feasible in the local area and to collect 
supplementary information to further refine the report and conclusions.  The final report is validated 
and revised through a formal process of consultation with the LEED Directing Committee and LEED 
Partners (including the presidents and members of the three Forums). 

The importance of entrepreneurship for local development 

Increasing rates of enterprise creation is now an almost universal concern for local authorities as 
well as for central governments wishing to accelerate development in disadvantaged localities.  
Fostering entrepreneurship, as a means to raising incomes and generating jobs, is one of the two main 
instruments of economic development policy -- along with investment attraction -- available to sub 
national governments.  As discussed in OECD (2003) there are four main channels through which 
entrepreneurship impacts on local economies: 
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•  Employment and incomes growth.  The investments made in establishing and enlarging new 
firms create jobs for owner-managers and employees, with income multiplier effects for the 
surrounding community. 

•  Increases in tax revenue.  Growth in the tax base can stem from increases in personal 
incomes, corporate profits, consumption, property values and payroll payments, although in 
many fiscal jurisdictions growth in various sources of tax revenue will accrue to central and 
regional levels of government rather than local authorities. 

•  Improved service provision and local income retention.  The creation of new firms can 
enhance the provision of local services such as retail facilities.  This can help to retain 
incomes in the locality and make a locality a more attracting place. 

•  Demonstration and motivational effects.  The birth of new companies might influence 
peoples’ motivation to set up their own businesses, through the provision of role models. 

Evidence suggests that fast-growing regions tend to have high rates of enterprise formation.  
Growth in local economies also appears to be positively associated with the rate of enterprise births. 

What factors influence regional entrepreneurship vitality? 

Rates of enterprise creation differ markedly across regions within OECD Member countries.  
Some regions have annual firm birth rates two to six times higher than others (Reynolds et al, 1994).  
Significant influences on enterprise creation can vary from one region to another, and have been 
shown to include the following: 

1. Demographics, as more densely populated areas, regions with young populations and urban  
areas tend to start more firms; 

2. Unemployment, which for different reasons can both encourage and diminish rates of 
company creation; 

3. Wealth, with more affluent areas expected to have high rates of enterprise creation owing to 
higher levels of demand and a greater availability of capital; 

4. Educational and occupational characteristics of the workforce.  For example, there is a 
positive link between the proportion of managers in the workforce and the level of firm 
creation; 

5. The prevalence of small firms, it being argued that employees in small businesses will aspire 
to own other small businesses; 

6. The extent of owner-occupied housing, given that property is an important source of 
collateral for the financing of enterprise start-up (and development);  and 

7. Infrastructure endowment, which is positively associated with investment demand. 

While impossible to fully capture in quantitative terms, a region’s history might play a role, 
particularly if imitation is instrumental in the spread of entrepreneurship. 
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OECD (1998) discusses factors that explain differences in levels of entrepreneurship activity.  
Three factors appear critical to fostering entrepreneurship at national and regional level: 

1. Conducive framework conditions.  Achieving proper framework conditions -- the institutional 
arrangements and macroeconomic environment within which economic activity takes place -- 
should be the foundation of policy. 

2. Supportive cultural attitudes.  While cultural attitudes are formed through complex processes 
that are not yet fully understood, cultural factors may affect entrepreneurship in a number of 
ways.  The role of education in creating positive attitudes towards entrepreneurship merits 
further research. 

3. Well-designed government programmes.  Government programmes, if well-designed, can 
also promote entrepreneurship.  Many OECD countries operate a wide range of programmes 
designed to assist business creation and development. 

While responsibility for creating these conditions is often within the remit of national 
governments, the latter two conditions are amenable to influence by regional and local policies.  
Indeed, a wide range of local policies and programmes can stimulate entrepreneurship at the regional 
level.  These include initiatives in the area of finance (e.g. mutual credit guarantee associations, loan 
guarantees, venture capital funds, and business angel networks), advice and information services 
(including one-stop shops), business incubators and science parks, the promotion of business 
networks, and skills and training programmes for entrepreneurs. 

A broad range of actors is often involved in activities that promote entrepreneurship at the sub 
national level.  These include regional and local governments, the private sector, the non-profit sector 
and partnership programmes.  With such a broad range of players and programmes, what is often 
problematic is not a lack of available instruments, but rather the fact that local programmes have 
tended to develop in an uncoordinated manner.  As a result, it is often the case that there are not clear 
linkages between the different programmes, and there is no strategic overview of where services are 
either lacking or being duplicated.  One of the conclusions of recent OECD work on the local 
dimension of entrepreneurship is therefore that cities and regions should examine how they can pull 
existing and new initiatives together into a more coherent strategy for entrepreneurship.  These 
strategies should address not only traditional issues, such as access to finance, but should also consider 
whether other policies and programmes at regional level can improve aspects of the framework 
conditions and/or the attitudes that influence the level of entrepreneurship.  As noted in OECD (2001), 
the Entrepreneurship Action Plan of the Welsh Development Agency in the United Kingdom is a good 
model of a comprehensive entrepreneurship strategy that includes three main strands:  (i) developing 
an enterprise culture; (ii) creating more start-up businesses and more businesses with growth potential;  
and (iii) increasing the number and proportion of indigenous businesses that grow to their full 
potential. 

General recommendations for local entrepreneurship policy 

OECD (2003) details general policy recommendations for local levels of government pursuing 
entrepreneurship promotion.  These are summarised below.  Subsequent chapters in this report will 
discuss the extent to which these recommendations are relevant in the specific context of Sinaloa. 
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Box 2. General entrepreneurship policy recommendations for local governments 

Strategy 

•  Make the strategic and policy goals of enterprise support explicit. 

•  Do not view the promotion of micro-enterprise as a solution to social exclusion for large 
numbers of individuals. 

•  Adopt a commercial approach to service provision. 

•  Promote public awareness of entrepreneurship using a variety of media. 

•  Ensure that micro-enterprises are given proper attention in the system of enterprise support. 

•  Identify and redress benefit traps that can discourage enterprise. 

•  Facilitate access to training as a means of enhancing enterprise performance, job creation and 
survival. 

•  Encourage small-firm usage of the Internet by taking government on-line and promoting ICT 
awareness. 

•  Expect limited short-term employment creation from entrepreneurship promotion, but 
examine measures to enhance local employment impacts. 

•  Seek to ensure the availability of business premises offering affordable and flexible rents. 

•  Make local regulations current and minimize their burden on enterprise. 

Finance 

•  Work with local banks and other financial intermediaries to facilitate access to finance for 
entrepreneurs. 

•  Consider the promotion of mutual credit guarantee associations. 

•  Encourage equity investment through education and information, and support networks of 
business angels. 

Programme design 

•  Consider incorporating new objectives into existing institutions, rather than creating new 
organisations. 

•  Ensure flexibility in the operation of self-employment support programmes. 

•  Design self-employment and micro-enterprise support programmes such that budgets and 
capacities can be expanded during economic downturns. 
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•  Aim for visible points of referral to professional advisors, as comprehensive programme 
outreach by public bodies is costly and unnecessary. 

•  Ensure access to high-quality pre-start advisory services. 

•  Carefully select monitoring and performance measures as these shape programme outcomes 
in diverse and important ways. 

•  Systematically evaluate programmes and policies and ensure that evaluation findings inform 
policy. 

•  To help counter displacement effects ensure a strong marketing component in assistance 
programmes and consider restricting the terms of business support. 

•  Encourage the creation of team-based firms. 

•  Examine where the public sector can play a catalytic role in establishing private-sector-led 
networks. 

•  Implement broad campaigns to introduce the networking concept to businesses. 

•  Expect to provide some financial support in feasibility work, start-up activities and the costs 
of network brokerage. 

•  Work with realistic time-frames. 

•  Ensure the presence of experienced network brokers. 

Source : OECD (2003). 

Report structure 

The remainder of the report is structured as follows: 

•  Chapter 2 The economic and social context in Sinaloa 

•  Chapter 3 Entrepreneurship policies in Sinaloa 

•  Chapter 4 Audit of the local entrepreneurship environment 

•  Chapter 5 Policy recommendations 

•  Chapter 6 Conclusions 

•  References 

•  Annex A. Case studies of international programmes that could be adapted in Sinaloa 

•  Entrepreneurship Education 
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•  Best Practice in the Development of Business Services 

•  Financial Sector Support Programmes in the United States 

•  Innovation:  Lessons for Sinaloa from New Zealand 

Annex B. A case study of a model initiative in Sinaloa 
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CHAPTER 2:   ECONOMIC AND SOCIAL BACKGROUND OF SINALOA1 

Geography 

The State of Sinaloa has an area of 58,092 square kilometres with 656 kilometres of coastline.  It 
covers 2.9% of the national territory and is divided into 18 municipalities.  The State is located in the 
north-east of Mexico between the mountains of the western Sierra Madre and the Pacific Ocean. 

Population 

According to the 12th General Population and Housing Census 2000, Sinaloa has a population of 
2,536,844 inhabitants, making 2.6% of the country’s population.  Men make up 49.8% of the total 
population and the remainder women.  The state’s population is young, with a median age of 22 years.  
In the decade 1990-2000, the number of inhabitants rose by 15.1%, i.e. 1.2% annually, lower than the 
national rate of 2 per cent.  If the present rate of growth is maintained, the state’s resident population 
will double in approximately 49 years.  The municipalities with the largest number of inhabitants are 
Culiacán (745,537), Mazatlán (380,509) and Ahome (359,156), thus 58% of the population of the state 
is concentrated in these three municipalities. 

Migration 

An analysis of migration in relation to place of birth, based on the 12th General Population and 
Housing Census 2000, shows that 87.1% of the population living in the State of Sinaloa is native to 
that state, while 12% were born in another area of the country and a small proportion, 0.3%, were born 
outside the country.  Comparing the figures for the state and the country as a whole, Sinaloa has a 
higher percentage of native population, since 87 out of every 100 residents are Sinaloans, while at 
national level 79.7 per cent of the population live in their state of birth.  Of the native population 
emigrating from Sinaloa within the country, just over 60% move to the states of Baja California and 
Sonora.  As regards international emigration from Sinaloa, the destination of 97% was the United 
States of America, while the immigrant population comes primarily from three Mexican states:  
Durango, Guerrero and Sonora. 

Labour Market 

According to the National Institute of Statistics, Geography and Information Technology 
(INEGI), the pattern of labour in Sinaloa from 1998 to the first quarter of 2004 is as follows.  Out of 
the total population of the state, 46.7% make up the economically active population (EAP), and of 
these, 98.1%, i.e. 1,1999,826 workers are engaged in some kind of activity.  Thus 29.3% of workers 
are employed in primary activities such as agriculture, livestock, forestry, hunting and fishing, 14.6% 
in industrial activities and 55.7% in the tertiary sector.  It is worth mentioning that the population 
employed in large enterprises has increased by 28% and that employed in micro-businesses by 13 per 
cent.  It should be noted that the number of public sector employees fell over the period by just over 3 
per cent.  The unemployment rate in Sinaloa during the period remained fairly low at 1.7% on average. 
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Education system 

According to the Ministry of Public Education, in the year 2002-2003, the state had 783,967 
students at the various levels of education, broken down as follows:  76.8% in basic education  (pre-
school, primary and secondary);  14.2% in higher secondary, technical vocational and baccalaureate;  
and 9.1% in higher education (teaching diploma, university and technical degree and post-graduate).  
It should be emphasised that Sinaloa has a high level of scholarity (7.6 grades) slightly above the 
national average (7.3 grades).  In the State of Sinaloa, 92% of the population over the age of 15 years 
is literate, i.e. can read and write.  Sinaloa has 53 higher education establishments in academic and 
non-academic subjects, of which 7 are public universities and 32 private, 3 institutes of technology, 
and 11 teacher training colleges (10 public and 1 private).  The school-abandonment index for the state 
at the baccalaureate level (14.7) and technical vocational (16.9) is lower than the national, which 
means more efficient completion. 

Socio-demographic characteristics 

Table 1 below provides basic comparative information both for the State of Sinaloa and Mexico 
in 2002 for variables such as per capita GDP, sectoral specialisation, population density, 
unemployment rate and activity rate.  From an analyse table one, it can be seen that there are some 
differences in the pattern of employment:  for example, in the primary sectors, the employed 
population in Sinaloa is greater than the national, while the converse is true in industry since the 
country as a whole has more people employed than the state, while in services, both have a similar 
employed population.  Per capita GDP is greater at national than state level, the unemployment rate in 
both is low, but the activity rate is higher in Sinaloa than the country as a whole.  The number of 
inhabitants per square kilometre, i.e. the population density, is slightly lower in Sinaloa than in 
Mexico generally as is the dependency rate.  It should be noted that the population living in rural areas 
is high both in Sinaloa and the country as a whole. 



 

 16

Table 1. Economic and demographic comparison 2002 

Variable Sinaloa Mexico 

GDP per capita (market prices, US Dollars)  4,309 5,863 

Unemployment rate (%) 1.0 1.8 

Labour activity rate (labour force/population) 44.4 40.2 

Employment by sector of activity: 
Primary (%) 

(Agriculture, livestock, forestry, hunting and fishing) 
Industrial (%) 
Services (%) 

 
27.1 

 
17.5 
54.6 

 
18.2 

 
24.8 
56.6 

Population density (inhabitants/km²) 44 50 

Population living in rural areas (%) 32.6 25.4 

Dependency rate 
(population not of working age/population of working age) 

 
0.63 

 
0.64 

SOURCE:  National Institute of Statistics, Geography and Information Technology (INEGI) 

Economic structure 

In 2002, Sinaloa’s GDP was some 11 billion dollars, of which  primary activities (22.1%), 
commerce, restaurants and hotels  (19.7%), and community, social and personal services (20.3%) 
make up just over 60% of the total (see Table 2). 

 
Table 2. Gross Domestic Product by branch of economic activity, 2002 

Branch (%) 

Agriculture and livestock, forestry and fishing (primary sector) 22.1 

Mining 0.4 

Manufacturing industry 7.2 

Construction 2.5 

Electricity, gas and water 2.0 

Commerce, restaurants and hotels 19.7 

Transport, storage and communications 11.8 

Financial services, insurance, real estate and leasing 17.1 

Community, social and personal services 20.3 

Imputed banking services -3.4 

SOURCE:  National Institute of Statistics, Geography and Information Technology (INEGI) 
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From 1998 to 2002, Sinaloa’s GDP grew by an annual average of 2.4% compared with the 
national average of 3.2%.  One of the higher growth areas in the state was financial services, 
insurance, real estate and leasing which rose from 14.9% of GDP in 19987 to 17.1% in 2002.  For 
Sinaloa, the primary sector is of paramount importance since it accounts for about one fifth of GDP 
and a quarter of the active population. 

Enterprise sector 

Enterprise and business activities in Sinaloa have grown considerably in the last 5 years.  The 
number of registered businesses rose from 28,710 in 1998 to 31,609 midway through 2004, an 
increase of 10% or 2,899 new businesses.  The 31,609 enterprises provide employment for just over 
330,000 workers.  The business environment is changing for the better in the major cities of the state, 
since one of the largest banks in Mexico, Banamex, considered the state capital, Culiacán, to be one of 
the country’s most dynamic cities in the last few years.  The classification and structure of enterprises 
is as follows: 

 
 Size of enterprises in Sinaloa. 

 
•  Micro-enterprises with 1-15 employees make up 90.2% of the total. 

 
•  Small enterprises with 16-100 employees make up 8.5% of the total. 

 
•  Medium-sized enterprises with 101-250 employees make up 0.8% of the total. 

 
•  Large enterprises with 251 employees and over make up 0.4% of the total. 

 
Of these enterprises, 8.6% are found in primary activities such as agriculture, livestock, forestry 

hunting and fishing;  21.6% in industrial activities such as mining, transformation, construction, 
electricity, drinking water supply;  29.3% in commerce;  and 40.5% in service activities such as 
transport and communications, business, personal and household services, and social and community 
services. 

Economic trends 

Traditionally, the state has tended towards primary activities such as agriculture, livestock, 
forestry hunting and fishing, with some degree of industrialisation.  However, just under ten years ago, 
with the aim of stimulating economic growth in the state and exploiting its economic potential, it was 
decided to promote key sectors in which Sinaloa could stand out such as the food industry, textiles, 
manufacturing, cinema, tourism, information technology (software development) and commerce. 

Furthermore, due to the importance of the primary sector not only at state but also at national 
level, several agro-industrial branches were identified as potential drivers of economic development 
generating added value to primary products.  Agro-industrial branches such as the sugar industry, fruit, 
brushes, meat, dairy products, sauces became an option that could enhance the profitability of the 
Sinaloan countryside.  Sinaloa is also the leading generator of value in fisheries production in Mexico 
and the second by volume, the state being the largest producer of farmed and wild prawns. 

Another strong economic activity in Sinaloa is tourism.  At present the development of new areas 
with potential is being promoted and activities have been carried out to improve existing ones.  This 
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activity is a fundamental component of the state and one of the future economic alternatives which 
promise high incomes, since it has climbed to 8 per cent of the state’s GDP, with Mazatlán one of the 
preferred locations for both domestic and foreign tourists. 

In the last 5 years, Sinaloa has successfully attracted local, national and foreign investment worth 
just over one billion dollars.  Worthy of mention are North American and Japanese companies in the 
motor industry which found investment opportunities in the state, establishing various factories for the 
manufacture of motor parts.  In addition, the establishment of the textiles industry, new commercial 
and service companies, restaurants and hotels, and investment in tourism, contribute to the new 
economic dynamism now enjoyed by the state.  This new investment translates into new job 
opportunities and a higher standard of living for the people of Sinaloa. 

Organization of the private sector 

 In Sinaloa, the involvement of private organisations in economic development is highly 
important as they are the chief investors and generators of employment in the state.  Moreover, their 
ability to provide solutions to problems of enterprise in development is crucial, since they demonstrate 
the correct approach to be adopted by the state in the economic activities concerned.  Among the most 
important business organisations in the state, the following are worth of mention:  the National 
Chamber of the Transforming Industry (CANACINTRA), the National Chamber of Commerce 
(CANACO), the National Chamber of the Restaurant and Spiced Foods Industry (CANIRAC), the 
Mexican Employers’ Confederation (COPARMEX), the National Chamber of the Fishing Industry 
(CANAINPESCA), the Sinaloa State Confederation of Agricultural Associations (CAADES), among 
others.  These organisations have now become important sources for decisions on economic 
development taken by the state government. 

Sinaloan Council for Economic Development (CODESIN) 

One of the most powerful organisations in driving economic development in the state is the 
Sinaloan Council for Economic Development (CODESIN).  The Council was set up in 1996 with the 
passing of the Investment Promotion Act to promote economic development in the state by 
introducing policies to stimulate investment and employment.  CODESIN is a joint body which 
coordinates and links the work of public, private and social organisations in the state relating to its 
economic development.  The Council has four defined strategic areas in line with the objectives set out 
in the Investment Promotion Act: 

1. Planning, monitoring and evaluation.  Planning and definition of economic development 
strategies, government monitoring of their implementation and evaluation of their 
effectiveness. 
 

2. Economic development.  Supporting and directing local enterprises towards federal, state, 
private sector and other development programmes to stimulate new projects by regional 
entrepreneurs and to retain existing local businesses. 
 

3. Investment promotion.  Attracting domestic and foreign investment to Sinaloa and 
development of projects of regional entrepreneurs. 
 

4. Attractiveness.  Stimulating the development of infrastructure, promotion of urban 
planning and territorial organisation, as well as improving Sinaloans’ living standards and 
the image of Sinaloa, making it a more attractive and competitive place. 
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The Council’s mission is to define a long-term development strategy for Sinaloa and undertake 
on-going evaluation of the results of its implementation by the authorities concerned, through direct 
and permanent linkages with the business sector and the state government, giving priority to the 
creation of more and better jobs in the short and medium term, thus achieving a prosperous Sinaloa 
with good quality of life through competitiveness and sustainable development. 

Sinaloan Council for Economic Development (CODESIN) established by the Investment 
Promotion Act has four main functions as described below: 

1. Definition.  CODESIN defines and proposes economic development policies which affect 
all areas of economic development in the state, based on a sustainable development 
model.  To this end, through its state representation, it defines not only policies but also 
schemes, models, projects based on a consensus of those responsible for economic policy, 
both in the government and the business sector, and permanent evaluation of economic 
indicators and the effectiveness of the strategies implemented. 
 

2. Evaluation.  It establishes up-front measurement mechanisms, permanently evaluates the 
effectiveness of the economic strategies implemented to achieve comprehensive and 
sustained economic growth which enhances Sinaloans’ living standards. 
 

3.  Linkages.  It promotes coordinated relations between the business community throughout 
the state and the government, through direct and permanent communication. 
 

4. Administration.  CODESIN receives an approved budget each year which it administers 
and allocates through its structure to stimulate regional economic activities and economic 
development in Sinaloa. 

 
In this way, CODESIN is becoming a plural organisation able to have an impact and propose the 

best alternatives for the economic development of the state. 

The great efforts made in recent years by the state government, business community and society, 
despite national economic stagnation, to ensure that the state shows signs of growth have been 
reflected in positive results which in a few years will make the state of Sinaloa stronger economically 
in the national context. 

The impetus given to Sinaloa to diversify its economic activity is now acknowledged by various 
governments, institutions, the business sector and, above all, by society which, at the end of the day, is 
the objective of any government administration. 
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CHAPTER 3:  ENTREPRENEURSHIP POLICIES IN SINALOA 

Federal Policies and Programmes 

The Law on Enterprise Management and Regulatory Reform (Ley de Gestion Empresarial y 
Reforma Regulatoria) 

In June 2001, President Vicente Fox signed an executive decree ordering a swift deregulation and 
simplification of business formalities in Mexico.  The mandate of the Federal Regulatory 
Improvement Commission (COFEMER) is to promote transparency and cost-effectiveness in 
regulations.  Especially targeted are the formalities (trámites) that imply the exchange of information 
(generally involving forms) between the government and private parties. 

Through its Law on Enterprise Management and Regulatory Reform (Ley de Gestión Empresarial 
y Reforma Regulatoria), the State of Sinaloa is one of the leaders among Mexico’s States in 
streamlining regulations and formalities from multiple regulators and layers of government, which are 
widely acknowledged to have greatly slowed business responsiveness, hampered market entry, 
reduced innovation and job creation, promoted the informal economy and corruption, and generally 
discouraged entrepreneurship.  This initiative (which was awaiting approval in the Sinaloan Congress 
at the time of the OECD team’s visit) establishes a transparent legal framework that averts opacity and 
regulatory capture. 

The Secretary of Economic Development has spearheaded this initiative on behalf of the 
Government.  The new Law aims to consolidate the advances already made, strengthen democratic 
values (by enhancing public accountability), promote a culture of transparency (access to information), 
uphold the rule of law (by reducing administrative discretion) and thereby promote economic 
development, investment and competitiveness and improve government efficiency. 

The importance to entrepreneurs of this simplification in administrative proceedings cannot be 
overemphasised.  It used to take months to start a new company.  Now, for many lines of business, the 
processes often takes less than eight hours, making Sinaloa one of the leading States in Mexico as 
regards legislating on enterprise management, speedy firm creation, use of the Internet, and the 
recognition of electronic signatures. 

The law includes a system to assess the impact of new regulations by putting them through public 
cost-benefit analysis under the eyes of a Commission that includes entrepreneurs.  This new State 
Commission of Enterprise Management and the Regulatory Reformation (Comision de Gestión 
Empresarial y Reforma Regulatoria) is a decentralized body with autonomy and its own budget. 

The Law specifically identifies and formalises activities and processes that have emerged over 
the last four years, namely: 

•  Business Advisory Centres (Centros de Atencion Empresarial).  Located throughout the 
State, these Centres are “one-stop shops” that help small business entrepreneurs with their 
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formalities and connect the business man and woman to programmes that help raise 
productivity and competitiveness (for a full description of the Centres see below). 

•  The Fast-Start Business System (Sistema Sinaloense de Apertura Rapida Empresarial --
SSARE).  This brings together all the technology and services to make it possible to comply 
with the necessary state and local formalities in as short a time as possible. 

•  The Register of Formalities and Services (Registro Sinaloense de Tramites y Servicios). 

•  Electronic Formality and Service System (Sistema Electronico de Tramites y Servicios) is an 
Internet -based system connecting all offices in a web of services to entrepreneurs. 

•  The Register of Accredited Persons (Registro de Personas Acreditadas) simplifies the 
process by giving a single, Internet-connected ID number to all juridical entities proceeding 
through the system without the need to provide identification and documentation at each 
step. 

The Law even provides for sanctions against public servants for “Enterprise Obstruction”.  These 
obstructions include such things as failure to respond to requests, loss of documents, and solicitation 
of bribes.  Sanctions include suspension, dismissal and a ban from public service.  The Commission is 
composed of the following bodies: 

•  The volunteer Managing Board (Junta Directiva) is composed of the relevant State 
Secretaries, presided over by the Secretary for Economic Development, as well as members 
of various business chambers and industry federations. 

•  A Consultative Council, presided over by the State Governor and the Secretary of Economic 
Development, is composed of five further affected state secretaries; twenty-three councillors 
representing the regions, the chambers and federations as well as the tourism, academic and 
social sectors;  eighteen councillors representing the various cities;  and finally five 
councillors from other secretariats such as Natural Resources and Environmental Protection. 

The Major Programme Initiatives 

This section considers the following programmes:  Centros de Atencion Empresarial (Business 
Advisory Centers), Red FOSIN, Mi Tienda, Empresas Tractoras (Driving Sector Companies);  
Cadenas Productivas (Commodity Production Chains), Jovenes Emprendedores (Young 
Entrepreneurs) and the Fundacion Prospera (Prosper Foundation). 

1. Business Advisory Centre (Centro de Atencion Empresarial) 

The origins for the Business Advisory Center (CAE) can be found in “The Law to Promote 
Investment for the Economic Development of the State” passed by the Sinaloan legislature in 
November 1996.  Title II of the law, entitled “Economic Deregulation and Administrative 
Simplification,” called for concrete actions to simplify the process required to open a business through 
the implementation of a process to shorten the time required to register and open a business, the 
creation of centres to assist businesses to comply with the myriad of regulations and paperwork 
required to register a business, and the compilation a state registry describing the steps necessary to 
register and open a business.  The “Law to Promote Investment” inspired the idea to create a window 
offering business owners assistance complying with federal, state, and municipal registration 
requirements, in addition to offering other business-related services and information about 
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programmes and services offered to businesses by the federal, state, and municipal governments.  The 
Business Advisory Center is the result. 

The Business Advisory Center is a “one-stop” resource centre offering three primary services to 
businesses:  (1) simplified and rapid completion of municipal, state, and federal business registration 
requirements, (2) resolution of problems between businesses and municipal, state, and federal 
government agencies, and (3) linkages to other municipal, state, and federal government programmes 
offering services to SMEs.  The Centers are guided by the following principles: 

Vision:  To be the foremost state in the country offering specialized and high quality 
registration and other business assistance. 

Mission:  To offer businesses programmes, tools, and other services that strengthen their 
development and competitiveness and help ensure their long-term success. 

Objective:  To render uniform and high-quality registration assistance and business services 
at the business’s place of origin. 

The Sinaloan government has established ten Business Advisory Centers -- one at the State 
government offices in Culiacan and the rest at municipal government offices in different parts of the 
State (Ahome, El Fuerte, Guasave, Salvador Alvarado, Navolato, Elota, Mazatlan, El Rosario, 
Escuinapa).  To date, the ten Centers have provided services to 3 334 businesses. 

Business Registration 

SSRBR 

The Sinaloan System of Rapid Business Registration (SSRBR) is the primary service offered by 
the Business Advisory Centers.  The SSRBR is a system designed to complete all of the registration 
requirements for businesses of all sizes and types.  It combines in a single registration form eight 
municipal requirements and four state requirements.  To complete the registration, business owners 
need only visit any of the Business Advisory Center offices, complete, and turn in the form.  Staff 
answers questions and provide assistance as needed.  There are no eligibility requirements to use 
SSRBR. 

Among its accomplishments, SSRBR combined 13 registration forms into a single form, cut the 
average time required to register a business from 87 to 5 days, cut the number of steps at the municipal 
level from 76 to 12, reduced overall registration requirements by 37%, and reduced the number of 
office visits necessary to complete the registration from 8 to 1. 

SSRBR 8 

In September 2001, the Sinaloan government launched SSRBR 8 with the objective to cut the 
average registration time from 5 days to 8 hours.  SSRBR 8 condenses into a single form all 
registration requirements:  four municipal and one state.  To complete the registration, business 
owners need only visit any of the Business Advisory Centre offices, complete, and turn in the form.  
Staff answers questions and provide assistance as needed.  Forms completed and turned in by 9:00 in 
the morning will be approved and returned by 4:30 of the same day. 

Business of any size can use SSRBR subject to the following eligibility criteria: 
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•  Are established in commercial centres or zones. 

•  Do not manage or store toxic or dangerous substances or products. 

•  Do not build or subdivide estates. 

•  Do not sell or distribute alcoholic beverages. 

Materials on the Business Advisory Centres provided to the OECD team indicate that it is a 
system that operates across 186 lines of business.  So far, SSRBR has been introduced at six locations, 
including the State offices in Culiacan and the municipal government offices in Guasave, Mazatlan, 
Navolato, Ahome, and Salvador Alvarado. 

Problem Resolution 

The Centers also offer mediation services to help resolve problems between businesses and 
municipal, state, and federal government agencies.  The resolution process works in hierarchical 
fashion.  The business owner takes the problem to the local Business Advisory Center.  Staff advises 
the business owner and facilitate mediation with the government agency as necessary.  If the problem 
cannot be resolved at the Center, it is referred to one of the Sub-Secretaries in the Ministry of 
Economic Development where a similar process ensues.  If the problem cannot be resolved at the Sub-
Secretary level, it is referred up to the Minister of Economic Development, and then again, if 
necessary, to the Governor’s office. 

The following case demonstrates the potential of the Business Advisory Centers to have a 
significant impact on business activity in the State.  The Mexico customs office denied INLAND 
permission to import raw materials from the United States.  The raw materials in question constituted 
the entire raw material for all INLAND’s plants in the country.  INLAND appealed to a Business 
Advisory Center for assistance, and in two days the Center was able to complete the necessary steps 
and get approval to import the material thereby guaranteeing INLAND’s continued operations in the 
state and elsewhere.  Within the last few months, INLAND announced its plans to expand its 
operations in Mexico. 

Linkages and Other Services 

The Centers have on file information on large numbers of municipal, state, and federal 
government programmes targeted to private businesses.  Where appropriate or requested, it provides 
this information to business.  The Centers offer linkages to the following programme areas:  micro, 
small, and medium enterprises;  agro industry, mining, exporting, infrastructure, investment 
promotion, financing, product design and marketing, and community action. 

The Centers have also catalogued all of the information related to the steps required to operate a 
business, including (1) creating a business, (2) registering a business, (3) starting operations, and 
(4) other steps. 

Information on the Business Advisory Centers, including all services, linkages, and the business 
operating catalogue can all be accessed on the Web. 
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2. Red FOSIN 

Red FOSIN, Fondo Sinaloa de Fomento Empresarial, which translates as the Sinaloan Fund of 
Enterprise Development Network, is a network of “one stop shop” services for the State’s SMEs 
offered through ten locations throughout the State, employing some 40-50 enterprise consultants in 
Sinaloa.  Red FOSIN is an integral part of the Sinaloa’s economic development strategy, with the goal 
of becoming “the best factory of jobs, businesses, and entrepreneurs in Sinaloa”.  The network 
provides enterprises with needs assessment, training, assistance with business planning, access to 
financing, linkages with business partners and opportunities, and continued follow-up with the 
entrepreneur.  The remaining paragraphs of this section focus on FOSIN’s financing initiatives. 

FOSIN’s financing programmes grew out of a previous State fund called FOMICRO (Fondo 
Apoyo de Microempresa) which operated during the years 1994-1998 following the Mexican banking 
crisis. At this time banks were not lending to SMEs.  The government channelled financing to viable 
businesses through FOMICRO, which rolled out credit schemes through credit unions operating 
throughout Sinaloa. 

In 1999, following the closure of FOMICRO, the government of Sinaloa backed an initiative to 
create Red FOSIN with the goal of developing the state’s micro, small and medium enterprises.  The 
government formed alliances with 10 business associations, which provide workspace, while the 
government funds the office equipment and staffing.  FOSIN is registered as a non-profit association. 

FOSIN worked with Nacional Financiera (NAFIN -- a national development bank that provides 
both training and finance to start-up enterprises), local commercial banks, and other partners to design 
a series of financing programmes to bridge the gap in access to capital for the State’s SMEs.  FOSIN’s 
programmes have evolved over time to adjust to the changing market conditions and increased 
willingness of local banks over time to lend to small and medium sized businesses.  Each programme 
offers a set of products designed to address a specific market gap.  The programmes vary in terms of 
size of targeted enterprise, loan size and term, and delivery mechanism.  Some loans are made through 
local banks, while others are disbursed through enterprises or government offices.  Loans range from 
$3 000 pesos (approximately $260) for sole proprietors through Mi Tienda, up to 4 500 000 pesos 
(approximately US$ 400 000) for medium-sized enterprises. 

To deliver the financing of micro, small and medium enterprises, the government formed two 
trust vehicles:  FOSIN Credit and FOSIN Guarantees.  FOSIN Credit, which was founded in 1999, is a 
funding source utilized by the direct lending programmes.  The second trust is FOSIN Guarantees, 
which is a specialized guarantee fund to leverage federal guarantee programmes through local banks. 

Descriptions of Red FOSIN’s Programmes 

FOSIN has formed alliances based on public-private partnerships.  In most cases the partner is a 
commercial bank or private enterprise (such as Coca-Cola), which encourages the enterprise to view 
the financing as commercially based and not a grant.  The primary determining factor for participation 
in a given programme is loan size.  The programmes have expanded in volume and product offerings 
over time as more banks are willing to target small businesses. 

FOSIN Credit 

When FOSIN first launched its lending activities, Mexican banks were not lending to SMEs 
following the 1995 peso devaluation and banking crisis.  In addition, entrepreneurs were hesitant to 
take on debt following the inability of many businesses to repay dollar-based or variable rate loans 
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after the devaluation.  The early FOSIN programmes were designed to rebuild trust between lender 
and borrower.  The FOSIN Credit Trust was established in 1999 and originally funded “back-to-back” 
loans to enterprises with fixed rate funding in pesos backed by FOSIN’s 100% cash guarantees for the 
banks. 

With the expansion of commercial bank lending to SMEs, fuelled largely by the launch of 
federally funded guarantee schemes, FOSIN shifted its direct lending activities to those enterprises 
that continued to be excluded by the commercial banks:  women-owned businesses, businesses with a 
limited track-record, or those that had suffered some setback excluding them from formal access to 
financing, such as a negative credit bureau report.2  These programmes are described in more detail 
below (they are:  FOSIN Guarantees;  NAFIN Guarantees;  FOSIN Advances;  FOSIN Woman;  
FOSIN Acts and FOSIN Municipal). 

Today FOSIN Credit targets small businesses in the industrial, commercial, and services sectors, 
with loans ranging from $50 000 to $150 000 pesos, at a fixed rate of interest and terms ranging from 
36 months for working capital up to 60 months for fixed assets.  Loans repaid on a monthly, declining 
balance basis.  As of 30 September 2003, 141 enterprises for nearly $16 million pesos had received 
financing.  The financing programmes are intended to cover their costs with sufficient lending activity 
to preserve the available loan capital. 

FOSIN Guarantees (FOSIN Garantías) 

FOSIN Guarantees is a supplemental guarantee programme funded by the FOSIN Guarantees 
Trust with initial capital of 4 million pesos.  Through this programme FOSIN provides guarantees to 
commercial banks on small business loans above and beyond the guarantees of NAFIN and other 
federally funded guarantee programmes.  The programme works though national Mexican banks 
including Banorte, Bital, Santender, and others.  This particular programme provides guarantees to 
loans between $150 000-$500 000 pesos, for a term of up to 36 months, for working capital and fixed 
asset purchases.  Repayments are typically made on a monthly basis, with a declining balance 
structure.  However the banks have developed specific products and structures which are described in 
more detail below. 

As of 30 September 2003, 166 enterprises had received financing through FOSIN Guarantees, for 
over $33 million pesos.  Loan arrears under the guarantee programmes were reported to be fewer than 
3% of the outstanding portfolio, although the OECD team members did not have an opportunity to 
confirm this.  FOSIN states they have never had to draw on their guarantee fund. 

NAFIN Guarantees 

FOSIN is leveraging the national guarantee programmes of Nacional Financiera, which has 
designed programmes in partnership with Mexican banks to encourage commercial lending to SMEs.  
NAFIN representatives work with the headquarters of participating banks to loosen some of the 
eligibility requirements imposed by the banks.  For example, NAFIN representatives have been 
working with some participating banks to reduce the required minimum number of years of operations 
for the enterprise to six months from the current two years.  Such changes take some time to move 
from headquarters to the regional branches, but the requirements are gradually liberalizing. 

NAFIN provides a fixed rate credit line and guarantee facility to the local banks.  The fixed rate 
financing has in the past been crucial to enabling the banks to offer similar fixed rate products to their 
customer, particularly in the era of the depreciating peso.  The amount (percentage) of the NAFIN 
guarantee depends on the use of funds (working capital vs. fixed asset purchase).  Typically, loans 
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between $50 000 pesos and $4 000 000 pesos are eligible for a NAFIN guarantee of up to 60% of the 
loan amount.  Loans for working capital are guaranteed at 50%, while loans for fixed assets are 
guaranteed at 60%.  The banks interviewed have created a variety of small business products to 
leverage the guarantees.  Most were delineated by loan size, use of funds, and type of collateral 
provided. 

It is noteworthy that many of the banks’ internal standards for loan eligibility and collateral 
requirements mirror risk classifications set by the central bank.  Therefore, when banks deviate from 
certain standards, such as collateral coverage, they are required by bank regulatory authorities to 
increase central bank reserves, which impacts liquidity and ultimately bank profitability.  Also, the 
team was told by the banks that individual bank lenders bear criminal liability if a borrower defaults 
on a loan, a legacy of the 1995 Mexican banking crisis when lenders were viewed to have been overly 
aggressive in their lending practices.  Thus, the banking system as a whole may be the root of the risk-
averse attitude of many commercial bank lenders. 

Products provided 

Mexican banks have developed specialized products targeting small businesses to leverage the 
NAFIN guarantees.  For example Bital, which was recently purchased by the British HSBC, has a new 
loan product called Multicredit, which can be used for the purchase of equipment, land, or for working 
capital.  Companies can receive working capital loans for a period of up to 6 months, with monthly 
repayments of interest and bullet principal payment at the end of the period.  So-called “permanent 
working capital” loans are available for a term of up to 4 years.  Loans for fixed assets are offered for 
terms of up to 5 years, with monthly repayments of principal and interest on a declining balance basis 
and no grace periods.  Clients have an option to take either fixed or variable rate loans.  Currently 
fixed rate peso loans under the programme are 20% annual, while variable rate loans are TIEE 
(Mexican inter-bank lending rate) plus an 8% margin.  Loans for equipment purchased are priced at 
TIEE plus 5%.  More recently, Bital has been offering financing of up to $1 000 000 pesos without 
fixed asset collateral requirements, for 38% annual in pesos, if the entrepreneur and spouse sign a 
personal guarantee.  Eligibility requirements for this product include a minimum of 6 months of 
profitable operation, if real estate collateral is offered, and more than $300 000 pesos in annual sales.  
Clients without real estate collateral must have a minimum of 2 years’ profitable operations.  In Bital, 
loans between $50 000 and $1 million pesos are evaluated based on a scorecard.  The financing 
decision can be made in most cases within 3 days.  The collateral requirements described above are in 
addition to the NAFIN guarantee. 

For loans above $1 million pesos, a traditional analysis process is applied.  Beyond $4 million 
pesos, the loans are considered traditional commercial loans.  All the banks interviewed require 
NAFIN guarantees in addition to hefty collateral requirements for small business loans below 
$4 million pesos. 

Today FOSIN refers customers to three banks:  Banorte, Bital and Santender, with the ultimate 
choice of the bank resting with the client.  FOSIN collaborates with NAFIN and the local banks to 
increase the volume of SMEs financed through the guarantee scheme.  In some cases FOSIN provides 
an additional guarantee to cover an additional 20% of the risk not guaranteed by NAFIN, for a total of 
70%-80% guarantee.  FOSIN will offer additional guarantees for the most risky clients. 

Even in the cases that the bank is being offered a 100% guarantee on these clients, FOSIN 
representatives stated banks continue to reject them due to the perceived risk and inefficiencies of 
working with small or new clients.  The client pays a fee of 2% of the loan amount to FOSIN at the 
time of loan disbursal, 1% of which is paid towards a reserve fund in case of default. 
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The FOSIN Process 

FOSIN representatives perform the initial client screening through a series of tools designed in 
coordination with each participating bank.  During the period of the initial programme launch, FOSIN 
representatives underwent training in Banorte’s credit underwriting policies and procedures.  Thus, the 
tools being utilized by FOSIN in their analysis process, described below, were developed jointly with 
the partner banks. 

When the small business client enters FOSIN’s offices, he or she is most often seeking financing, 
not technical assistance or training.  The FOSIN Consultant, who works with as many as 
40 enterprises at any one time, is the enterprise relationship manager and guides the client through an 
integrated assessment and training process, which is a prerequisite for receiving financing.  The 
process is as follows: 

1. Assessment:  When the client enters one of the 10 FOSIN offices around the State, the 
FOSIN Consultant assesses the company’s training, stage of development, and financing 
needs with a diagnostic tool. 

2. Managerial Training:  Following the diagnostic process, the enterprise participates in a 
15 hour “Entrepreneur Development” training, along with other entrepreneurs in groups of 
15-20 entrepreneurs. 

3. Business Plan:  The Consultant assists the entrepreneur in developing a business plan, which 
addresses product development and market penetration strategy. 

4. Financing Process:  Once the client is determined to be eligible, the Consultant directs the 
client to apply to the appropriate FOSIN financing programmes.  In the case of the guarantee 
programme, the FOSIN Consultant pre-screens the clients, performs the credit analysis, and 
presents the completed analysis package to the bank for internal review at the bank’s credit 
committee.  The FOSIN Consultant does not participate in the credit committee. 

5. Monitoring:  Once a loan is disbursed, the Consultant maintains contact with the client 
throughout the period of the loan repayment and is available for assistance.  If the client does 
not receive financing, the Consultant continues to monitor the client’s business development 
and links them to business partners or other resources. 

FOSIN Personnel 

FOSIN Consultants are paid a nominal salary and the remainder of their compensation is 
commission-based, tied to their loan productivity in relation to set goals.  In terms of qualifications, 
many FOSIN employees are also entrepreneurs themselves, or come from the financial sector.  
Therefore they are able to relate to their clients and advise them in multiple areas beyond financing, 
such as marketing, human resources management, etc. 

Analysis 

When the FOSIN Consultant determines a client is eligible for bank financing supported by a 
NAFIN guarantee, he or she performs the credit analysis established in coordination with the partner 
bank.  This entails entering the company’s business and financial data into a score card, which 
determines whether the client meets the bank’s lending guidelines.  FOSIN also runs a check with the 
credit bureau, and performs a site visit.  If the client falls outside of the bank’s guidelines, the client 
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cannot receive financing through the bank.  FOSIN then determines what other FOSIN financing 
programmes may be appropriate.  If the client falls within the bank’s guidelines, the FOSIN 
Consultant constructs a cash flow and compiles a credit write-up, which summaries the justification 
for the credit request.  This completed package is then passed to the bank commercial lender, where 
the lender formerly presents the request to the bank’s internal credit committee. 

FOSIN representatives do not participate in the loan approval process.  Thus, in the case of 
guarantee programmes through commercial banks in Sinaloa, FOSIN Consultants perform a large 
percentage of the work of the bank.  FOSIN Executives even mentioned having performed analysis for 
bank clients outside of the credit guarantee programme, when the bank officers were overloaded. 

The OECD team reviewed select loan files, including source documentation and the quality of 
financial analysis.  Based on the sample files, the level of analysis was detailed and appropriate for the 
target market. 

Bank Perspective 

Banorte, which was the first bank partner to work with FOSIN, has the largest branch network in 
the state (53 branches), and recently disbursed its 1500th loan through the programme.  Banorte 
representatives spoke to the strong market potential of SME clients.  They also mentioned the 
significant increased competition among banks targeting these clients in the state. 

In interviews with Banorte and Bital bank representatives, all emphasized the value of the FOSIN 
partnership, particularly in generating volume for the banks.  The banks stated they would be unable to 
produce the current volume of loans under this guarantee scheme, given the time it takes to analyze 
each small business client.  Also, the banks mentioned FOSIN Consultants provide valuable 
monitoring assistance throughout the life of the loan.  Thus the FOSIN programme fills the efficiency 
gap for the banks, making the SMEs a more attractive market.  It is important to note that the banks do 
not pay fees to the FOSIN network (the clients pay the 2% fee at the time of disbursal), so this is 
essentially a subsidy to the bank.  Bank representatives also emphasized the value of FOSIN in 
attracting new customers and improving the capacity of the enterprise through FOSIN training and 
business planning assistance. 

In terms of profitability, the banks interviewed viewed small businesses as a profitable, although 
time-consuming, market segment.  In addition to the net interest margin on the loan portfolio (the 
spread between NAFIN’s line of credit and what the bank charges the client) the banks also reported 
charging various initiation fees or underwriting fees to the clients. 

The banks reported cases in which the customers had “graduated” into larger loans, which do not 
require guarantees (above $4 000 000 pesos, or $400 000).  However, the banks interviewed stated 
they would always require a NAFIN guarantee for qualifying small business loans, even if the 
customer in question had received and repaid multiple loans under the programme.  Thus, as long as 
an enterprise requires a loan below $4 million and meets the parameters of a small business by size 
and sales, the banks will continue to avail themselves of the NAFIN and FOSIN guarantees. 

Client Perspective 

Customers interviewed had received multiple loans through various banks with NAFIN 
guarantees through the FOSIN network.  Most had not previously had access to bank financing 
without the FOSIN/NAFIN guarantee.  All spoke favourably of the training received and quality of 
service both at the bank and at FOSIN.  Clients did express a desire for more product offerings, 
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particularly credit lines to meet seasonal working capital needs.  While clients appeared loyal to the 
specific bank where they received their financing, they seemed to be aware of the increasing choice of 
financing options among local banks, particularly with the entrance of Santender to the NAFIN 
programme. 

FOSIN Advances (FOSIN Avanza) 

This project follows a similar structure and process to the FOSIN Guarantees programme, in that 
FOSIN prepares and presents clients to bank partners for financing.  However, in this case the target 
market is SMEs, with loan sizes ranging from $500 000-$4 500 000 pesos.  The maximum term is up 
to 10 years, depending on the use of funds.  In the case of the larger enterprises and loan sizes, a 
FOSIN guarantee is not always necessary because the size of the enterprise is more palatable to the 
bank.  As of 30 September 2003, $35.6 million pesos had been disbursed to 55 enterprises. 

FOSIN Woman (FOSIN Mujer) 

FOSIN Mujer is a new micro and small enterprise financing project with capital of $2 million 
pesos and loans ranging from $20 000-$50 000 pesos.  FOSIN is partnering with the Instituto de Mujer 
(Women’s Institute) to target women-owned businesses with direct financing.  The Instituto de Mujer 
selects the projects and FOSIN consultants perform the credit analysis.  The enterprise must have a 
minimum of two years’ operational experience.  Financing is delivered through partnership with Bank 
Serfin, which provides loan servicing.  FOSIN requires repayment every 15 days, on a declining 
balance basis, with loan sizes increasing with positive repayment history.  Thus far only 2 enterprises 
have received financing for a total of $60 000 pesos disbursed as of 30 September 2003.  The interest 
rate is .5% per month, combined with a training fee of 1.5% per month, with loan terms up to 
12 months.  These rates are well below informal lending rates (60% annual or higher), and below bank 
lending for unsecured loans (38%).  Collateral requirements for this programme are minimal. 

FOSIN Acts (FOSIN Emprende) 

This financing programme, with $2 million pesos in capital, is connected with the university 
entrepreneurship programme, Young Entrepreneurs, and targets micro enterprises in the start-up phase 
with loans between $20 000-$50 000 pesos.  As with FOSIN Mujer, loans are structured with payment 
every 15 days and priced at .5% per month, plus 1.5% for training and administration, which is well 
below informal lending rates.  This financing is delivered to graduates of the Young Entrepreneur 
programme and is one of the few sources of financing for such businesses, as new businesses in 
Mexico are shut out of the formal financial sector.  FOSIN provides an 80% guarantee, with the 
remaining 20% funded by local enterprises.  Collateral requirements for this programme are minimal. 

FOSIN Municipal (FOSIN Municipio) 

FOSIN Municipal is a new programme developed through strategic alliances with City Halls 
across the State.  It is only programme which places FOSIN in all major municipalities, providing 
opportunities for outreach in some small cities which lack bank branches altogether.  Again, the City 
Halls refer clients to the FOSIN consultants, who perform the site visits and credit analysis.  The 
programme targets micro enterprises in the service, industrial, and commercial sectors, with loans 
ranging from $20 000-$50 000 pesos.  Loans are priced at 0.5% interest monthly, plus an additional 
monthly fee of 1.5% for training and administration (declining balance).  The programme is 
capitalized with 6 million pesos, with the cities providing an 80% loan guarantee and FOSIN covering 
the remaining 20%.  Given the disparate locations of this programme, FOSIN contracts with local 
consultants to make site visits and participate in credit committees.  FOSIN representatives indicated 
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an additional challenge with this programme is that the lending takes place in the City Hall building, 
which puts a government face on the lending which FOSIN has tried to avoid in its other programmes.  
This programme is very new and, as the OECD team understood, had no disbursals at the time of the 
team’s visit. 

Partnership with other Federal Programmes 

FOSIN partners with FOCIR -- a federally funded rural/agricultural focused programme, as well 
as FOAGRO, which also finances agricultural projects, to link enterprises and entrepreneurs with 
direct financing that fall within the rural or agricultural sector.  Six enterprises have received financing 
from FOCIR through the FOSIN network for a total of $38.2 million pesos.  These transactions take 
the form of equity or quasi-equity, with up to 25% of investment in the capital of the enterprise, or up 
to 80% of the total assets of the enterprise in quasi-equity.  The repayment of the investment occurs 
within 7 years, with grace periods up to 2 years. 

3. Other Financing Programmes 

The State of Sinaloa has at least two other projects under development to further fill market gaps: 

6. A venture capital fund is currently being raised with a target initial capitalization of 
$15 million USD.  The core investors include the state of Sinaloa, NAFIN, FOCIR, and 
private investors.  The fund will be managed by a professional Mexican fund manager, which 
will seek opportunities for equity investment in 6-8 high growth SMEs.  This fund is another 
example of a public-private partnership as well as the State’s moving to fill a market gap.  
Similar funds have been created in other Mexican States with investments from NAFIN and 
FOCIR. 

7. FOSIN is developing a factoring programme, FOSIN Factoring, in conjunction with NAFIN.  
FOSIN will leverage relationships with large enterprises in the States, in which big retailers 
will take the supplier risk working with SMEs.  This project is still in development, but 
FOSIN plans to involve several local retailers such as COPEL and LEY. 

4. Mi Tienda 

Mi Tienda is a programme of the government of Sinaloa that provides business development 
services and small loans to owners of so-called “abarrotes.”  Abarrotes are very small grocery stores 
found in just about every neighbourhood or village in Mexico.  Common characteristics of abarrotes 
are as follows. 

1. Abarrotes are family owned and operated.  They tend not, however, to be the primary source 
of household income.  Typically at least one spouse also holds an outside job. 

2. Abarrotes sell a limited variety and quantity of pre-packaged food items and produce, dry 
goods (e.g., detergent, personal hygiene supplies), sweets, and soft drinks. 

3. Abarrotes are located in residential neighbourhoods, typically as an extension of the owners’ 
home.  Customers are predominately or solely neighbourhood residents. 

In Sinaloa alone, the number of abarrotes is estimated to exceed 14 000, of which an estimated 
8 000 are registered (formal).  The average Mexican household spends from 300-1 000 pesos 
(approximately US $30-$100) at their neighbourhood abarrote. 
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Convenience is the primary reason why households shop at abarrotes.  But abarrotes also play an 
important social role in neighbourhoods.  Customers are not merely customers, but also friends and 
acquaintances.  Owners and customers know each other and interact with each other on a daily basis.  
Thus abarrotes also serve as a neighbourhood gathering place where people meet and talk. 

Mi Tienda is but one component of a larger economic development plan by the government of 
Sinaloa to promote entrepreneurship.  As described elsewhere in this report, the promotion of 
entrepreneurship, in turn, is one of the cornerstones of the government’s economic development 
strategy.  The specific objectives of the government’s economic development strategy are as follows: 

1. Preserve and strengthen employment. 

2. Identify and support new growth and expansion projects. 

3. Mobilize support for SMEs. 

4. Identify problems and propose alternative solutions. 

In line with the above objectives, a central aim of the government’s economic development 
strategy is to promote so-called “empresas tractoras.”  Translated into English the term means 
“Driving Sector Companies.”  These are enterprises of a size and importance such that their growth is 
believed also to generate significant growth multipliers (see the discussion of Empresas Tractoras 
below). 

The Sinaloan government has identified abarrotes as an “empresa tractora”.  Although a single 
abarrote by itself not significant, in the aggregate they form an important sector of the Sinaloan (and 
Mexican) economy.  Abarrotes moreover, purchase a high percentage of inventory from local 
producers, such that in the aggregate they comprise a large and vital component of demand for locally 
produced goods. 

Prior to the creation of Mi Tienda, more than 4,000 micro and small enterprises in the abarrotes 
sector had received training from either the government or the private sector.  Nonetheless, available 
evidence suggests that the moment the owner returns to her business, she is quickly overwhelmed by 
the day-to-day demands of running the business and the household such that she is unable to apply her 
training to her business.  The lesson learned is that creating a business culture and imparting sound 
business skills takes time and requires significant reinforcement.  A similar process occurs when an 
abarrote owner receives a loan.  In many cases, she is unable to utilize the loan effectively due to lack 
of knowledge in sound business practices or in how to manage information in a way that allows her to 
make good business decisions.  For this reason, and because of the importance of the abarrote sector to 
the Sinaloan economy and culture, the government of Sinaloa, through the Ministry of Economic 
Development, created the programme Mi Tienda.  The objectives of the programme are to: 

1. Provide abarrote owners businesses training, modernization, and financing to facilitate 
growth and development of the businesses. 

2. Inculcate an entrepreneurial spirit among owners of abarrotes and their children.  Children 
frequently participate actively in the family businesses.  Thus it is believed that to the extent 
parents behave in an entrepreneurial way and adopt sound business practices, these will be 
diffused among and passed down to their children. 
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The design of Mi Tienda reflects the Sinaloan government’s assessment that the primary 
constraint to growth in the abarrotes sector is its informality and the lack of dispersion of sound 
business practices.  According to the government, most abarrotes owners do not keep written accounts 
and do not understand basic principles of inventory management, marketing (e.g. clean and 
uncluttered stores, clear and attractive signage, convenient store layout, etc.), or differentiating 
between the enterprise and the household.  A particular and persistent problem is inventory shrinkage 
caused by family members consuming store inventory.  But while the government perceives the 
principle need of abarrotes owners to be business development services, this remains a largely latent 
(or unperceived) need among abarrotes owners.  Because of this discrepancy, Mi Tienda uses access to 
loans as the “hook” to recruit abarrotes owners into the programme. 

Mi Tienda is operated as a strategic partnership between the Sinaloan government and local coca-
cola bottlers.  Coca-Cola refers abarrotes owners to Mi Tienda and loans money to programme 
participants.  Mi Tienda recruits participants into the programme and provides training to programme 
participants.  Mexico is the world’s largest per capita consumer of coca-cola, and abarrotes are a major 
distribution channel for coca-cola products.  Thus Coca-Cola benefits in that it develops the capacity 
of one of its principal distribution channels, and the Sinaloan government benefits in that it develops 
the capacity of one of its “empresas tractoras”. 

Mi Tienda works in the following way: 

•  Coca-Cola distributors identify customers with whom they have an established relationship 
and pass their names on to Mi Tienda staff. 

•  Mi Tienda staff visit the business premise and invite the owners and their family to attend a 
5-hour introductory meeting that same day.  Mi Tienda found through experience that if it 
holds the introductory meeting on the same day the invitation is issued, 60% of invitees 
attend, but if it holds the meeting on a later day, the percentage of invitees attending drops to 
around 40%. 

•  At the introductory meeting, Mi Tienda staff explains the purpose of the programme and 
how it operates.  At this point, several attendees drop out (many invitees attend hoping to 
receive a loan, but decide to drop out on learning that receiving a loan requires participation 
in the training programme).  Attendees who choose to participate in the programme are 
assigned a Mi Tienda staff consultant at the conclusion of the meeting.  (Mi Tienda currently 
has 14 staff consultants, several of whom, but not all, have experience working in their 
families’ abarrotes).  Participants who elect to enter the programme may choose whether to 
receive a loan, but all are required to receive the business training. 

•  Over the ensuing weeks, staff consultants visit the participant’s business premise to deliver a 
set of standardized training sessions.  Consultant visits aim at helping the participant achieve 
several objectives:  (1) implement a simple, standardized system of inventory control, 
(2) offer for sale products demanded by the market, (3) maintain basic written accounting 
records, (4) adopt simple marketing practices that lead to higher sales, and (5) register 
(formalize) unregistered (informal) enterprises.  Accordingly, training is given in the 
following 12 topics: 

1. Initial business diagnostic. 

•  General information 
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•  Enterprise assets (display case, coolers, freezers, stands) 

•  Physical structure (structural material, type of floor, signage) 

•  Appearance 

•  Administration 

•  Performance indicators (sales, expenses, type, amount, and value of inventory) 

2. Basic record keeping. 

•  List of prices. 

•  Cash and credit sales. 

•  Sales records. 

•  Expenses and owners draw (salary). 

•  Debts. 

•  Customer credits. 

•  Weekly returns. 

•  Separating household budget from business budget. 

•  Identification of problem areas. 

3. Basic record keeping (follow-up). 

4. Inventory control. 

•  Methods of inventory control and management 

•  Order and cleanliness. 

•  Taking inventory in full or in part. 

•  Inventory shrinkage. 

5. Basic record keeping and inventory control (follow-up). 

6. Basic record keeping and inventory control (follow-up). 

7. Analysis of financial information. 

•  Introduction to reporting formats. 

•  Analysis of profitable investments 
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•  Analysis of repayment capacity as determined by sales of coca-cola. 

•  Development of plan to invest Mi Tienda loan. 

8. Evaluation of enterprise growth (inventory, sales, employees, equipment). 

•  Employees. 

•  Equipment. 

•  Sales. 

•  Quantity of products. 

•  Inventory. 

•  Business formation. 

9. Analysis of sales by different market segments. 

•  Training in market segmentation. 

•  Analysis of market information. 

•  Conclusions. 

10. Analysis of sales by different market segments (follow-up). 

11. Implementing concepts learned. 

12. Implementing concepts learned. 

The staff consultants try to cover one topic per visit, but they will make as many visits as are 
necessary to cover a topic.  The level of rigor of the training sessions depends on the needs and 
abilities of the programme participant.  As a general rule, however, concepts are kept very simple in 
recognition that most participants (many of whom are housewives with significant household 
responsibilities) lack the capacity or time to implement more detailed/complicated record keeping, 
marketing, and other business practices. 

The design of Mi Tienda is based on the premise that concept reinforcement and follow-up is 
crucial to inculcate the appropriate entrepreneurial spirit and impart the necessary business skills.  
Thus, as long as the loan is outstanding (up to 50 weeks), staff consultants will continue to make 
follow-up visits as needed.  The consultant stops visiting, however, once the loan is paid off.  The 
average length of time the staff consultant makes training visits is 8 months for participants who take 
loans and 4 months for participants who do not take loans. 

It is during the seventh training session that the staff consultant helps the participant draw up an 
investment plan to invest the loan provided by Coca-Cola.  Loans may be invested in a wide variety of 
ways, including, for example, a new freezer or refrigerator, a new display case, new signage, a new 
floor, renovation of the store exterior, etc.  Loans from coca-cola are given for a term of 50 weeks, 
paid in fixed weekly instalments at a “symbolic” interest rate of 2 % per month.  The average loan size 
is around US$300.  Only registered (formal) abarrotes are eligible to receive loans.  The intent is to 
encourage owners to register their businesses, with the help of staff consultants if necessary.  
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Participants who choose not to register their businesses may still participate in the training 
programme. 

The size of the loan is based on the estimated repayment capacity of the borrower as determined 
by sales of Coca-Cola.  One and one-half percentage points of the interest rate are meant to cover the 
costs of consultant services, and the remaining one-half percentage points are meant to cover other 
costs associated with the programme.  The interest rate charged is roughly calculated to be sufficient to 
keep the fund from shrinking.  Arrears currently equal 10% of the outstanding loan portfolio.  Coca-
Cola assumes financial responsibility for arrears and defaults. 

At the moment, Mi Tienda operates in five municipalities in Sinaloa.  It has recently begun to 
expand into the ejidos (rural areas), and it appears to have been received well so far.  In addition to 
expanding Mi Tienda to other regions of the state, the Sinaloan government is considering expanding 
the programme concept to other empresas tractoras that sell coca-cola, such as small restaurants, 
pharmacies, bakeries, stationary vendors, and clothing supply vendors.  The programme concept might 
also feasibly be applied to other large suppliers or manufacturers, besides coca-cola, that sell high 
volumes of inventory through designated empresas tractoras, although there are no current plans to do 
so. 

5. Empresas Tractoras (Driving Sector Companies) and Cadenas Productivas (Commodity 
Production Chains) 

The Sinaloan government defines “empresas tractoras” as “Enterprises that pull and push 
economic activity in the state through the generation of employment and the attraction of investment 
and which are vehicles through which other enterprises can commercialize their products and/or 
services, thereby developing into local providers and strengthening the internal market.” Sinaloa 
realised early on that neither the economic reforms of the eighties and nor the commercial opening to 
the United States in the nineties could help its growth rate.  Open to competition from more 
competitive firms in places such as Florida, agriculture production lost yield and imports led to 
bankruptcy of many agribusinesses.  So public policy had to step in to support agribusiness, strengthen 
competitiveness of production chains, and help diversify sources of employment.  This was expressed 
in the State Development Plan for 1999-2004 in this way: 

“One of the principle objectives of the State Government is to strengthen our productive capacity 
and employment, as well as to diversify the economy, create new investment projects and find propose 
alternative solutions to identified problems.” 

The economic model that has been emerging in Sinaloa over the past four years focuses on four 
fronts:  competitiveness, infrastructure, support to local companies, and investment promotion. 

The Sinaloan Model of “Driving Sector Companies” (Empresas Tractoras) and “Commodity 
Production Chains” (Cadenas Productivas) draws upon the literature of clusters and commodity 
production chains.  A commodity chain means a set of stable relations among enterprises whose end 
result is a finished product.  This includes backward and forward linkages within a sector that go 
beyond customer/supplier trade exchange relations.  To describe a production chain, one starts with 
the final commodity or consumable and moves backwards until reaching the raw material input.  One 
examines how these nodes relate regarding issues such as market information, the definition of quality 
standards, upgrading of suppliers, technical training and innovation diffusion.  A good example of a 
commodity chain the benefits Sinaloa is the Driving Sector Company “La Costeña” located in 
Guasave.  La Costeña cans tomato paste, jalapeño chili peppers, tomato purée, chícharos, Mexican 
sauce, sweet maize, poblano Chile and pimientos.  Investment in this type of food processing company 
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is income-producing and greatly benefits a vertical logistic chain of companies by producing links to 
the productive chains of the rest of the economy.  Similarly, companies such as Delphi, Bachoco, Coca 
Cola, and El Fuerte have generated more jobs and alliances with partner companies. 

In Sinaloa, a Driving Sector Company is one that that drives or pushes economic activity by 
creating jobs and/or attracting investment.  It is also a vehicle for other companies to commercialize 
their own products and/or services,, developing themselves as local suppliers to strengthen the internal 
market.  The Top 100 companies provide 20% of the jobs in the state while the top 500 provide 42%.  
Beneath that are the SMEs and at the base are the young entrepreneurs (Jovenes Emprendedores) who 
are at the source of the creation of microenterprises.  So there is a critical relationship between the 
Driving Sector Companies and those companies that supply them with goods and services. 

The Driving Sector Companies programme (Programmea de Empresas Tractoras -- PET) aims to 
promote the development of the companies in the region, to identify opportunities, and finally to 
integrate them into the production chains that connect to the driving sector companies of Sinaloa.  
Here’s how it works: 

•  Led primarily by the Business Advisory Centers, the Driving Sector Companies programme 
aims to preserve jobs (no lay-offs);  identify and support new growth and expansion projects 
(new investments and job creation);  support SMEs (develop supply chains and local clients);  
and identify problems and propose solutions. 

•  The Secretary of Economic Development’s role in the Programme is to form teams of 
specialized consultants;  help SMEs with formalities, financing, commercialization, training 
and education;  and establish connections between SMEs and driving sector companies. 

•  Each driving sector company names a contact person;  agrees to be an SME take-off 
platform;  integrates SMEs into their production chains in order to increase their 
competitiveness and develop their capital;  and to make their technology and infrastructure 
available to SMEs. 

•  Each SME agrees to name a contact person;  commit itself to respond to the specialized 
consultant’s diagnosis;  maintain quality standards of its products or services. 

6. Young Entrepreneurs (Jovenes Emprendedores) 

The Jóvenes Emprendedores programme is a requirement for every undergraduate university 
student in the State of Sinaloa.  Institutions involved in the programme cover 90% of tertiary-level 
students in the State.  This programme is designed to enable young people to become self-reliant as 
entrepreneurs, small business owner managers, or as self-employed persons, thereby providing other 
Mexicans with jobs in their communities. 

Jóvenes Emprendedores is an alliance between the educational sector, the State, the federal 
government represented by the Secretariat of Economic Development, and entrepreneurs in the 
community.  To promote the creation of an enterprising culture, a consultative council was formed that 
includes representatives from the university, Secretariat of Economic Development, Secretariat of 
Public Education and Culture, as well as a number of entrepreneurial firms.  The institutions 
represented include: 

•  Sinaloa Autonomous University 
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•  University of Occident 

•  Los Mochis Technological Institute 

•  Technological Institute of the Sea 

•  IT ESM Culiacan 

•  IT ESM Mazatlan 

The purpose of the Jóvenes Emprendedores programme is to promote an enterprising culture 
through activities in small enterprises, and to develop mechanisms to increase the competitiveness of 
new SME’s in Sinaloa.  The programme consists of a two-stage process: 

1. Raising awareness by transferring and implementing the development of the entrepreneurs 
programme by recruiting participating educational institutions culminating in the 
implementation of the programme in these institutions. 

2. Developing project companies when a student demonstrates a design to develop his/her own 
project company (with linkages then being made to other programmes of the Secretariat of 
Economic Development).  This process includes: 

•  Project submission 

•  Vetting and filtering 

•  Strengthening weak areas 

•  Additional training 

•  Support 

•  Networking 

•  Launch 

At the end of June 2002, 61 small business projects were undertaken.  In the first 9 months of 
2003, 122 additional projects were in progress, for a total of 183.  Forty of these projects are now 
operating as viable small businesses.  In addition, a six-month business aftercare programme is 
provided to assist start-ups.  Assistance is provided if these start-up businesses require help beyond 
this six-month period;  otherwise, entrepreneurs are encouraged to proceed on their own.  These start-
up businesses can be linked to other agencies, including NAFIN, Fosin, Made in Sinaloa, Sinaloa 
Exports, COMPITE, etc. 

The educational model for Jóvenes Emprendedores is based on a highly successful 
entrepreneurship programme of the Tecnologico de Monterrey (ITESM) which is based on the 
objective of providing professionals with an alternative to traditional employment by becoming 
entrepreneurs.  ITESM’s mission is “To raise persons committed to the development of their 
community, to make it better on social, economic and political levels, and to be competitive in the 
knowledge area.”  Additionally, ITESM conducts research in order to facilitate the sustainable 
development of Mexico as a whole. 

As part of the programme, national and international experts train the teachers.  This enables 
professors to deal effectively with entrepreneurial themes throughout the course of the programme.  
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The academic area of the ITESM programme consists of one required course on Entrepreneurship and 
various additional courses that are optional.  These additional courses include: 

•  Small Business Administration 

•  Small Business and Franchises 

•  Implementation of Small Business Management 

•  Consultancy for Small Businesses 

•  Design of Franchise Systems 

•  Other courses and workshops 

ITESM also offers entrepreneurial programmes at the high school level, where they are 
obligatory, as well as at the university level.  The OECD team did not have the opportunity to observe 
these initiatives during its visit.  Currently, ITESM supports more than 250 universities in 9 countries 
of Latin America and there are efforts underway to stimulate creative thought in the classrooms.  
Hilario Recio Sánchez created the Proposal to Increase Creative Thought in the Classroom for the 
ITESM Campus in Sinaloa.  The proposal provides an extensive methodology for increasing the role 
of creativity in the entrepreneurial process. 

The Jóvenes Emprendedores initiative is unprecedented in tertiary education in Sinaloa.  It is 
probably unprecedented at the global level as well.  The OECD team could not find anywhere else a 
comparable commitment by all levels of government, education and the community of entrepreneurs 
to nurturing an entrepreneurial spirit at the tertiary level of education.  However, in our global search, 
we were able to find an extensive programme dedicated to entrepreneurship and enterprise education 
at the elementary and secondary school levels in the province of Newfoundland in Canada (see 
Annex A). 

The Jóvenes Emprendedores programme underlies a strong commitment to the creation of an 
entrepreneurial culture in the State of Sinaloa.  The partnership between the universities is in itself an 
object lesson in collaboration that could be learned by tertiary institutions around the globe. 

7 The Prosper Foundation (Fundacion Prospera) 

Fundacion Prospera (Prosper Foundation) was formed in September 1998 by a group of socially 
aware entrepreneurs in Sinaloa, Mexico.  These founders were motivated by the desire to use private 
sector principles to solve social problems in the State.  The mission of the Prosper Foundation is to: 

“Raise the quality of personal and community lives of foundation participants, create an 
entrepreneurial culture, and promote investment in high-quality projects through (a) micro 
credit and savings schemes and (b) capacity building and technical assistance to small 
business owners.” 

All clients of the Prosper Foundation are micro entrepreneurs.  The typical client lives in 
Culiacan, is self-employed, is a woman (70% of clients), runs a family-based business in the industry, 
service, or commerce sectors and does not keep written accounts.  Foundation officials estimate that 
60% of clients are poor.  Programme policies stipulate that borrowers should have one year of 
business experience, although in practice this policy is flexible. 
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The Prosper Foundation gives individual loans ranging from 1 000 to 50 000 pesos 
(approximately $90-$4 500) at interest rates ranging from 1.5% to 6.0% (typically 5%) per month 
calculated on a declining balance over a time period ranging from three to twelve months.  The 
average loan size is 6 000 pesos ($580), and the average duration is 3-6 months.  Clients are eligible 
for successively larger loans at more preferential terms based on their repayment history.  Borrowers 
sign a formal contract/pledge to repay the loan and are required to provide two guarantors who agree 
in writing to guarantee the full amount of the loan.  The programme does not offer group loans, 
savings, or training. 

Credit officers perform due diligence on each loan request.  Potential borrowers visit the 
foundation’s office and complete a loan application form, at which point the credit officer makes an 
appointment to visit the applicant’s residence or place of business.  During the site visit, the credit 
officer performs a socio-economic analysis to verify the information given on the loan application and 
to assess the viability of the business and the borrower’s capacity to repay.  The credit officer 
calculates repayment capacity by estimating monthly business sales and other sources of household 
income and subtracting from these amounts monthly inventory and other operating costs. 

The credit officer next submits the loan application and his analysis to the loan committee for 
consideration and final decision.  The credit committee consists of three unpaid volunteers, each an 
official from the Sinaloa Ministry of Economic Development, including the Minister of Economic 
Development.  The loan approval process takes on average 15 days.  The loan committee approves 
approximately 99% of loan applications.  When a loan is approved, the Foundation disburses the loan 
through a personal check, which the borrower cashes at the local bank.  Programme policies stipulate 
that loans are to be used exclusively to invest in the borrower’s business. 

The Foundation has two full-time staff responsible for loan promotion, credit analysis, loan 
collection, and all other programme activities.  Staff do not aggressively market the programme, but 
rely mostly on referrals and walk-ins to generate business.  Both staff members have previous banking 
experience.  Loans are tracked using an excel-based management information system. 

At present, the Foundation has 123 clients and an outstanding loan portfolio of 500 000 pesos 
($45 000).  Despite Foundation claims that staff follows up on loan repayments aggressively, arrears 
stand at 20% of the outstanding loan portfolio.  The primary method to enforce loan repayment is 
moral suasion.  Follow-up is done mostly by telephone.  As a general rule, the Foundation does not 
seize collateral from defaulters nor collect on guarantees.  According to Foundation officials, women 
repay at a (unspecified) higher rate than men.  Foundation officials attribute the high arrears rate to the 
learning costs of starting and operating a loan programme. 

The funding mechanism for the Prosper Foundation is the cell.  A cell is a group of 10 local 
business persons who contribute the initial loan capital and who actively assist clients by sharing their 
knowledge and experience in a way that promotes the expansion of clients’ businesses.  The 
Foundation began operations in 2000 with an initial cell in the city of Culiacan and 500 000 pesos of 
loan capital.  Current plans call for the Foundation to raise another 500 000 pesos of loan capital to 
expand operations in Culiacan.  Once the programme reaches saturation point in Culiacan, Foundation 
officials hope to expand the programme to other regions in the state by raising another 1 million pesos 
in loan capital.  Expansion plans assume the same cell funding scheme;  there are no plans to raise 
funds using another fund raising scheme. 

The operating costs of the foundation are subsidized by the Sinaloa government, which 
fundraises, serves on the credit committee, and provides office space for foundation headquarters in 
the government office complex.  Nonetheless, the Foundation does not generate sufficient revenues to 
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cover its operating costs.  Foundation officials estimate that an outstanding loan portfolio of 
3 million pesos will be necessary to achieve operational self-sufficiency. 

According to Foundation officials, the principal competitors include pawn shops and money 
lenders.  Money lenders charge interest rates of approximately 25% per month. 

Other Programmes 

This section considers the following programmes:  Made in Sinaloa (Hecho en Sinaloa), Sinaloa 
Exports (Sinaloa Exporta), CRECE (Regional Centre for Managerial Competitiveness), COMPITE, 
The Sinaloa Artisan Fund (Fondo Artisanal), Promode and ICATSIN 3. 

(i). Made in Sinaloa (Hecho en Sinaloa) 

Made in Sinaloa is a government programme developed to support the commercialization and 
promotion of products produced by micro, small, and medium enterprises to local, national, and global 
markets.  Support is rendered through a variety of means, including commercial missions, fairs and 
exhibitions in local, national, and international venues, training courses, technical assistance, and 
market studies.  In addition to these services, Made in Sinaloa helps develop dealers, conducts 
business meetings, and networks participants with commercial chains.  A good example of the latter 
service is the Salsa Cluster, in which manufacturers of salsa meet with the local Wal-Mart manager 
who selects products for the store.  This manager also has the power to recommend successful 
products to other Wal-Mart stores in the country (there are currently 500 Wal-Marts in Mexico). 

Any owner of an enterprise seeking to develop and grow his business and who produces good 
quality products can participate in Made in Sinaloa.  To join the programme, the business owner need 
only contact the Ministry of Economic Development -- by visiting one of its offices, by telephone, or 
by email -- and complete an inscription form providing general information about the enterprise.  
Enterprises wishing to use Made in Sinaloa to promote their products are required to provide product 
samples for examination and presentation.  Enterprises that join the programme are listed in the Made 
in Sinaloa commercial catalogue.  There are currently 405 enterprises registered in the catalogue. 

The costs to enterprises of participating in the programme are nominal.  The programme charges 
a fee of 500 pesos per enterprise to include its products in the Made in Sinaloa catalogue.  The costs 
for promoting an enterprise’s products at a fair or exhibition depend on the number of enterprises 
displaying products.  As more enterprises join, costs are lowered.  In some cases, participation in fairs 
or exhibitions is offered for free.  A more detailed description of some of the services offered by Made 
in Sinaloa follows. 

•  Participation in Fairs and Commercial Exhibitions 

Made in Sinaloa exhibits products produced by programme participants at fairs and commercial 
exhibitions.  In addition to linking participants with commercial vendors of various sizes, types, and 
localities, the fairs and exhibitions are useful venues in which entrepreneurs can network with each 
other and share insights, experiences, strategies, etc.  Participation in fairs and exhibitions is part of an 
ongoing effort by Made in Sinaloa to facilitate the development, growth, and effectiveness of 
entrepreneur networks. 

•  Consulting on Product Design and Presentation 
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Made in Sinaloa offers enterprise owners consulting services on product logos and names.  
Assistance with the logo conception and design is provided by an outside firm.  Consulting services 
offered also include assistance with product presentation, including the numbers, sizes, materials, 
packages, and packaging. 

•  Assistance in Meeting the Requirements to Distribute Products through Major Commercial 
Chains 

Made in Sinaloa assists enterprise owners to increase the sophistication and formality of their 
products, thus helping them overcome barriers to working with major commercial chains.  Specific 
items of assistance include nutritional tables, bar codes, trademarks, compliance with government 
standards and regulations, credit, logistics, and production capacity. 

•  Marketing Advice 

Made in Sinaloa offers advisory services to participants in marketing strategy.  Advice covers 
areas such as market penetration strategies, antecedents of commercialization, and promotion and 
publicity campaigns.  A broader objective of this service is to encourage a spirit of marketing and 
product innovation. 

•  Linking Entrepreneurs with Representatives of Major Commercial Chains 

A major objective of Made in Sinaloa is to establish business relationships between Sinaloan 
producers and major commercial entities such as Soriana, Wal-Mart, Casa Ley, and Cadena 
Commercial Oxxo.  Forging successful business relations with major commercial chains has more 
potential to advance the commercial interests and achieve significant market penetration of Sinaloan 
producers than other components of Made in Sinaloa. 

(ii) Sinaloa Exports (Sinaloa Exporta) 

Sinaloa Exports is the State’s campaign to promote and develop exports.  It offers management 
and advisory services for SMEs desiring to increase their export flows.  It specialises in 
commercialising food and manufactured products for the foreign market.  It also helps companies 
redirect their production to foreign markets through diagnostic and support services in such areas as 
labelling, packaging and packing, international contracts, ISO 9000 certifications, market research and 
international logistics. 

 (iii) CRECE (Regional Centre for Managerial Competitiveness) 

CRECE (Grow) is an advisory and management training institute dedicated to the support of 
commercial, industrial and service related businesses.  CRECE is in fact a national network of centres 
located in every State, offering counselling and training to SMEs so as to facilitate their growth.  
While CRECE receives financial support from the federal government, the management of these 
programmes is conducted in the private sector through a Managerial Co-coordinating Council. 

This programme is available to micro, small and medium enterprises from industrial, commercial 
and service related sectors.  They must have been in business for at least two years, be 100% Mexican 
owned and be formally established in Mexico.  The size of the company determines the cost of use.  A 
high percentage of the overall cost is subsidized. 
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The purpose of the programme is to optimize human, financial, administrative and technical 
resources within the company in order to develop action strategies to address challenges, improve 
levels of competitiveness and plan for the future.  Counselling is conducted in the areas of 
management, human resources, marketing, production, and finance.  Management training 
programmes are designed in order to solve and/or prevent, in a practical manner, some of the most 
common problems in business. 

 (iv) COMPITE 

COMPITE is a programme designed to achieve an increase in productivity in small-scale 
industry.  The Secretariat of Economic Development offers this programme to business leaders.  These 
four-day theory/practice workshops aim to:  increase and improve productivity of the specialized 
production processes;  increase the number of new products emerging from the manufacturing 
process;  decrease inventory at the various stages of the manufacturing process;  develop the proper 
throughputs during the production process.  The following programmes are offered through the 
COMPITE programme:  COMPITE workshops;  quality counselling IS0 9000;  and quality assurance 
programmes for small hospitals. 

COMPITE workshops are applicable to production challenges in any branch of manufacturing 
(except the automotive sector).  All sizes of enterprise are eligible.  Feasible benefits include:  
immediate increases in productivity after the 4 day programme;  optimal use of existing equipment;  
elimination of waste (inventory, materials and equipment);  reduction of inventory;  and elimination of 
duplication. 

The process of determining eligibility for COMPITE involves a pre-diagnosis, with enterprises 
able to demonstrate the following characteristics:  consistent production volume based on repetitive 
actions with a high level of manual labour in the manufacturing process, along with well-defined staff 
responsibilities. 

Quality counselling is available in ISO 9000, 9001, and 14000.  Such counselling is open to 
micro, small and medium enterprises in various production sectors.  The requirements are that the 
firms concerned be formally established, complete an initial diagnosis, sign a contract of service with 
COMPITE, designate a management representative, and pay for the required services.  The services 
provided include:  diagnosis, counselling and improvement revision and training in order that 
organizations can establish an ISO 9000 system that will provide their clients with consistent quality 
and service, leading to increased competitiveness and productivity.  ISO 9000 certification is available 
for the companies that wish to obtain it. 

(v) The Sinaloa Artisan Fund (Fondo Artisanal Sinaloense) 

The Sinaloa Artisan Fund (SAF) is a programme to support the development of the traditional 
crafts industry in Sinaloa.  The programme was created by the Ministry of Economic Development in 
conjunction with the Secretary of the Economy.  The mission of the SAF is both social and economic.  
The social mission is to support the craft artisans in Sinaloa, so as to preserve traditional crafts as a 
way of life and an integral part of the culture of Sinaloa.  The economic mission is to (1) create self-
employment opportunities and improve the standard of living for local artisans, and (2) raise the 
standard of living in marginal communities where local artisans live and work through the 
commercialization and promotion of high quality crafts in local, national and international markets.  
SAF represents the first time that crafts policy has focused on promoting crafts for commercial rather 
than cultural purposes. 
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The government of Sinaloa envisions the State as a nationally and internationally renowned 
producer of traditional crafts.  Specific objectives of the SAF are: 

•  To increase the productivity and quality of traditional craft production. 

•  To increase the income and preserve the way of life of native artisans. 

•  To increase the commercialization of craft production. 

•  To sell native Sinaloan crafts in national and international markets. 

•  To promote craft activity through ongoing campaigns, publicity, and international popular art 
exhibitions. 

•  To link artisans with sources of support to improve craft design. 

•  To encourage artisans to register (formalize) their businesses. 

SAF is staffed by a single individual.  To enrol in the SAF, artisans are required to register for the 
programme.  To date, 149 artisans have registered for SAF out of an estimated population of 200-
300 artisan families in the State.  For many of these artisans, crafts are a hobby rather than occupation.  
The number of artisan families in the State dependent on crafts as the principal or primary source of 
household income is relatively small.  Artisans may access information about SAF through the 
Business Advisory Centers or through the ministries of economic development in the communities 
where they live. 

The strategy for promotion of craft production and commercialization uses a variety of 
approaches, as described below. 

Fairs and Expositions 

Money from the SAF budget is used to support artisans’ travel to crafts fairs and exhibitions and 
to pay for stands once there.  Crafts fairs and exhibitions are important venues for artisans to display 
and sell their crafts and to make contacts with commercial buyers.  The money in the budget however 
is only enough to support a small number of artisans.  Since 2000, SAF has supported the participation 
of 119 artisans at eight crafts fairs and expositions in Sinaloa and other States in Mexico producing 
total sales of 298 347 pesos (approximately $27 000).  One notable success was that SAF successfully 
completed negotiations with the Japanese firm LI & FUNG trading, a high-end merchandiser, to 
include crafts produced by eight artisans from communities in Sinaloa in its catalogue of merchandise. 

Registration 

The SAF encourages artisans to register their businesses.  Many crafts clients ask for or require 
formal purchase receipts, but only registered businesses can produce formal purchase receipts.  Thus a 
major potential benefit to registration is the ability to sell to wider, more diverse, larger, and more 
formal markets.  The director of SAF, however, reports that artisans form a closed culture that is 
resistant to formalization. 
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Linkages 

SAF does not offer loans.  For participants who need loans, SAF will help them link up with Red 
FOSIN or other lending programmes.  SAF also offers participants linkages to federal programmes 
supporting crafts development.  Federal crafts programmes require at least 20 local artisans working in 
the same area to enrol them in the programme and render assistance.  Thus an important function of 
SAF is to identify and mobilize groups of artisans eligible to participate in Federal crafts programmes. 

Craft Design Support Programme (PROADA) 

PROADA began in 1997 and is coordinated by the Secretariat of the Economy.  Its objective is to 
help traditional crafts artisans to improve the design, production, commercialization and 
competitiveness of crafts production through seminars and workshops.  PROADA also provides free 
product development advice to artisans and connects them to commercialization companies at so-
called craft commercialization encounters.  Participants in PROADA are also eligible for one of three 
prizes awarded at the National Craft Exhibition to those crafts with the greatest potential to be 
commercialized. 

Currently, PROADA is working in two communities in Sinaloa.  Since 1991, PROADA has 
supported 31 artisans, including 19 in 2001 and 12 in 2002.  Benefits offered to artisans through 
PROADA include: 

•  Strategies to commercialize products, create new ones, or improve products currently in 
production. 

•  Opportunities for product promotion. 

•  Opportunities to forge improved commercial relationships. 

•  Access to exhibition space for free or at a significantly reduced price. 

•  Access to free technical guidance and assistance. 

•  Opportunities to win prizes. 

Crafts Catalogue 

SAF recently completed a prototype of a new crafts catalogue featuring items produced by 
artisans from Sinaloa.  The catalogue will serve as the principal tool to promote the Sinaloan crafts 
industry.  The catalogue will be distributed to embassies, associations, and merchants specializing in 
gifts, crafts, and other appropriate retail. 

Support to Furniture Manufacturers of Concordia 

SAF offers support to a civil association of artisan furniture manufacturers from the hill region 
Concordia.  Working in conjunction with the Concordia furniture manufacturers, SAF has produced a 
number of notable successes.  At the Guadalajara Furniture Expo, SAF and the Concordia furniture 
manufacturers sold 200 000 pesos ($18 000) worth of goods.  Presentations at fairs and exhibitions 
produced an offer from ISSTESIN to distribute Concordia produced furniture through its six outlets in 
the state of Sinaloa.  During 2003, SAF linked the Concordia manufacturers with the Center to 
Promote Mexican Design to develop a prototype rocking chair for export. 
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Artisan Website 

SAF is in the process of creating a website featuring crafts produced by artisans in Sinaloa.  The 
website will become a principle means for marketing Sinaloan crafts to domestic and international 
consumers. 

(vi) Promode 

Promode is a programme designed to promote competitiveness among retailers (micro and small 
trades) through training and facilities improvement.  It also supports individuals seeking to start their 
own businesses.  Promode is a federal programme.  Training courses are offered monthly and are 
supported by the Federal Government in partnership with the Secretariat of Commerce, State 
Government, Chambers of Commerce, and Universities. 

The Secretariat of the Economy, by means of Promode, provides the business leaders with tools 
necessary to increase competitiveness at the retail level.  This programme is free to all who seek to 
improve their services.  Training programmes aim to improve operations of the enterprise through 
training in:  management;  purchasing and sales;  accounting;  marketing research and strategies;  use 
of electronic equipment;  competitiveness analysis;  and growth strategies. 

Advice is also offered on improvement of existing physical space in order to achieve marketing 
and management objectives.  Assistance is likewise given to enable people interested in starting a 
business to develop knowledge and capabilities required for the creation of a business plan as well as 
basic business management. 

(vi) ICATSIN 

ICATSIN is a skills training centre consisting of 12 schools in the state of Sinaloa.  Funding is 
provided by the Federal Government (60%) and the state of Sinaloa (the other 40%).  Institutes such as 
ICATSIN exist in order to create linkages with productive industries so as to deliver the needed 
training.  At any given time there are approximately twenty thousand citizens from Sinaloa enrolled in 
various programmes offered by ICATSIN.  Currently there are between 60 and 70 different course 
offerings in the state.  Programmes are open to inhabitants of Sinaloa and are designed to: 

•  Educate the unemployed. 

•  Enable those currently employed to increase their levels of knowledge and skills. 

•  Assist industry to educate and train their existing workforce. 

About 60% of programme participants are unemployed while 40% are either existing full-time or 
part-time employees.  Some of the programmes include: 

•  beauty services 

•  carpentry 

•  computing 

•  electronics 

•  mechanics 
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•  textiles -- from design to production 

ICATSIN has an alliance with NAFIN in order to provide finance and training for start-up 
enterprises.  On occasion NAFIN recommends potential candidates for small business creation and 
self-employment to first take courses offered by ICATSIN in order to obtain the needed competencies.  
Upon successful completion of these programmes, NAFIN re-evaluates the potential of the business 
concept. 

Sectoral Development Programmes 

The State of Sinaloa has also put into place a number of integrated sectoral development 
programmes.  These programmes (FILACTEOS [Dairy Products Sub sector], FICARNE [Meat Sub 
sector], FIFRUIT [Fruit Sub sector], FICANA [Sugar Cane Sub sector], FIESCOBA [Broom Sub 
sector] and FIDISOFTWARE [Software Sub sector]) are not strictly focused on entrepreneurship.  
They aim to assess all the variables that impinge on the operation and competitiveness of firms in the 
sectors concerned.  Such variables could vary, in particular cases, from infrastructure deficiencies to 
the need for technological upgrading.  Two programmes -- FIESCOBA and FIDISOFTWARE -- are 
briefly described here, by way of illustration: 

FIESCOBA -- Fund for the Development of the Broom Industry (Fondo de Fomento a la Industria 
Escobera) 

Broom corn is the name given to the flexible stalks 
of a type of Sorghum grown in Sinaloa and other parts of 
Mexico.  After the grain has been removed with combs, 
the flexible stalks are used for various types of hand 
brooms.  There are more than thirty broom-making firms 
in Sinaloa and they supply the domestic and the US 
markets.  Nine of them have come together to form the 
cluster. 

FIESCOBA A.C. brings together the members of 
the broom cluster through the state to link their 
production chain with specialized services (common 

purchases, sales and production, quality, technical assistance) to reach greater levels of efficiency and 
competitiveness in the market.  FIESCOBA provides advice on financing, connects its members to 
government support programmes, promote and coordinate outsourcing, organises training 
programmes, and has launched an effort to “re-engineer” companies that form the productive chain.  
For example, FIESCOBA has funded research into Italian machinery that can greatly increase 
production while keeping staff levels constant.  The firms are producing under capacity due to out-of-
date methods and lack of raw product.  Sinaloan farmers receive no subsidies for broom corn 
production and there is a deficit during certain times of their year.  So part of the clusters efforts aim to 
increase the hectares of cultivated sorghum. 

FIDSOFTWARE 

This ambitious programme arose as an intiative of the Secretary of Economic Development to 
strengthen local software companies and provide a platform for national and foreign investment.  
FIDSOFTWARE has three general areas of activity aimed at increasing the competitiveness of 
Sinaloan high-tech SMEs in the global market place: 
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•  Alliances with institutions and companies such as Bancomext, CONACYT, and international 
companies. 

•  Increased quality through qualification in the Capability Maturity Model (CMM), the 
standard for intenrational software development. 

•  Product promotion through commercialization, logistics, marketing and participation in trade 
fairs. 

Top on its list is increasing the supply of qualified young people coming out of the Technical 
Universities and polytechnics.  The programme encourages students in their last semesters to become 
certified specialists in software development.  FIDISOFTWARE also involves IT experts in 
companies in transfering technology, competitive intelligence and innovation processes to support this 
sector.  The Sinaloan authorities also wish to assist with exports of software services and products.  
Working with tertiary institutes, the Government has created a “Jobs in Your University” programme 
that brings outside investment and jobs to the campus through the establishment of contracted call 
centres, data processing centres and software development installations. 
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CHAPTER 4:  AUDIT OF THE LOCAL ENTREPRENEURSHIP ENVIRONMENT 

This chapter reviews the main features of the programmes and policies that affect the 
development of entrepreneurship in Sinaloa and that are, at the same time, within the policy remit of 
the State authorities.  The issues treated relate to:  local entrepreneurial culture;  access to debt finance;  
venture capital;  sites and premises;  business incubators;  Internet infrastructure (although this is not 
in the remit of the State authorities, but rather is the responsibility of TELMEX);  access to advice and 
information;  business networks;  and support for innovation. 

Local Entrepreneurial Culture 

Two issues need to be considered first: 

1. How does one create conditions and cultures that nurture each person’s distinct 
contributions? 

2. How does one enable each person to engage his or her distinct talents in order to align them 
with activities that lead to commitment and involvement in the work place? 

Enabling people to create their own work, as well as have a degree of control over the nature of 
the work itself, leads to the unleashing of energies needed to get past the challenges and obstacles that 
are generally in the way of opportunity.  While the challenges are the responsibility of the 
entrepreneur, the obstacles tend to be bureaucratic and structural in nature and fall under the control of 
governments. 

Any analysis related to the creation of an entrepreneurial culture begins with an implicit 
understanding of the person himself or herself and how they can engage their distinct contribution 
(talents) and creativity by aligning them with the expressed needs of the community.  This is first and 
foremost an obligation of society, to ensure that each person becomes all they are capable of being.  
The Green Paper -- Entrepreneurship in Europe notes that entrepreneurship is first and foremost a 
mindset:  “Entrepreneurship is about people, their choices and actions in starting, taking over or 
running a business, on their involvement in a firm’s strategic decision-making.  It covers an 
individual’s motivation and capacity, independently or within an organization, to identify an 
opportunity and to pursue it in order to produce new value or economic success.” (p. 5). 

The successful growth of an enterprise is dependent on an individual’s ability to creatively 
exploit emerging opportunities while constantly adapting and implementing the new products and/or 
services.  The overall success of an enterprise is not based on the completion of a successful business 
plan, but upon the interrelationships between the intrinsic motivation of the entrepreneur, their teams 
and the supportive extrinsic motivation in the community that enables entrepreneurs to effectively 
grow their enterprises. 

Recent analyses have drawn a distinction between necessity entrepreneurs and opportunity 
entrepreneurs.  Opportunity entrepreneurs are people who identify available opportunities and exploit 
them.  Necessity entrepreneurs are those who create self-employment in response to job loss or 
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redundancy, when other options for work or participation in the economy are absent or are considered 
unsatisfactory.  Forbes Magazine defines the Necessity Entrepreneur (NE) is someone who never 
considers starting or owning a business until there is no other option (Kroll, 2003;  Forbes 2003).  The 
Global Entrepreneurship Monitor (GEM) distinguishes the NE from an opportunity entrepreneur (OE) 
who has started a business to take advantage of a business opportunity (Frederick et al, 2002). 

The distinction between NE and OE is important because it determines the primary motive for 
participating in the start-up, whether individuals are willing volunteers (OE) or feel they are forced 
into creating a new business (NE).  Cowling and Bygrave (2003) predict that when unemployment 
rates are high, necessity entrepreneurship will be high.  They observe that their model is statistically 
significant, with unemployment rates exhibiting minor temporal variation between countries.  
Additional predictions by Cowling and Bygrave (2003) include:  The more generous the welfare 
system the lower the rate of necessity entrepreneurship;  The higher the proportion of the adult 
population with pension provisions, the lower the rate of necessity entrepreneurs;  Where barriers to 
market entry by new businesses are high, the rate of necessity entrepreneurship will be low. 

It is critical to differentiate the term entrepreneur, small business owner and self-employed 
person.  A study entitled, Differentiating Entrepreneurs from Small Business Owners:  A 
Conceptualization, by Carland, Hay and Bolton, distinguishes between an entrepreneur, small business 
owner and self-employed person.  This study is consistent with the research findings by the Institute 
for Enterprise Education of over 2 700 SMEs over the past decade.  The terminologies are: 

•  Entrepreneurs -- Practice disruptive innovation for their entrepreneurial activity (for 
instance, Michael Dell of Dell Computers and Richard Branson of Virgin). 

•  Small business owners -- Practice management skills for their enterprise (For instance, retail 
store owners and franchises, such as McDonalds). 

•  Self-employed individuals -- Practice their skills or trades for their enterprise (For instance, 
carpenters and artists). 

Both the small business owner and self-employed person practice incremental forms of 
innovation, as opposed to the entrepreneur, who practices disruptive forms of innovation. 

Based on these terminologies, a very small sector of the economy are entrepreneurs.4  Most 
people are found in the latter two categories.  The needs of each of these start-up enterprises are 
distinct.  The key is to ensure that governments, educational institutions and society as a whole, can 
understand the nature and quality of these distinct activities. 

In the Spanish language, the word “emprendedor” is used for an entrepreneur, while the word 
“empresario” is used for a business owner.  An emprendedor is not just a young empresario.  Here are 
some of the character traits that have been most identified with being an entrepreneur: 

•  A desire for independence; 

•  Perseverance in the face of adversity; 

•  A willingness to take calculated risks; 

•  A dislike of being an employee or manager;  

•  An ability to identify opportunities and exploit them; 
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•  Being highly communicative, with an extensive personal network; 

•  Exuding energy, enthusiasm and self-confidence;  and 

•  A desire to make affect the world around them and make a recognized difference. 

A study of entrepreneurial behaviour provides lessons as to how each individual in society can 
become ‘enterprising’ by connecting their distinct talents, meaning and motivation to create new 
opportunities and possibilities for themselves.  “In short, people will need to be creative, rather than 
passive;  capable of self-initiated action rather than dependent;  they will need to know how to learn 
rather then expect to be taught;  they will need to be enterprising in their outlook, not think and act like 
an employee or client.  The organizations in which they work, communities in which they live and 
societies in which they belong, will in turn, also need to possess all these qualities.”(OECD, 1989, 
p. 30). 

A journey into the mind of the entrepreneur reveals a number of insights that societies can 
incorporate into creating the needed conditions and cultures for enterprise.  One psychological theorist 
proposes that extremely high levels of intrinsic motivation are marked by such strong interest and 
involvement in work, and by such a perfect match of task difficulty with the skill level, that people 
experience a kind of psychological ‘flow’, a sense of merging with the activity they are doing.  Teresa 
Amabile concludes that intrinsic motivation is conducive to an individual’s creativity.  Entrepreneurs 
generate and implement novel ideas in order to establish new ventures. 

Shaver (1991) points out that economic circumstances are important;  marketing is important;  
finance is important;  even public agency is important.  But none of these will create a venture.  For 
that, we need a person in whose mind all of the possibilities come together, who believes innovation is 
possible and who has the motivation to persist until the job is done.  Only when the entrepreneur has 
gone through this mental process of matching his/her talents, meaning and motivation, will he/she 
derive a significant degree of determination and perseverance to challenge the external environment in 
the strongest possible manner. 

The next question that should be asked is:  How is the influence of the external environment 
represented in the entrepreneur’s experience?  If external incentives and supports are presented in a 
manner that enhances the entrepreneur’s vision, it is likely to support motivation and creativity.  For 
instance, an onerous venture capital process may weaken entrepreneurial creativity, as may stringent 
controls and available government programmes, regulations and taxation. 

Another important factor to remember is that entrepreneurship does not only apply to start-up 
enterprises.  Amabile points to the following entrepreneurial activities: 

•  Creation of new products. 

•  Implementation of novel ideas. 

•  Recognition of opportunities to fill an unarticulated need. 

•  Introduction of innovative means to deliver new technologies into the marketplace. 

•  Finding needed resources to implement ideas within the organization. 

•  Behaviours leading to creation of new services. 
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This leads to the issue of why entrepreneurship should be taught to all areas of education for 
reasons outlined above.  In today’s global environment, people need to be afforded opportunities to 
create their own work.  In order to do so they need to be enterprising, encompassing the same 
entrepreneurial mindsets and characteristics that relate to their distinct talents, meaning and 
motivation. 

The government Sinaloa has taken an active role towards creating the needed conditions and 
culture that nurtures the development of SMEs in the State.  From analysis of presentations, personal 
interviews and visits to economic, educational and governmental centres, it becomes quickly apparent 
that an enterprising culture is beginning to take shape in the State of Sinaloa.  While this vision itself 
may not be expressed, it is implicit in the mission of the State, beginning at the governor’s mansion, 
continuing as a strategy throughout the office of the Secretariat of Economic Development and then 
into the economic and social fabric of Sinaloa. 

Inculcating an enterprising culture requires that individuals have an opportunity to first learn 
about enterprise, learn for enterprise and learn through enterprise.  From the grassroots of the Sociedad 
Educadora to the Jóvenes Emprendedores initiatives, learning about enterprise is beginning to create 
the conditions and culture for entrepreneurship and enterprise to emerge throughout Sinaloan society.  
It is rare to find a connectivity, character and quality of State and local networks that are beginning to 
play a critical role by ensuring that every child learns to learn by discovering opportunities alongside 
their parents, who are also encouraged to better their lot through education, learning and training.  The 
core beliefs and values associated with this learning culture provide a foundation and framework for 
employment, entrepreneurship, small business ownership, and self-employment. 

Whether in art or architecture, engineering or history, more then 90% of university students in the 
State of Sinaloa study entrepreneurship through the Jóvenes Emprendedores programme.  Learning 
about enterprise also encourages students to consider entrepreneurship, small business ownership or 
self-employment as an option either upon graduation or later in their careers.  Those who have 
generated a viable idea within the programme have an option to pursue it further by means of network 
links established by the Secretariat of Economic Development (such as Red FOSIN). 

However, outside the walls of a traditional university, one finds an alternative tertiary programme 
with classrooms in the community.  Mi Tienda is an example of ‘learning through enterprise’.  One of 
the more interesting models seen was an alliance between ICATSIN, a skills training centre of 
12 schools within the State of Sinaloa, and NAFIN.  An individual can approach NAFIN with their 
business concept.  On occasion, NAFIN will recommend potential start-up candidates to first complete 
courses offered by ICATSIN in order to develop the needed skills and competencies.  Upon successful 
completion of the ICATSIN programme, NAFIN re-evaluates the potential of the business concept.  If 
successful, the candidate will obtain financing and additional training if necessary. 

Existing enterprises benefit from a number of programmes that begin with the Business Attention 
Centre as the one-stop resource location offering three primary services (simplified and rapid 
completion of municipal, state and federal business registration requirements;  resolution of problems 
between the enterprise, municipal, state and federal governments;  and linkages to other municipal, 
state and federal programmes offering services to SMEs).  One of the key highlights is the rapid speed 
with which one can register a small business.  The Business Attention Centre’s SSRBR 8 Programme 
can cut average registration time for a business to 5 to 8 days (for an industrial enterprise).  Indeed, the 
State offers a broad range of programmes, described in Chapter 3 which, taken together, provide a 
solid programme to engage the entrepreneur, small business owner and the self-employed individual 
from pre-start-up to the day-to-day operation of a growing enterprise. 
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Areas for improvement 

From an in-depth analysis of comparative models of entrepreneurship and new venture creation, a 
central challenge emerges.  While the vision to create and nurture such an entrepreneurial culture is 
embraced, the devil is in the details of sustainability:  Does the will exist to continue to nurture and 
support the growth of such a culture in the midst of a large number of failures among start-ups?  What 
is the process that enables entrepreneurs whose projects have failed to rebound quickly by learning 
from their mistakes and starting a second or third successful venture?  The answers to these questions 
are not clear as yet in Sinaloa and the approaches to these issues will determine how entrenched the 
culture of entrepreneurship becomes. 

While there is a major emphasis on the practice of entrepreneurship, we have not observed 
programmes that focus on the individual, on their distinct talents, motivation and capacity for 
enterprising or entrepreneurial activities.  The early stages of development within the school system 
provide an excellent opportunity for both learners and their parents to get in touch with their instincts, 
emotions and thinking to identify opportunities in the economic, governmental or social sector.  
Sinaloa not only requires entrepreneurs as economic engines, but it also needs enterprising people in 
every sector of its society. 

Conclusions on entrepreneurial culture 

The government of the State of Sinaloa, through the Secretariat of Economic Development, has 
made a strong commitment to nurture and support an entrepreneurial culture.  A continuum of 
programmes that include learning about enterprise, learning for enterprise and learning through 
enterprise are in place along with a compliment of programmes designed to assist SMEs to grow to 
become large enterprises. 

The 2002 study called The Path to Prosperity -- Canada’s SME’s, which compares Canada and 
the United States, bears lessons for the State of Sinaloa.  Canadian firms were found to be just as 
entrepreneurially inclined and growth orientated as their U.S. neighbours.  While Canada has 
proportionately more micro-businesses than the U.S., they are far less successful than their U.S. 
counterparts in growing to become medium and large-sized enterprises.  The reasons for this 
discrepancy include: 

•  A lack of financing available to young innovative firms. 

•  A lack of value-added management expertise. 

•  A lower adoption rate of new technologies, research and development. 

•  A burdensome regulatory framework. 

•  Barriers to growth in existing tax policies. 

The effectiveness of educational and governmental policies to support and ensure a vibrant 
culture in Sinaloa will rest with the individual who is provided an opportunity to discover her/his 
distinct talents and engage and align them with meaningful work in the economy. 

Access to Debt Finance 

This section examines the various financing delivery channels of Red FOSIN, its guarantee and 
direct lending programmes, and the Prosper Foundation. 
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Red FOSIN 

Since inception, Red FOSIN has aimed to meet the financing needs of a broad range of 
enterprises traditionally excluded from the commercial banking sector, from small shop owners to 
medium sized businesses.  To expand access to financing, FOSIN has established several financing 
delivery channels from direct lending, to conventional banks, to a planned venture capital fund. 

As local banks have begun to finance small businesses on a broader scale, stimulated largely by 
NAFIN guarantee programmes and improved macroeconomic conditions, FOSIN has shifted its 
programmes to fill more narrowly defined market gaps.  Thus, FOSIN management has adapted its 
programmes to conditions largely outside of State government control, such as macroeconomic factors 
and federal government initiatives.  In presenting our observations and recommendations, we have 
highlighted potential adjustments which are within the reach of the State.  In our analysis we will 
focus on the impact, efficiency, and sustainability of each programme. 

The broader availability of financing to SMEs through conventional bank sources is a positive 
development, enabling the State to maximize its available capital through targeted initiatives.  
However, this creates a new set of challenges for Sinaloa in designing and managing its financing 
programmes, which are highlighted in the narrative below.  Firstly, as the State seeks to build access to 
financing among more marginalized borrowers, it may be taking on greater credit risk.  Moreover, as 
the State looks to meet unattended demand through more tailored loan programmes, it risks 
diminishing its overall impact through a series of small scale, unsustainable pilots. 

Guarantee Programmes 

The following comments apply to all of FOSIN’s programmes delivered through local banks and 
supported by guarantees, including:  FOSIN Credit, FOSIN Guarantees, and FOSIN Advances. 

Impact 

The bulk of FOSIN’s loan volume has been generated through leveraging local banks’ utilization 
of Nafin’s small business loan guarantee programmes.  In designing its programmes, FOSIN 
management understood that meeting the financing needs of small businesses required also addressing 
the banks’ need to manage risk and improve efficiencies.  FOSIN essentially has two clients:  the 
small business customer seeking financing and the partner bank seeking to build a profitable loan 
portfolio.  As a result, FOSIN serves as a no-cost loan originator and servicing agent for the banks.  
This is particularly important for those businesses with financing needs below $1 million pesos, which 
require more assistance during the loan origination process and post-disbursal, and are therefore more 
costly to service.  Thus impact should be measured not only in the number of loans supported with 
FOSIN guarantees, but in the degree to which the local banks rely on FOSIN staff to support the entire 
lending process to small businesses.  While specifics of the banks’ portfolio were not available to the 
OECD team, impact assessments could include the number of new clients referred to the banks, the 
volume of repeat lending to such clients, and the number of “graduates” from the guarantee 
programme into the mainstream commercial lending of the bank. 

Efficiency 

Servicing small loan customers, particularly those without prior experience working with the 
formal banking sector, can be inherently inefficient.  FOSIN’s partner banks have developed scorecard 
methodologies to minimize the credit analysis time on each client.  By adopting these methodologies 
into their own systems, FOSIN has further streamlined the lending process.  This ensures uniformity 
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of analysis across the various locations of the network and extends the reach of the bank both in the 
origination and servicing of small enterprise loans.  Finally, FOSIN’s involvement helps to reduce risk 
by providing another layer of customer interface during analysis and post-disbursal.  FOSIN on the 
other hand benefits from leveraging the branch network, staff, legal and other resources of the bank. 

Sustainability 

With a reported arrears rate of below 3% of the outstanding portfolio, the small business lending 
activities through local partner banks appear to be sustainable.  The credit process shared with the 
OECD team seemed to follow best practices for prudent lending, including thorough financial 
analysis, personal references and credit checks, and site visits.  FOSIN has managed to preserve the 
capital in its guarantee fund and the banks report that the small business lending activity is profitable 
for them.  The banks we spoke with seemed inclined to expand their small business lending activity to 
include branches throughout the state. 

However, some questions remain:  would the banks continue to lend to this target market without 
the NAFIN and FOSIN guarantees?  What percentage of viable businesses continue to fall outside the 
parameters of the scorecard and are therefore denied financing?  Would the banks continue to lend as 
enthusiastically and efficiently without FOSIN’s loan origination and servicing assistance? 

Given the structure of NAFIN’s guarantee programme, which provides guarantees based on loan 
size alone and does not involve any phasing out of guarantees for repeat borrowers, there is currently 
no reason for the banks to begin serving small business clients with loan sizes under $4 million pesos 
without a guarantee.  The banks interviewed said they would continue to require a guarantee for as 
long as it was available. 

It is unclear to what extent small businesses continue to be excluded from the banking sector.  
The banks’ scorecards eliminate from consideration those clients without sufficient collateral (which is 
in part motivated by bank regulation requiring higher reserve requirements for such clients);  
customers with fewer than two years’ operating experience (although NAFIN is negotiating with some 
banks to reduce the minimum operating experience to six months);  and those with negative credit 
histories.  Other elements of the scorecard may cause otherwise viable clients to drop below the radar 
of the banks.  It may be that FOSIN’s additional level of client interface helps some of these clients 
improve their chances of meeting the banks’ requirements -- for example when FOSIN staff assists a 
client in removing a negative incident from their credit report.  The tension between efficiency of the 
lending activities and market expansion to new clients is a constant one facing many banks targeting 
small businesses in the United States and emerging markets. 

The banks have also clearly developed a dependence on the staff of the FOSIN network for much 
of the loan origination work, client technical assistance, and monitoring following the loan disbursal.  
While this service is quite beneficial for the clients as well as the banks, it does not currently generate 
sufficient fees to be self-sustaining. 

Direct Lending Programmes 

FOSIN Mujer, FOSIN Emprende, and FOSIN Municipio are demonstrations of the State’s 
expanding access to financing among enterprises that would most likely not qualify for a bank loan.  
Most of these programmes are essentially in a pilot stage -- newly established with limited capital 
resources and small levels of lending activity -- so at this point one can only draw preliminary 
conclusions about impact and performance. 
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Impact 

All three direct lending programmes target enterprises that typically fall below the radar of the 
commercial banks.  By filling these market gaps the State is helping new or smaller-sized businesses 
with no credit history receive financing from formal sources.  FOSIN Mujer targets micro and small 
women-owned businesses, FOSIN Emprende funds start-up businesses, and FOSIN Municipio targets 
micro and small businesses in regions with fewer financial services.  The target loan sizes for all of 
these programmes are smaller than most banks would take on (below $60 000 pesos on average).  
Both FOSIN Mujer and FOSIN Municipio require minimum operating history of two years, while 
FOSIN Emprende is one of the few sources of financing for start-up businesses.  The volume impact 
of these programmes is ultimately small, since the capital available to these programmes is in the 
range of $2 million pesos each.  However, FOSIN Emprende in particular may demonstrate to banks 
and other funding sources the viability of financing start-up businesses. 

Efficiency 

While these direct lending programmes utilize the staff skills and locations of the FOSIN 
network, and use banks to some extent as disbursal and collection agents, the banks are not directly 
involved in the analysis and lending process.  FOSIN staff have a greater responsibility for loan 
tracking and monitoring, making this a more time consuming operational task.  In addition, these are a 
set of higher risk clients requiring a deeper level of analysis.  Efficiencies can be gained through 
building repeat clients, utilizing experienced lenders, and streamlining processes.  The partnership 
with Ismujer provides FOSIN Mujer assistance in client referrals, while FOSIN Emprende builds on 
the extensive technical assistance received through the Jovenes Emprendedores programme.  FOSIN 
Municipio faces another set of challenges in that the clients are spread across a wider geographic 
range, making analysis and loan monitoring more difficult. 

Sustainability 

The direct lending programmes take on an important set of borrowers that would otherwise not be 
served by commercial banks.  At current lending volumes and interest rates, which are below market 
rate for best practice microfinance models, these programmes are not functioning at self-sustaining 
levels.  Given the level of funding for these programmes ($2 million pesos in capital), they will not 
reach sustainability within the existing programme parameters.  While it is clear these programmes are 
still in a pilot/testing stage, the clients would be best served by identifying or establishing a permanent 
institution dedicated to servicing these clients on a market basis. 

Another consideration is the amount of staff time and resources expended by FOSIN to design 
and manage a series of small pilot programmes. 

FOCIR and FONAGRO 

The OECD team did not have the opportunity to review the partnerships with the federally 
funded, agriculturally focused programmes FOCIR and FONAGRO.  Given the availability of funding 
is determined on the federal level, the state of Sinaloa and its clients would be best served if financing 
decisions were taken on the basis of the financially viability of the projects and to the extent possible, 
in tandem with private investors that can lend technical assistance to these quasi-equity projects. 

The Prosper Foundation 
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Best practice in microfinance is coalescing around a set of principles emphasizing market-led 
approaches to service design and delivery.  The emerging consensus is informed largely by a market 
paradigm in which programme participants are considered “clients” possessing multiple and varied 
demands for services, capable of identifying and articulating this demand, and capable of paying full 
cost for services, provided the services render commensurate value for the money.  This stands in 
contrast to traditional approaches to microfinance emphasizing development-led approaches to service 
design and delivery.  The traditional approach was informed by a “development” paradigm in which 
programme participants were considered “beneficiaries” meriting charity or subsidies, possessing 
more or less uniform demand for services, incapable of recognizing or articulating this demand, and 
incapable of paying full cost for services, regardless of the value derived there from. 

The transition from the old to the new paradigm owes to several key lessons learned, each the 
result of the accumulation of experience working under the traditional paradigm.  One key lesson 
learned is that the institutions offering subsidized services (defined as services priced below the costs 
of production) under the traditional approach have tended to be unsustainable, small-scale, and 
expensive.  Their lack of institutional viability and their limited scale, in turn, has meant that their 
impact on employment, business growth, or poverty alleviation has been minimal.  This realization has 
led logically to the conclusion that significant impact requires institutional scale and institutional 
sustainability both of which are generally incompatible with subsidized services. 

Another lesson is that state-run microfinance programmes generally do not fare well.  (This 
applies also to situations in which the government does not actually manage the day-to-day operations 
of the programme, but is directly involved in other ways, such as sitting on the Board of Directors or 
subsidizing programme operations.)  The problem with direct government involvement is the tendency 
to confuse social with political objectives.  The result often is policies aimed at securing political 
advantage rather than creating social impact as manifest by below-market interest rates, lax loan 
collection, the targeting of political patrons or community elites, or lack of transparency and 
accountability.  At the same time, the public, accustomed to hand outs from the government, often 
cannot, or choose not to, differentiate between a government programme operated according to 
charitable or humanitarian principles and a government programme operated according to business 
principles.  The result is lack of credit discipline, high default rates, and, ultimately, programme 
failure.  While there are examples of well-run government microfinance programmes, overall 
experience with state-run programmes is not encouraging.  The general recommendation is that the 
government does not deliver services directly, and where it is involved, that it keeps an arm’s length 
distance and creates a clear separation in the public’s mind between the programme and the state. 

Another lesson learned is that, unlike the undifferentiated market assumed by the traditional 
approach, markets for loans are made up of numerous market segments, each with its own set of 
demand characteristics, and long-term institutional viability depends on the ability to identify and 
satisfy the wants and needs of target markets.  Driving home the dangers of ignoring clients’ needs and 
wants have been the high client attrition rates suffered by many microfinance institutions (MFIs). 

A comparison of the Prosper Foundation’s strategy and operations to general best practice 
principles explained above brings to light several strategic and operational deficiencies of the 
Foundation.  The cumulative effect of these deficiencies raises troubling questions about both the 
short-term and long-term viability of the Foundation.  The resulting recommendation is either to 
implement significant reforms in strategy and operations or to close the Foundation and forge strategic 
alliances with existing microfinance providers or with potential microfinance providers in Sinaloa. 
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Strategic Coherence 

An initial step in assessing the Prosper Foundation is to compare its mission and strategic 
objectives with its operations and policies to determine whether the latter are consistent with the 
former.  The stated mission of the Foundation is to: 

1. Raise the quality of personal and community lives of foundation participants. 

2. Create an entrepreneur culture. 

3. Promote investment in high-quality projects through: 

1. Micro credit. 

2. savings schemes, and, 

3. capacity building and technical assistance to small business owners. 

Although the means by which loans will raise the quality of personal and community lives is not 
explicitly stated, it is probable that the foundation makes the same assumption made by most MFIs:  
enterprise loans will be invested by borrowers in micro and small enterprises;  investment in micro and 
small enterprises will lead to higher enterprise returns;  and higher enterprise returns will leads to 
higher levels of household well-being (e.g., higher levels of income, consumption, asset accumulation, 
etc.).  The Foundation’s policies, in fact, specify that loans are intended solely to be invested in the 
borrower’s enterprise. 

In assessing the coherence of foundation mission with foundation policies, it is useful to draw on 
the experience of other MFIs targeting low-income populations.  Among these MFIs, large 
percentages to a majority of clients operate so-called “protectional” enterprises.  The term protectional 
enterprise refers to enterprises operated as a supplement to other sources of household income (for 
convenience sake, enterprises not considered protectional enterprises will heretofore be referred to as 
“growth” enterprises.)  The primary purpose of protectional enterprises is to create a source of income 
that will allow households to smooth income flows and consumption over time and to cope with 
economic shocks.  Owners of protectional enterprises seek financing to maintain the business, or 
perhaps to expand the business to a degree, but they have little intention to grow the business 
significantly to the point where they will need to hire non-family, full-time employees, and they lack 
the capacity to absorb large loans productively.  Support and development of protectional enterprises 
is unlikely to have a discernible or significant impact on the state economy. 

The point is not to suggest that microfinance programmes should not target protectional 
enterprises -- protectional enterprises need financing as much as other enterprises -- but that the 
strategic purpose for targeting protectional enterprises differs from the strategic purposes for targeting 
growth enterprises.  The purpose for targeting the former is “poverty alleviation,” while the purpose 
for targeting the latter is “economic growth.” With this in mind, it is important to consider the context 
of the government’s economic development strategy.  The strategy hinges on the crucial policy 
assumption that promotion of entrepreneurship and an entrepreneur culture is a key to the state’s long-
term economic development.  Consistent with this context, the Prosper Foundation should be targeting 
growth enterprises, not protectional enterprises.  Poverty alleviation is a worthwhile policy objective, 
but it arguably should be pursued separately in conjunction with other poverty-related policies. 

This implies the need for greater specificity about the Foundation’s target market and a 
methodology for identifying and reaching the target market.  Specifically, the foundation wants to 
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target enterprises that have potential for reasonably significant growth and that have good prospects 
for creating non-family, paid jobs.  What is not known is the distribution of the foundation’s clients 
among protectional and growth enterprises.  As a very rough rule of thumb, enterprises requiring loans 
near the bottom of the allowable range or more likely to be protectional and vice versa.  The average 
loan size suggests that the typical client is more toward the protectional end of the spectrum, but 
average loan sizes are notoriously inaccurate indicators of socio-economic or enterprise type.  Some 
reasonably simple short-term adjustments to programme policies can help targeting.  These include 
requiring at least one year of more of business experience, credit officer assessments of the growth 
potential, evidence of a business plan (formal or informal) to expand the business, a minimum number 
of employees or plans to hire employees, etc.  In other words, the foundation should reorient the loan 
approval process toward a greater focus on growth potential than on simple repayment ability 
(although repayment ability remains important).  In the long-term, the foundation needs to reconsider 
its purpose, its role within the state’s economic development strategy, its strategy and objectives, and 
its policies for achieving those objectives. 

It is not clear how the Foundation is promoting an entrepreneurial culture in the state.  Simply 
offering loans does not inculcate an entrepreneur culture.  An important insight of Mi Tienda is that 
training is needed to inculcate a culture of entrepreneurship.  Culture has to do with values, attitudes, 
norms of behaviour, and ways of thinking, none of which are likely to be influenced solely by access 
to loans.  Thus the same insight underlying Mi Tienda is relevant to the Prosper Foundation.  Loans 
alone may play a role in developing growth enterprises, but their impact on entrepreneur culture, 
absent training, is likely to be insignificant. 

An issue related to creating an entrepreneur culture is enterprise formalization (registration).  The 
Sinaloa government uses the number of enterprises registered as an indicator of success for its 
economic development strategy.  Thus it makes sense that opportunities to encourage unregistered 
enterprises to register ought to be exploited.  There is no indication that the foundation has an explicit 
strategy to incentivize clients to register their enterprises.  Making access to loans conditional on 
registration is one possible approach (such as with Mi Tienda), but is unlikely to overcome perceived 
barriers to registration for all potential clients.  Loans need to be accompanied by a marketing 
campaign demonstrating the benefits of registration and tying these benefits to the receipt of loans (or 
perhaps to receipt of training should the foundation decide to offer training services too).  This 
requires in turn an investment of time to determine what the perceived barriers to registration are and 
developing a strategy to overcome them. 

Savings and Training 

The Foundation specifies that savings schemes training are integral components of the 
foundation’s mission.  Yet, the foundation does not offer savings or training, nor does there appear to 
be a plan on the drawing board to do so.  If the foundation does not offer savings and training, savings 
training should not be part of its mission. 

This said, before offering savings, the Foundation should reconsider the strategic purpose for 
offering savings.  Among low-income populations throughout the world, the demand for savings far 
exceeds the demand for enterprise loans.  Savings are an integral part of poor households’ livelihood 
and coping strategies.  In this sense, savings are predominantly a tool to smooth households’ cash 
flows over time and tend to serve more of a protectional than growth purpose.  For microfinance 
institutions focused on poverty alleviation and concerned about extending outreach, savings schemes 
are crucial.  For programmes focused on economic growth, however, savings schemes are less crucial 
(from an operational perspective, collection and management of savings also significantly complicates 
programme administration).  Nonetheless, it must be acknowledged that personal savings is an 
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important source of enterprise financing, and the large majority of growth-oriented microfinance 
institutions offer some form of savings scheme.  It might also be useful to consider that from a 
competitive perspective, clients are more likely to choose a lender that offers savings than a lender that 
does not offer savings, all else equal. 

There is nothing in microfinance best practice recommending that microfinance programmes 
integrate financial services and training.  In fact, if there is a consensus of opinion, it tends toward the 
opinion that MFIs should not integrate the two.  (This opinion largely hinges on the argument that 
integrating finance and training hurts long-term institutional sustainability.  Conventional wisdom 
holds that while financial services can be made to pay for themselves, training often cannot, or at least 
it is much more difficult.  Underlying the arguments is also the assertion that MFIs ought to specialize;  
that offering unrelated services divides and distracts institutional attention and impedes the efficiency 
gains available from specialization.) But it might be argued in response that the Prosper Foundation is 
a unique case given the context in which it exists.  Indeed, training is arguably an important missing 
component to the foundation given the government’s objectives to promote economic growth, develop 
an entrepreneur culture, and increase business registration. 

Institutional Scale 

Microfinance best practice principles stress the important of scale in achieving institutional 
sustainability.  The precise number of clients needed to reach institutional sustainability will vary 
depending on circumstances, but the number is certainly in the thousands, and probably in the tens of 
thousands.  After about three years of operation, the Prosper Foundation has 123 clients, or around the 
number a typical MFI will have after a few weeks of operation.  Even allowing for a wide range of 
acceptable performance, the foundation has done a poor job achieving reasonable growth figures. 

The Foundation’s tiny size and its slow growth mean that its economic and social impact is zero.  
Its size and growth also mean that it has no reasonable chance to be sustainable, which means that it 
has no reasonable chance to have a significant impact in the future either.  As things currently stand, 
the Foundation is irrelevant.  If the government of Sinaloa is serious about using the foundation to 
promote economic growth, it must get serious about taking measures to scale up the foundation and to 
scale it up reasonably rapidly. 

Several factors potentially contribute to the Foundation’s low rate of growth.  These include its 
fund raising strategy, its limited staff, its marketing strategy, its lending methodology, its interest rates, 
and its lack strategic vision. 

Fund raising strategy.  The Foundation’s strategy to raise capital from cells of successful local 
business persons is unique, but as it has been applied in this case, it does not appear to have been an 
effective way of raising large amounts of capital.  It is not clear whether this outcome is attributable to 
an in inherent weakness in this fundraising approach, or whether it is attributable to the way in which 
the approach has been implemented in this case (e.g., a lack of aggressiveness by the Foundation’s 
Board).  In any case, the poor fund raising record of the Foundation to date calls to the need to re-
examine its fund raising approach. 

Limited staff numbers.  The Foundation’s growth also appears to be constrained by the small 
number of full-time staff.  With only two full-time staff responsible for all aspects of programme 
administration, it is doubtful that foundation could either initiate or sustain even moderate rates of 
programme growth. 
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Marketing strategy.  The Foundation does not actively market its programme.  All clients are 
walk-ins and referrals.  Other MFIs are able to achieve rapid rates of programme growth through 
extensive marketing efforts.  One common marketing strategy, for example, is to target an area and 
saturate the area through a variety of methods, such as door-to-door contact;  networking with 
community civic and religious associations, posting announcements at strategic locations, etc..  Once 
the programme has achieved a critical mass in an area, it can maintain growth there through referrals 
and word-of-mouth, and move on to other areas.  In any case, the Foundation has employed none of 
these methods.  Its ability to do so, moreover, is constrained by its limited staff who are also 
responsible for all other aspects of programme administration. 

Lending methodology.  The Foundation’s lending methodology is not conducive to rapid 
programme growth.  Credit officers visit the home or business of each loan applicant to assess her 
capacity to repay.  This is a time-consuming process, which naturally limits the number of applications 
the credit officers can process within a specific time period.  This is not to say that the lending 
methodology itself is inappropriate.  Indeed, a large number of micro lenders in different parts of the 
world use similar individual lending methodologies and are able to achieve both rapid programme 
growth and significant scale.  The difference, however, is that these organizations have devoted the 
resources to make this methodology successful, and the Prosper Foundation has not. 

There is virtually no possibility that the Foundation can achieve or sustain even moderate rates of 
growth with the existing lending methodology and a skeleton staff.  If the Foundation’s strategy calls 
for it to maintain a skeleton staff, then it will need to adopt a different lending methodology if it hopes 
to achieve reasonable rates of growth.  On the other hand, if the Foundation elects to continue with an 
individual lending methodology, it will need to shorten and simplify the loan approval process 
significantly. 

While it is understandable that the foundation wants to conduct a thorough credit analysis of each 
loan applicant, this appears to be both impractical and superfluous.  Impractical given existing staff 
constraints and superfluous given that the credit committee approves 99% of loan applications 
anyway.  While possible that the high loan approval rate reflects the relatively small number of loan 
applicants, or perhaps the credit officers’ careful credit analysis, it nonetheless appears unlikely that of 
more than 100 loan applicants only 1-2 are deemed poor credit risks.  If credit standards are such that 
99% of loan applicants are approved, then one might legitimately question whether any credit analysis, 
let alone a thorough and costly credit analysis, is necessary. 

The 15-day loan approval process also appears inappropriate in light of the high loan approval 
rate.  It is probable that the long loan approval lag time is a function of loan committee composition.  
Loan committee members include the Minister of Economic Development and two of his chief 
subordinates in the Ministry.  The question is whether it is necessary or appropriate to staff the loan 
committee with high-level government officials.  High government officials have a high opportunity 
cost of time and should not be required to allocate their limited and valuable time to making decisions 
on 3 000 peso loans (or loans of any size for that matter).  Moreover, that their time is limited and 
valuable also naturally means that they cannot afford to meet very often to make loan decisions, thus 
slowing down the loan approval process even more.  That they end up approving 99% of loan 
applications anyway begs the question why they are involved in the first place.  Overall, the lending 
methodology/loan approval process can be criticized for being inefficient, inappropriate, and a gross 
misallocation of resources. 

An alternative to shortening and simplifying the individual lending process, and one that is used 
by thousands of microfinance institutions throughout the world, is to adopt a group lending 
methodology.  Group lending offers numerous advantages to resource constrained microfinance 
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institutions targeting a poor clientele.  Working with groups allows credit officers to serve a 
significantly larger number of borrowers than otherwise.  Indeed, international comparisons between 
individual lending and group lending MFIs consistently find that those using group lending serve, on 
average, a much higher number of clients per credit officer than those using individual lending. 

Group lending also can lead to significant cost reductions in terms of programme administration 
through the process of joint loan guarantees in which group members guarantee each other’s loans.  In 
a joint loan guarantee scheme, the MFI relies on “social collateral,” or peer pressure, to enforce credit 
discipline among group members.  Because group members guarantee each other’s loans, each group 
member presumably has the incentive to ensure that the other group members repay.  In this manner, 
group lending shifts the responsibilities and costs of loan underwriting, monitoring, and enforcement 
from the lending institution to the group members thereby significantly reducing the MFIs 
administrative costs, while producing high rates of loan repayment (it should be noted, however, that 
group lending does not automatically produce the presumed benefits.  The extent to which the MFI 
realizes the benefits of group lending depends on factors such as overall programme administration, 
the skill and dedication of credit officers, group formation and cohesiveness, group administration, or 
the honesty and commitment of group leadership.) 

Interest Rates.  Microfinance best practice recommends that MFIs charge a “market” rate of 
interest.  What constitutes a market rate varies by country, but as generally understood in 
microfinance, it implies an interest rate above rates charged by commercial banks to formal sector 
borrowers but below rates charged by moneylenders to informal sector borrowers.  The appropriate 
interest rate to charge will depend on a number of factors, such as the relative credit risk, market 
demand, competition, or the administrative cost structure, but the common consideration underlying 
these factors is institutional sustainability.  In other words, the appropriate interest rate will be that 
which best promotes institutional sustainability, taking into account other relevant factors. 

Without knowing more about the other factors relevant to the Foundation, it is difficult to judge 
whether the interest rate it charges is appropriate. Nonetheless, some insight into this question could 
be gained by comparing the interest rate charged by the Foundation to the interest rate charged by 
other MFIs operating in Mexico. 

Loan Arrears.  Microfinance best practice recommends that arrears (loan portfolio at risk) be 
similar to those at high performing commercial banks.  A 20% arrears rate clearly and substantially 
violates this principle.  A 20% arrears rate threatens the institutional sustainability of even the largest 
microfinance institution, let alone one of the smallest. 

The causes of the high arrears level are uncertain, but several possible causes suggest themselves.  
One possible cause is the limited programme staff.  Although foundation has only 123 clients, it has 
only two credit officers, who are also responsible for all other aspects of programme administration.  It 
is possible that they do not have the requisite time to devote to loan follow-up.  Moreover, telephone 
calls are a much less effective method of follow-up than personal visits.  Perhaps reliance on the 
telephone reflects limited staff and limited staff time, but it is a relatively ineffective means of follow-
up regardless.  Other microfinance institutions with records of high repayment tend to utilize timely 
and rigorous personal follow-up with delinquent borrowers. 

Another obvious cause is the Foundation’s reluctance to enforce loan contracts.  To date, the 
foundation has not collected on loan guarantees.  In effect, loan guarantees are virtually worthless, and 
it does not take clients, and their guarantors, long to figure this out, and this information will travel 
rapidly among client networks and among their friends and acquaintances.  Other than their own sense 
of honesty, borrowers have little incentive to repay when it is clear that the lender is not committed to 
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enforcing loan contracts.  This policy needs to be corrected immediately.  If not, the foundation risks 
creating a very perverse credit culture among its clients and developing an unwanted reputation in the 
market.  Policy changes that can be implemented immediately include attaching and collecting 
collateral, collecting on loan guarantees, and following up, in person, to borrowers who are delinquent 
past a certain point. 

The Foundation’s approach to credit discipline suggests as well confusions about its purpose.  
That is, the absence of policies creating a culture of credit discipline and its relatively low interest rate 
suggests that the foundation clings to a “development” approach to microfinance rather than a business 
approach.  If the accumulation of experience in microfinance has taught anything, it is that treating 
credit as anything but a business proposition is incompatible with both sustainability and impact.  In 
the guise of helping the poor, such an approach actually does the poor a profound disfavour.  It creates 
weak, unsustainable institutions whose temporary benefits are likely to be captured by unintended 
beneficiaries and which, therefore, ultimately come and go leaving little to no long-term impact in 
their wake. 

Lack of Strategic Vision.  Written materials and discussions with Foundation staff and Ministry 
officials suggest a lack of strategic vision for the foundation.  A possible explanation is their lack of 
familiarity with microfinance best practice principles, or perhaps they view the foundation as only a 
minor part of the economic development strategy and are thus not thinking in terms of sustainability 
and impact.  Whatever the reason, there currently is no vision to scale up the foundation to deal with 
the issues of impact and sustainability, plus there remains confusion about the target market, and an 
apparently lack of understanding of microfinance best practice principles. 

Direct State Involvement 

Another area of concern is the extent of the government’s involvement in the foundation.  
Historically, government-run microfinance programmes have not fared well.  The industry’s current 
emphasis on institutional sustainability stems directly from earlier experience with state-run 
programmes that almost universally proved unsustainable.  The problems in state-run programmes 
stemmed from a number of sources.  Such programmes typically offered highly subsidized interest 
rates (either because of an a priori assumption that the poor could not pay market rates of interest or in 
an attempt to “buy” votes), which created incentives for community elites to capture the subsidies at 
the expense of the intended beneficiaries.  Furthermore, due largely to political considerations, the 
programmes did not rigorously enforce credit discipline.  Defaults accumulated rapidly, creating the 
impression both that the programme would not enforce loan contracts and that the programme was 
ultimately unsustainable, thereby creating strong disincentives for borrowers to repay their loans 
leading to yet more defaults and eventually causing the institutions to fail. 

The experience of the previous state-run microfinance programmes is relevant to the Prosper 
Foundation for three reasons.  First is the lesson that failure to enforce loan contracts sends a clear 
signal to borrowers that there is little cost to defaulting on loan obligations.  Second, the failure to 
enforce loan contracts also signals to the borrowers that the institution is not sustainable.  In such a 
case, borrowers legitimately ask themselves why they should fulfil loan obligations to an institution 
that is not going to be around in the long-term.  Sooner or later, borrowers will figure out whether the 
programme is committed to enforcing loan contracts.  Once they conclude that the institution is not 
committed, loan repayment will fall, with serious implications for programme sustainability.  The 
Prosper Foundation has already demonstrated a reasonably clear lack of commitment to enforcing loan 
contacts, no better evidenced than by its failure to collect on loan guarantees.  Its 20% arrears rate is 
also evidence of an institutional lack of commitment to credit discipline. 
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Third, low income populations often associate government programmes with handouts or 
patronage, and this is likely true as well in Mexico.  It is a legitimate question whether lending 
programmes associated with the government can expect or enforce the same level of credit discipline 
as private sector or non-governmental lending programmes.  Although the Prosper Foundation may 
not technically be a state-run lending programme, it is in practice in that its offices are located in a 
state government office complex and its key officers and fund raisers are senior government officials.  
These are facts unlikely to escape notice of customers.  The association between the programme and 
the state government, whether real or perceived, will make it more difficult for the foundation to create 
the culture of credit discipline necessary to achieve institutional sustainability and significant 
economic impact. 

Venture capital 

At present, Sinaloa is in the process of setting up a venture capital fund targeting SMEs, to be 
managed by a private fund manager, with investment from private investors, federally funded sources, 
and multilateral organizations.  This model has been implemented elsewhere in Mexico and Latin 
America.  While the results for these funds have been mixed, some important policy lessons have been 
learned (see Chapter 5). 

Sinaloa lacks informal private investor networks of “business angels”, which could fuel the 
growth of SMEs.  Networks of so-called “business angels” aim to match informal investors with 
ventures seeking small amounts of equity finance.  Owing to its informal nature the volume of equity 
provided by business angels is uncertain, although research suggests that informal equity investment in 
many countries may be significantly larger than the formal venture capital pool. 

Business angels generally invest in the early stages of enterprise start-up, often in firms that are 
not yet ready for formal venture capital.  Informal equity investors are often successful entrepreneurs 
themselves.  Such investors therefore bring significant knowledge and experience to the investor firm.  
The non-financial resources provided by angel investors typically include assistance in such areas as 
business strategy, the search for additional finance, recruitment of key staff, and enterprise 
governance.  The level of control of the enterprise is frequently lower than that demanded by formal 
venture capitalists.  And the time horizons over which informal investments are allowed to mature are 
often greater than in the formal industry.  Business angels are also not averse to investing in 
technology-based firms.  Furthermore, and important for territorial development, business angels are 
geographically dispersed and invest locally.  Informal equity investors can also play a role in raising 
the quality of investment proposals put to early-stage venture capital funds.  This is because business 
angels screen projects and, through intensive interaction with entrepreneurs, help to resolve design and 
presentational shortcomings that might deter formal investors. 

In principle, public support for the establishment of business angel networks is justified by 
obstacles to the efficient functioning of the informal equity market.  For example, an information 
barrier may exist in this market if business angels are reluctant to publicise their willingness to invest 
and entrepreneurs are disinclined to reveal innovative ideas.  This information barrier is likely to be 
significant in Sinaloa, where there is limited familiarity with the concept of business angel networks.  
Furthermore, informal investors tend not to be organised as a group.  They often rely on friends and 
business acquaintances for referrals of investment opportunities.  This reliance on networks and 
contacts reflects the time required to search for and appraise potential investments, as well as the fact 
that many business angels invest on a part-time basis.  Information and search-cost barriers on both the 
supply and demand sides of this market can be lowered through policy support for business angel 
networks. 
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Business angel networks often operate at arms-length from the investment transaction itself, 
generally fulfilling a confidential introductory, screening and information-supply function.  Schemes 
in some countries offer mentoring services as well as contacts with banks and formal venture 
capitalists.  Most business angel networks are local in scope and operate with public support on a not-
for-profit basis.  Experience suggests that there are critical constraints in attempting to run such 
networks on a for-profit basis, despite the recent emergence of privately operated initiatives.  Private 
schemes take fee income for providing introductory services, or an equity stake in firms financed 
through the network.  Angel networks can also create synergies by linking with mentor networks, 
chambers of commerce, clubs of entrepreneurs and other similar bodies.  Angel networks are also 
making increased use of information technologies to reduce informational and search costs. 

Sites and Premises 

The OECD team received no indications that access to business premises and industrial real 
estate is a significant problem for actual or prospective entrepreneurs in Sinaloa. 

Business Incubators 

Incubator development is still in its infancy in Sinaloa.  The well-endowed Monterrey Institute of 
Technology has a plan to create incubators on its two campuses in Mazatlan and Culiacan by the end 
of 2003.  The Asociación Mexicana de Incubadoras y Redes Empresariales (AMIRE) (Mexican 
Association of Incubators and Entrepreneurial Networks) has had some attendance from Sinaloa.  The 
new Law for the Competitiveness Development of Micro-, Small- and Medium Sized Businesses 
(proposed on 30 December 2002 and approved in 2003) envisages that more incubators can be created 
in Sinaloa. 

Internet Infrastructure 

Sinaloan economic development faces a huge challenge stemming from its poor level of Internet 
infrastructure.  The basic problem is “bandwidth”.  The average Internet speed in Sinaloa is 28 Kbps.  
Broadband access is either not available or only available at prohibitive subscriber rates.  Prices for 
broadband Internet access in Sinaloa are among the highest in the world (about three times as 
expensive as similar services in the United States).  There is no reason why a back-office insurance 
company or a data processing centre should locate itself in Sinaloa when its broadband Internet 
connection is problematic. 

Sinaloan software developers may have united as a cluster to increase sales and compete with US 
companies.  But they all face the bandwidth problem, namely monopoly control of international data 
flow by the Mexican incumbent, Telmex. 

The regulatory landscape keeps competition at a low level in the DSL and cable Internet access 
markets, leading to excessively high prices.  For incumbent operators like Telmex, DSL and cable are 
risks, not opportunities.  The Mexican regulatory system ceded monopoly control over the local loop 
to one national telecommunications company, Telmex, which now dominates the market.  There is no 
competition that would force Telmex to implement new, low cost technologies like DSL and cable 
Internet.  The incumbents are more than satisfied to serve broadband needs using older but highly 
lucrative private line technologies. 

Currently, a large proportion of Telmex’s operating revenue in the business market comes from 
leasing high-cost, high-margin private lines.  Telmex has shown little initiative to introduce DSL 
broadband access, apparently because of the risk involved in cannibalizing this highly lucrative 
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segment of its business.  Thus, although Mexico has a higher percentage of digitally switched main 
lines than the United States, DSL Internet access is virtually nonexistent. 

Sinaloa can expect slow growth in the adoption of broadband internet technologies until the 
regulatory framework is revised to open local loop and cable access to broadband service providers.  
The sponsors of telecommunications bills currently under debate in Mexico are taking a low key 
approach to extending infrastructure access.  As a result, consumers and businesses will continue to be 
denied economical broadband Internet access. 

Access to Advice and Information 

The OECD team was impressed with the quality and accessibility of information provided 
through the Centros de Atencion Empresarial (CAE) (Business Advisory Centres).  The physical co-
location of CAE with employment exchanges, which the mission witnessed in Culiacan, is a practical 
measure for facilitating access to information for population groups, particularly low-income 
individuals and the unemployed, who might otherwise be excluded from relevant information on 
business creation.  CAE’s creative use of the Internet is to be commended.  CAE’s system of referral 
to private sources of business advice is appropriate.  Indeed, Sinaloan policymakers should be aware 
that emerging best practice as regards access to business information is increasingly focusing on 
ensuring that entrepreneurs know where they can obtain advice and information from private providers 
(with public resources being focused on ensuring access for low-income and other hard-to-reach 
groups).  The comments in the remainder of this section focus on the Mi Tienda programme and the 
Sinaloan Artisanal Fund. 

Mi Tienda 

Mi Tienda is an innovative programme that integrates loans with business development services 
(BDS) to promote the development of abarrotes in Sinaloa.  Mi Tienda combines three strategies for 
small business development: 

•  Embedded Service Provision:  Embedded services are those provided by suppliers of SME 
inputs/inventory or by purchasers of SME products/services.  In this case, Coca-Cola 
bottlers/distributors provide two important business services to abarrotes:  networking and 
loans.  In the first case, Coke identifies abarrotes to participate in the programme and refers 
them to Mi Tienda staff.  In the second case, Coke provides small business loans to abarrote 
owners who elect to participate in the programme. 

•  Cross-Subsidization:  Cross-subsidization occurs when higher returns from one type of 
customer or one type of service are used to offset lower returns from other customers or 
service.  The intention is that Mi Tienda covers the costs of BDS through interest earned on 
loans to Mi Tienda participants.  The interest rate charged on loans is that estimated to be 
just sufficient to cover operating costs and maintain the programme’s financial capital. 

•  Piggy Back on Microfinance Institutions:  Mi Tienda offers BDS in conjunction with loans.  
Although the two are offered as separate services, Mi Tienda directly integrates the two 
services in that it (1) makes receiving a loan contingent on participating in the training 
programme, and (2) provides participants assistance in developing an investment plan for 
loans received as part of its routine training package. 

Mi Tienda has several characteristics that make it both unique and innovative.  Mi Tienda is one 
component of a multi-faceted, integrated economic development strategy pursued by the government 
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of Sinaloa.  The different components of the state’s strategy build on and complement each other, and 
the components follow logically from the state’s broad economic development goals:  to promote 
long-term economic development by promoting entrepreneurship and cultivating an entrepreneurial 
culture and to promote development and growth of so-called “empressas tractoras.” Abarrotes 
themselves are unique in that they are ubiquitous throughout Sinaloa and they exist in nearly every 
neighbourhood and village in the state.  Abarrotes are central not only to the Sinaloan economy but to 
its culture too. 

An innovation comes in the government’s recognition of the unique role played by abarrotes in 
Sinaloa’s economy and culture and the manner in which it has integrated abarrotes into the state’s 
economic development strategy.  Not only do a significant number of Sinaloan residents own and 
operate abarrotes, but many of their children also participate in the business.  Thus by promoting 
development of abarrotes, the government is also promoting the development of the next generation’s 
crop of entrepreneurs and instilling in them the values, virtues, mindset, and practices integral to an 
entrepreneurial culture.  Moreover, although insignificant individually, abarrotes are significant in the 
aggregate and are one of a small set of micro enterprise sectors legitimately qualifying as an “empresa 
tractora.”  Abarrotes thus represent a unique opportunity for policy makers to pursue “macro” growth 
objectives by promoting development among the most “micro” of enterprises. 

Mi Tienda also incorporates a number of innovative programme design characteristics.  One is 
that a supplier, Coca-Cola, is the lending institution.  While supplier credit is a common business 
practice, it is not a common practice among micro enterprises.  Even less common is that the loans 
from Coca-Cola can be used for a wide variety of purposes and not just to finance inventory 
acquisition.  Other innovative programme characteristic include the existence and extent of 
cooperation between Coca-Cola and the state in delivering loans and business development services, 
the intensive one-on-one attention received by programme participants.  Perhaps the most intriguing 
and impressive aspect of Mi Tienda is its ability to scale up quickly. 

Despite its unique and innovative characteristics, Mi Tienda violates many of the principles of 
BDS best practice as described above.  It is asserted that the long-term impact and sustainability of Mi 
Tienda can be improved by adhering most closely to best practice principles.  This is not to say that Mi 
Tienda requires radical restructuring or that it must adhere to all best practice principles (which are 
intended as general guidelines and not absolute requirements), but that there does appear to be 
significant room for improving the impact and sustainability of Mi Tienda through some reforms of 
programme design. 

The assessment that follows identifies several areas in which the programme design of Mi Tienda 
runs counter to best practice principles.  It should not be assumed, however, that this list captures all 
aspects of programme design meriting a second look.  The review of best practice principles in the 
previous section, together with the numerous on-line sources of BDS best practice literature, should 
give government planners and Mi Tienda staff plenty of information to conduct their own thorough 
review of Mi Tienda’s programme design. 

Build on Existing Service Providers 

BDS best practice recommends that development of BDS markets builds on existing private BDS 
providers.  Implied by this recommendation is that market facilitators (governments and donors) 
research BDS markets, identify existing service providers, and build the capacity of these service 
providers to deliver commercially sustainable BDS.  There is no evidence to suggest that the Sinaloa 
government researched the BDS market in Sinaloa.  The policy assumes that direct government 
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intervention in BDS is required, but it does not justify this approach within the context of existing 
supply and demand conditions. 

Facilitation vs. Direct Service Provision 

BDS best practice recommends that governments and donors avoid, where possible, direct 
provision of BDS.  Instead their role is to develop BDS markets through support of existing private 
BDS providers.  Exceptions to this recommendation occur where the BDS market is underdeveloped 
with a corresponding lack of suitable private BDS providers.  Even in these cases, direct service 
provision is only a temporary measure done solely for their demonstration effect, and the 
demonstration includes an exit strategy to transition the operation to private BDS providers.  Mi 
Tienda involves direct service provision by the Sinaloan government.  While it is possible that direct 
provision is necessary given market conditions in Sinaloa, there is no information to determine 
whether this is the case given the lack of market research carried out by programme designers (see 
above). 

The government’s exit strategy is to transform Mi Tienda into a civil association whose funding 
does not depend on the political whims of the State budgetary process, but this strategy, with an 
accompanying plan of action and funding strategy, has yet to be articulated clearly.  This strategy, 
however, compounds the original design flaw in that it assumes the absence of a BDS market in 
Sinaloa.  An alternative exit strategy would be to identify existing and potential BDS suppliers, 
facilitate their capacity to carry on the programme more broadly, and transition out of direct service 
delivery provision. 

Fees for Services 

BDS best practice recommends that private providers offer BDS for a fee sufficient, at a 
minimum, to cover costs of operation.  Fees, moreover, should be transparent.  Charging fees serves 
two primary purposes.  First, charging a fee for services is considered essential to achieve operational 
sustainability.  Second, willingness to pay is the simplest, most straightforward way to assess the value 
clients attach to services.  If the programme does not charge fees for services, it cannot therefore 
determine the extent to which clients value the services.  Transparency is important in this context 
because to assess value for money, clients need to know how much the services cost. 

The design of Mi Tienda assumes that business training is a “latent” demand, meaning that 
owners demand training but do not yet perceive this demand.  It also assumes that once owners begin 
to receive business training, they will recognize its value, which will in turn stimulate their demand for 
more of it.  In the meantime, however, the dilemma is how to entice abarrotes owners into a 
programme and to pay for services that they may or may not perceive they need.  Mi Tienda’s solution 
to this dilemma is to use loans to “hook” owners into the programme and to embed the cost for the 
services into the price for loans.  In other words, while the abarrotes owners want loans, they need 
training, so that by giving them what they want, the programme also gives them what they need. 

Mi Tienda’s solution to this dilemma is not unique.  It is the same solution (although programme 
designs differ significantly) used by large numbers of microfinance institutions throughout the 
developing world.  It is a reasonable solution, and it has been demonstrated to work reasonably well in 
a variety of countries and contexts.  (An important caveat, however, is that Mi Tienda is upfront with 
potential participants about the requirements for receiving a loan.  Mi Tienda should not align itself 
with unsavoury business practices that advertise one thing but deliver another.  Potential clients should 
understand up-front before they attend the orientation session that receiving loans is conditional on 
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receiving business training.)  Nonetheless, this solution neither deals satisfactorily with the issue of 
sustainability nor that of assessing the value of services. 

As designed, Mi Tienda has no way to know whether abarrotes owners participate in the training 
because they value the training or because they want the loan and they are willing to pay a large 
transaction cost to get it.  Indeed, experience with other microfinance institutions demonstrates that 
many people are willing to incur very large transaction costs to secure even small loans, particularly 
where borrowing alternatives are limited.  Instead of charging a fee for training, Mi Tienda offers 
training at no direct cost but buries any charges for training in the interest rate charged on loans.  
Because this policy hides the true cost of service delivery from clients, it cannot be used  to gauge how 
much clients value the training.  Nor is there any indication that the interest rate charged reflects any 
specific estimates of the costs of business training.  Participants may indeed like the training, but 
whether they like it enough to pay for it, and how much they would be willing to pay for it, cannot 
currently be gauged. 

The cross-subsidization strategy of Mi Tienda assumes that it can cover its operating costs, 
including training costs, through interest earnings.  This assumption is questionable.  Most 
microfinance programmes world-wide do not generate sufficient revenues to cover their operating 
costs, let alone subsidize the provision of non-financial services.  Those that do cover their costs 
typically only arrive at that point after several years of operation.  The training offered by Mi Tienda is 
intensive, lengthy, and most likely costly to deliver.  Nor is there evidence that programme designers 
have done any pro-forma estimates of the factors (e.g, number of participants, interest rates, 
operational costs, portfolio at risk) contributing to operational sustainability.  There is thus little 
evidence to support the assumption that Mi Tienda can continue to operate sustainably over the long-
term without continuous infusions of government funding.  Not only is there reason to question 
whether loans can subsidize business training, there is reason to question whether Mi Tienda itself can 
continue to operate without ongoing subsidy. 

Options to address this concern are to (1) charge fees for training services, (2) raise interest rates, 
or (3) both.  The most feasible option is 3.  Cross-subsidization is a legitimate business strategy, but it 
is still questionable whether Mi Tienda can fully subsidize training with loans.  It is questionable, 
moreover, that it would even want to do so, for two reasons.  First, full subsidization still does not 
answer the question about value for services delivered.  At some point, if participants value the 
services, they should be willing to pay for them.  Conversely, if they are not willing to pay for 
services, then this is strong evidence that they do not value them.  Second, it is questionable whether 
Mi Tienda can or should charge interest rates high enough to fully subsidize the training. 

A related problem is that absent transparency about what portion of interest rates are allocated to 
training costs, the client is unable to make informed decisions about the value derived from loans.  In 
effect, to determine the value of the loan, the client compares its benefits to its costs.  With a cross-
subsidization scheme, the benefits pertain only to the loan, while the costs pertain to the loan and to 
the training.  Lacking this information, the client will overestimate the cost of the loan relative to its 
benefits resulting in less perceived value. 

A final problem with the current pricing policy is that participants may choose to receive training 
services without borrowing.  This by itself is not the problem (indeed it is commendable that 
participants are given this choice) but what it means is that participants who choose to receive services 
and to borrow are, in effect, directly subsidizing the training services received by those who choose 
not to borrow.  There is no immediately obvious rationale why one group of clients should pay for 
services and the other group should receive services for free.  It is, moreover, unfair. 
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Programme Sustainability 

BDS best practice recommends that BDS programmes be designed with an eye toward long-term 
programme sustainability.  Several of the design features discussed here do not bode well for Mi 
Tienda’s long-term sustainability.  Presumably, the prospects for long-term programme sustainability 
are greater to the extent the programme is built on existing private providers, has a commercial 
orientation, charges an appropriate fee for services, is tied to specific programme objectives, is 
demand-led, aims at sector development rather than development of one or a few key market players, 
and (where governments act as primary service providers) has a clear exit strategy to transition service 
delivery to private providers.  Cross-subsidization can also promote long-term programme 
sustainability, but this presumes that one or more services generate enough of a surplus to subsidize 
other services -- a condition that does not appear to be true in Mi Tienda’s case.  Given the 
unpredictability of the government budgeting process in Sinaloa, the government concedes that long-
term programme sustainability depends on taking Mi Tienda out of the Sinaloa government budget 
and securing alternative sources of funding.  Strategic thinking to this point appears to assume 
continued dependence on donated funds.  Transforming Mi Tienda into a commercial for-profit entity 
or transferring Mi Tienda’s delivery model to existing private BDS providers does not appear to have 
been considered seriously.  They should be. 

One option (given for purpose of illustration only and not to suggest that it is the best option) 
would be to transfer the programme over to Coca-Cola.  It is common for suppliers to provided 
embedded BDS to customers, and given the economic benefit Coke stands to gain from the 
programme, it might make sense for Coke to integrate these services into its regular operations and 
incorporate the cost of services into its product mark-up along with its other marketing and promotion 
costs.  The programme could serve as a pilot for assessing the feasibility of embedded BDS as a 
sustainable economic development strategy.  Were Coke is to take on this service and embed it into its 
operations, the Sinaloan government could also approach other large suppliers to run similar 
programmes so that if some owners do not like Coke or if Coke representatives solicit bribes to enter 
into the programme, owners would have a choice to purchase the service elsewhere. 

Another option to promote programme sustainability would be to facilitate the integration of Mi 
Tienda, or the Mi Tienda delivery model, into existing microfinance institutions operating in Sinaloa.  
There are several reasons why an existing MFI might be interested in Mi Tienda or the Mi Tienda 
concept, including the profit potential of the programme, a desire to move into different market 
segments or to diversify its portfolio of service offerings, or fulfilment of social mission.  
Sustainability would be achieved through appropriate pricing of fees and/or interest rates.  Clients 
would be informed that they are paying for the training and how much and would also be given a 
choice to borrowing with or without the BDS. 

Mi Tienda also does not conform to certain best practice principles in microfinance, which again 
do not bode well for its long-term programme sustainability.  Best practice in microfinance 
recommends that programmes charge an interest rate sufficient to cover the costs of operation, as a 
precondition for programme sustainability.  It recommends, moreover, that loan transactions be treated 
as business transactions and not acts of charity meriting consumer subsidies.  Mi Tienda’s “symbolic” 
interest rate of 2% per month is low by industry standards.  That Mi Tienda refers to it as a “symbolic” 
interest rate also strongly suggests that Mi Tienda does not view this entirely as a business transaction 
but more as a token gesture.  Nor is there any evidence that Mi Tienda set the interest rate in line with 
known or carefully estimated costs of service delivery.  Judging from experience elsewhere and from 
the intensity of services offered Mi Tienda participants, it is very questionable whether 2% a month is 
sufficient to cover operating costs and preserve Mi Tienda’s capital base as intended.  The interest 



 

 70

almost certainly, therefore, constitutes a subsidy from Mi Tienda (and the taxpayers of Sinaloa) to the 
abarrotes owners, and it is probably too low to promote long-term programme sustainability. 

Best practice in microfinance also stresses portfolio quality and rapid follow-up on delinquent 
loans.  Increasingly, microfinance institutions are being held to portfolio quality standards equal to 
those at high performing commercial banks.  Mi Tienda’s arrears rate of 10% is too high by best 
practice standards and, at a minimum, needs to be cut in half to bring Mi Tienda’s performance in line 
with industry standards.  That arrears are so high is surprising given that Coke is a major supplier of 
abarrotes and is likely to enjoy a strong bargaining position relative to abarrotes owners.  The high 
arrears rate is strongly suggestive of a lack of aggressive follow-up by Coke.  Whatever the causes, is 
merits investigating and fixing. 

The high arrears rate threatens Mi Tienda’s long-term programme sustainability.  The threat to 
programme sustainability is particularly acute in light of Mi Tienda’s low interest rate charged on 
loans.  With such a low interest rate, Mi Tienda would need nearly perfect repayment to be sustainable 
(even that, however, might not be enough), but a low interest rate combined with poor repayment 
bodes very poorly for the prospects of long-term programme sustainability.  Finally, Mi Tienda’s 
performance stands in contrast to other well-run microfinance institutions that combine high interest 
rates with excellent repayment performance. 

Linkage from Programme Goals to Programme Design 

BDS best practice recommends that BDS providers base programme design and service offerings 
on specific information about constraints to small enterprise growth and on market supply and demand 
dynamics.  Programme and service design are then to be explicitly tied to fulfilment of specific market 
development goals.  Mi Tienda partially complies with this recommendation.  It is directly tied to the 
government’s objective of promoting economic development in Sinaloa by cultivating 
entrepreneurship and an entrepreneur culture, and it is consistent with the government’s goal to 
promote “empresas tractoras.”  Mi Tienda fails to comply with the recommendation in that it does not 
specify just how abarrotes will push or pull the Sinaloan economy.  In other words, what are the 
specific outcomes the government wants to achieve and what are the underlying links between the 
promotion of abarrotes and the desired outcomes?  Possible outcomes, for example, include: 

•  Increased sales, which translates into increased sales up the supply chain (clearly Coca-
Cola’s primary objective). 

•  Increased registration and therefore an increased tax base. 

•  Increased take-home income for the abarrotes owner, aimed at poverty reduction. 

•  Increased take-home income for the abarrotes owner, which implies that she will spend more 
in the local economy, thus stimulating other sectors of the economy. 

•  Increased stability of the business and the owner’s income. 

•  Increased sales and complexity of the business leading to employment creation. 

•  Better business standards and appearance leading to neighbourhood renewal and increased 
real estate value. 
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The point is that greater clarity about the underlying links in the strategy will help the Sinaloan 
government determine what it is trying to help the abarrotes owners accomplish, which in turn will 
help it target owners who want to achieve these things, identify the barriers to reaching these goals, 
and select services that abarrotes owners demand and thus are most likely to have the intended results. 

Demand-Led Services 

BDS best practice recommends that services address clients’ expressed needs and wants.  The 
design of Mi Tienda assumes the principle needs of abarrotes owners to be training, technical 
assistance, and loans.  There are, however, four other categories of BDS:  access to markets, 
infrastructure, technology, and product development.  Whether Mi Tienda designers considered these 
other issues is not clear.  Had they done so, they might have discovered other, perhaps less obvious, 
constraints to abarrotes development.  For example, they might have found, as have researchers 
elsewhere, that a reason owners do not expand their businesses or place inventory in attractive, easy 
access displays is because of the risk of theft, and placing too much capital in one place is perceived 
only to increase this risk.  The point is that development constraints are frequently not obvious and to 
assume that one knows what the constraints are, even if one has substantial experience in the business, 
can lead to erroneous programme design. 

Mi Tienda’s training curriculum is well-conceived, but it nonetheless appears to have been 
conceived without significant input from abarrotes owners.  While each of the topics in the training 
curriculum appears to be important in terms of general abarrotes management, they nonetheless reflect 
what Mi Tienda designers believe abarrotes owners need most, not what abarrotes owners believe they 
need most.  If it is assumed that abarrotes owners are not always aware of important constraints to 
business development (as is probably true), then this design feature appears warranted.  But it is also 
probably true that abarrotes owners are aware of certain other important constraints to business 
development and that these are different, and quite possibly more important, than the ones assumed by 
programme designers.  In any case, it is difficult to know what actual or perceived barriers abarrotes 
owners face until someone actually asks them, and without this information, there exists a non-trivial 
risk that the Sinaloan government is subsidizing training that is not benefiting participants. 

In contrast to the approach taken by programme designers, a better course would have been to 
carry out preliminary market research among abarrotes owners and determine what they really needed 
and what they perceived to be the principal barriers to business development and then to tailor 
marketing and services accordingly.  Note that this approach does not rule out development services or 
training topics not identified by owners, but it does suggest an active marketing effort to demonstrate 
the value of these services and topics to owners. 

In similar fashion, Mi Tienda appears not to have solicited information from abarrotes owners 
about what they perceive to be the primary constraints to registering their businesses.  Information on 
this issue is presumably crucial in devising a marketing strategy to persuade owners that the benefits 
of registering outweigh the costs.  Making loans contingent on registration provides some (and 
possibly much) incentive at the margin to register, but in many cases it may not be enough, or at least 
it is difficult to know whether it is enough without knowing what the perceived barriers to registration 
are. 

The major advantage of registration to the Sinaloan government is that it expands the state’s tax 
base.  At the same time, to the extent an economy transitions from informal to formal is taken as an 
indicator of the economy’s maturation and modernization.  Developed, wealthy economies will have a 
much smaller proportion of the work force and industry toiling in the informal economy.  The benefits 
of registration to abarrotes owners are perhaps less clear.  The primary advantage offered by Mi 
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Tienda staff is that registration protects owners from registration scams, in which scam artists, 
pretending to be government officials, convince business owners to pay bogus registration fees.  On 
the other hand, one might also think of reasons why owners might not want to register their 
businesses;  escaping taxation being a primary reason.  Thus on balance it is not entirely clear whether 
protection from registration scams and/or receipt of loans are sufficient rationales to convince 
abarrotes owners to register their businesses in light of rationales against registration.  Whether they 
are convincing rationales or which rationales are most convincing in light of owners’ perceived 
barriers are questions that can easily be answered with some basic market research.  Given the 
importance of registration in the government’s economic develop plan, these questions merit some 
investigation. 

Consumer Choice 

BDS best practice suggests that it is better for clients to have choices about what services they 
consume and from whom.  They get this if a programme develops a range of services and trainers and 
allows clients to select from among the services and trainers.  In Mi Tienda, in contrast, once an 
abarrotes owner elects to participate in the programme, Mi Tienda assigns her to a trainer.  The 
reasons for this practice are understandable from Mi Tienda’s perspective -- it reduces operational 
costs and administrative hassles, and it allows Mi Tienda to allocate is work force more efficiently.  
But this practice is less desirable from the participant’s perspective who might prefer to choose the 
trainer perceived to be best suited to meet the client’s unique needs.  Allowing participants to choose 
trainers also increases overall programme effectiveness and efficiency as it creates incentives for 
trainers to hone their skills and deliver quality services. 

To bring the programme into conformance with best practice principles, Mi Tienda has at least 
two design options in this case.  It can identify and train a cadre of consultants and allow clients to 
choose from them once they enrol at the conclusion of the orientation meetings.  It can facilitate the 
transition of the programme to private providers who can then incorporate the appropriate design 
features. 

Sector Development 

BDS best practice recommends that government facilitators promote the development of a BDS 
sector consisting of several commercially-oriented and competitive private providers.  Its facilitation 
support should not be limited to a single or small set of providers or a single delivery model.  
Facilitation support of a single provider or delivery model may be appropriate for demonstration effect 
in underdeveloped markets, but there should be an accompanying plan to expand facilitation services 
to other market players. 

Mi Tienda has forged a relationship with a single market entity:  Coca-Cola.  Current (albeit 
vague) plans call for expansion of the programme to abarrotes throughout the state and to other micro 
and small businesses that sell high volumes of Coke, such as bakeries, stationary stores, and 
pharmacies.  There is no plan on the drawing board to involve other major suppliers in the programme 
or to expand the delivery model, or variations on the delivery model, to other BDS providers.  Mi 
Tienda, therefore, is a stand-alone programme limited in its scope.  Nonetheless, it could feasibly be 
the basis or serve as the catalyst for a wider strategy of BDS sector development.  Thus while Mi 
Tienda is itself an innovative programme with potential for significant impact, its current design 
overlooks its wider potential within the framework of a more general strategy of BDS sector 
development. 
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Relationship with Coca-Cola 

Mi Tienda’s relationship with Coca-Cola is a clear win-win situation for all parties involved.  
Coca-Cola wins in that it develops one of its principle distribution outlets, the Sinaloan government 
wins in that it advances its economic development goals, and the abarrotes owners win in that they 
improve the performance of their stores.  Nonetheless, the advantage Coca-Cola derives from the 
relationship appears to be disproportionately large relative to the costs that it bears.  Coca-Cola’s costs 
are limited to its transaction costs of referring owners to Mi Tienda and its risk exposure in making the 
loans.  At the same time, as the sole supplier of a major inventory item, Coca-Cola enjoys substantial 
leverage over buyers, certainly much more than that enjoyed by typical micro lenders, which limits its 
risk exposure relative to other micro enterprise lenders. 

Mi Tienda, on the other hand, is responsible for all other programme costs and for programme 
funding.  Moreover, the design features of the programme strongly implies ongoing government, or 
external subsidy, in which case Coca-Cola, one of the largest and more powerful economic interests in 
the state, is the direct beneficiary of a generous government subsidy.  Given the extent to which Coca-
Cola currently benefits from the programme and stands to benefit once the programme is expanded, it 
can and should be prepared to accept a more equitable distribution of the burden and allow its financial 
interests to be brought more into line with the policy interests of the Sinaloan government.  For its 
part, the government of Sinaloa ought to rethink the appropriateness of granting direct subsidies to 
Coca-Cola and consider negotiating a new relationship with Coke that redistributes the sharing of the 
benefits and costs in a more equitable fashion. 

Also inherent in the design of Mi Tienda is that it gives Coke exclusive rights to participate in 
and benefit from the programme.  So long as the programme is consuming public funds, this 
arrangement grants an unfair advantage to Coke.  Supporting distributors is a normal course of 
operation and Coke should be willing to pay for it.  If Coke wants a subsidy, it should also be prepared 
to allow participation of every supplier in the market.  If, on the other hand, Coke is paying for the 
programme, it has a legitimate right in insist that only Coke distributors participate in the programme. 

Orientation Meeting 

A common, and unfortunate, practice in development programmes working with low-income 
populations is to undervalue people’s time.  Thus we find people being asked or required to misspend 
their time sitting through interminably long and unproductive meetings.  In this light, a five-hour 
orientation meeting is too long, particularly for those who eventually choose to opt out of the 
programme.  The orientation meeting should be just long enough to explain the programme, allow 
attendees to make an informed choice, and introduce participants to their trainer, and schedule a 
follow-up meeting.  There is no reason this cannot be done in significantly less than five hours. 

The Sinaloan Artisanal Fund (SAF) 

Among the components of the Sinaloan government’s economic development strategy, the SAF 
is least central to the government’s economic development objectives.  With only 200-300 artisan 
families in the state and given that many pursue crafts as a hobby rather than a livelihood, the 
programme’s potential to contribute to the state’s long-term economic growth is negligible.  Lesser 
objectives stated in the SAF mission statement are to raise the standard of living for local artisans and 
the communities in which they work.  Potential achievement of these objectives is likewise mitigated 
by the fact that many artisans do not seek a livelihood from crafts, and achievement of the second of 
these objectives is mitigated by the small number of artisans state-wide and their dispersal throughout 
the state. 
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Overall, therefore, the potential for SAF to achieve stated objectives related to economic growth 
and improvements individual and community well-being are limited.  The limited resources allocated 
by the state to SAF probably reflect the government’s implicit acknowledgment of this point.  This is 
not necessarily bad, but it should be acknowledged up-front so as not to create unrealistic expectations 
for the programme.  This implies as well that such objectives ought to be de-emphasized in the 
programme’s mission statement and in formal statements of the programme’s objectives. 

The objective to promote the Sinaloan craft industry remains a valid objective, but shorn of its 
principle economic rationale, SAF suggests a different rationale:  the preservation of traditional 
Sinaloan artisanship and crafts.  In other words, it suggests a cultural rationale.  The government’s 
claim that SAF represents the first policy to promote crafts for commercial rather than cultural 
purposes is true thus in principle, but in practice, the primary impact of the policy will likely be 
cultural and not economic.  That said, successful commercialization of the crafts industry is no doubt 
important for its long-term viability as an industry, and the Sinaloan government deserves credit for 
recognizing this and taking positive action to promote it. 

The SAF possesses several admirable attributes.  First, its Director (and sole employee) is a 
person with long experience and evident expertise in the crafts industry.  It offers crafts artisans a 
number of services, each of which is logically connected to the programme’s objective to 
commercialize the craft industry in the state.  It recognizes the importance of networking and 
marketing and has facilitated a number of important, and apparently successful, connections for crafts 
artisans.  It has a global vision that looks to local, national, and international markets, and it has 
developed a strategy to access all three markets.  It links crafts artisans to other needed services, such 
as PROADA and Red FOSIN.  It builds on clusters (the Concordia furniture cluster) to create critical 
mass for cost-effective delivery of service and service benefits.  Finally, it incorporates a strategy to 
take advantage of internet technology to market Sinaloan crafts.  For the scant resources devoted to 
SAF, it has achieved extensive outreach and produced a number of admirable success stories. 

Together with its successes, however, there are also a number of areas for concern.  One is the 
absence of a clearly articulated strategy how the programme will use its catalogue and internet site to 
generate business.  Effective policy requires as well a strategy to distribute the catalogue to each of the 
target markets.  Merely producing a catalogue and internet site, moreover, will not automatically 
produce business.  It should be assumed that the Sinaloa catalogue and internet site will compete with 
other catalogues and internet sites.  The market is cluttered with organizations pursuing similar 
strategies to promote traditional crafts from countries around the globe.  The marketing strategy must, 
therefore, include a strategy distinguish Sinaloa crafts from crafts produced elsewhere in Mexico, 
Latin America, or the developing world in general.  Is there, for example, a particular unfilled market 
niche that Sinaloan crafts are uniquely qualified to fill?  Also, with large numbers of internet sites 
promoting traditional crafts from all over the developing world, there needs be a strategy to guide or 
link potential customers to the Sinaloan site.  These critical components of the marketing strategy, 
however, have yet to be clearly articulated, but they should be soon, or else the catalogue and web site 
are unlikely to generate the hoped-for business. 

Yet other aspects of the SAF programme design and strategy merit comment.  Since SAF is a 
BDS programme for the crafts industry, it is subject to critique relevant BDS best practice principles.  
This is done below. 

Build on Existing Service Providers 

BDS best practice recommends that development of BDS markets builds on existing private BDS 
providers.  Implied by this recommendation is that market facilitators (governments and donors) 
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research BDS markets, identify existing service providers, and build the capacity of these service 
providers to deliver commercially sustainable BDS.  There is no evidence to suggest that the Sinaloa 
government investigated whether their already existed a BDS market for crafts artisans in Sinaloa.  
SAF appears to assume that direct government provision of BDS for crafts artisans is required, but it 
does not justify this approach within the context of existing supply and demand conditions. 

Facilitation vs. Direct Service Provision 

BDS best practice recommends that governments and donors avoid, where possible, direct 
provision of BDS.  Instead their role is to develop BDS markets through support of existing private 
BDS providers.  Exceptions to this recommendation occur where the BDS market is underdeveloped 
with a corresponding lack of suitable private BDS providers.  Even in these cases, direct service 
provision is only a temporary measure done solely for their demonstration effect, and the 
demonstration includes an exit strategy to transition the operation to private BDS providers.  SAF 
involves direct service provision by the Sinaloan government.  While it is possible that direct 
provision is necessary given market conditions in Sinaloa, there is no information to determine 
whether this is the case given the lack of market research carried out by programme designers (see 
above). 

Nor does the government have an exit strategy to transition SAF from the public to the private 
sector.  The policies appear to take for granted that promotion of the traditional crafts is the 
responsibility of government. 

Fees for Services 

BDS best practice recommends that private providers offer BDS for a fee sufficient, at a 
minimum, to cover costs of operation.  SAF charges no fees for services (Question:  Do participants 
cover a share of their costs to attend crafts exhibitions and fairs?)  Without charging fees, it difficult to 
assess to what extent participants value the services offered (or alternatively it raises the possibility 
that clients are being offered services that they do not value), and it makes programme sustainability 
impossible. 

Programme Sustainability 

BDS best practice recommends that BDS programmes be designed with an eye toward long-term 
programme sustainability.  There is nothing in the design of SAF that promotes programme 
sustainability.  If the government cuts off support or reduces support, the programme suffers 
correspondingly.  (According to the Minister of Economic Development, the greatest risk to the 
sustainability of its economic development strategy is the inherent capriciousness of the state 
budgeting process.  In particular, while the current Governor supports the strategy, the next Governor 
may not.  Funding for SAF and all components of the development strategy are vulnerable to 
disruptions in funding.) 

Demand-Led Services 

BDS best practice recommends that services address clients’ expressed needs and wants.  SAF 
assumes that commercialization is key to development of the crafts industry, and it further assumes a 
set of principle constraints to commercialization with a corresponding set of services.  The 
assumptions made SAF designers appear sound, and the corresponding set of services offered likewise 
appear appropriate.  The question, however, is whether programme designers may have overlooked 
other important needs and other constraints to commercialization or business/industry development 
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that they might have discovered had they taken the time to consult with crafts artisans during the 
programme design phase.  Needs and constraints are frequently not obvious, even to “experts,” and to 
assume them absent reasonably thorough research risks important errors or gaps in programme design. 

Consumer Choice 

BDS best practice suggests that it is better for clients to have choices about what services they 
consume and from whom.  SAF conforms in part to this best practice principle as it offers clients a 
variety of services from which the clients may choose.  It does not, however, give clients a choice of 
service provider.  Within the context of the programme -- direct service provider operating under 
severe resource constraints -- this limitation is understandable.  In the role of sector facilitator, 
however, the government would presumably be able to promote greater service choices for crafts 
artisans. 

Sector Development 

BDS best practice recommends that government facilitators promote the development of a BDS 
sector consisting of several commercially-oriented and competitive private providers.  Again, there is 
no evidence that the Sinaloan government has investigated private sector options for providing 
business development services to crafts artisans.  It is conceivable that private sector options do not 
exist, in which case the government’s approach is appropriate, presuming it also adopts an exit 
strategy for transitioning the programme to private sector providers, or at least adopts a sustainability 
strategy to ensure the programme’s continued operation.  It is also conceivable that private sector 
options do exist, whether service providers specializing in traditional crafts or other service providers 
able and willing to take on crafts artisans as clients.  In either case, the government needs to adopt a 
clear exit/sustainability strategy and support the strategy with market knowledge. 

Registration 

Registration of crafts businesses is a programme objective of the Sinaloan government and SAF.  
To date, SAF has had relatively little success convincing crafts artisans to register their businesses.  
The reason given has to do with unspecified cultural attributes of crafts artisans that disincline them 
toward registration.  This example demonstrates the importance of market research to determine the 
perceived barriers to adopting desired behaviours.  SAF obviously did not conduct research into the 
perceived barriers to registration, and it has yet to do so, despite failure to achieve this objective.  It is 
assumed that careful research into this question will yield insights into overcoming the perceived 
barriers to registration and help SAF transform policy failure into policy success. 

Business Networks 

One of the deficiencies in Sinaloa noted by the OECD team was a relative scarcity of business 
networks of different sorts.  The sectoral development programmes (FIDISOFTWARE, FILACTEOS, 
etc.) do provide opportunities for companies to interact in the identification of business constraints.  
And some of the programmes aimed at small and micro-enterprises also inevitably involve exchanges 
of information and experience among the participants.  However, there are few activities that 
systematically seek to promote collaboration and exchange among entrepreneurs.  The presence of 
such networks can be important as there is ample evidence that entrepreneurs who establish and 
maintain ties with other entrepreneurs generally outperform those who do not. 

Business network initiatives operate with varied forms and objectives.  Some aim at the sharing 
of general business information.  Others seek to achieve narrower goals.  The benefits that can derive 
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from networks have been well documented.  For instance, networks can allow rapid learning - and 
small companies often prefer the learning from peers that networks permit.  Networks can also lead to 
the restructuring of relationships with suppliers.  And in some cases networks have led to a new and 
more efficient division of labour among a group of firms.  Networks can also allow the realization of 
benefits from collective action in a variety of business functions.  For instance, small firms in the 
Australian city of Perth have engaged in the collective purchase of expensive information relating to 
intellectual property.  Small companies in the Italian town of Mirandola, home to one of Europe’s 
largest concentrations of biomedical companies, jointly bear the costs of quality assurance services.  
And in 2001, around 10 000 SMEs located around Barcelona organised through various territorial 
networks in order to purchase electricity at a significantly reduced rate.  In fact, networks have 
involved co-operation on issues as diverse as training, technological development, product design, 
marketing, exporting and distribution.  Some network initiatives, such as the Danish Network 
Programme, begun in the early 1990s, have had the explicit intention of helping small firms acquire 
efficiency, as a group, to match that of larger enterprises.  However, the development of networks is 
not a risk-free undertaking.  Difficulties are often encountered in forming structured and durable forms 
of co-operation.  And there is some evidence that firms might approach network schemes because they 
are in difficulty or need to compensate for managerial deficiencies.  The way in which a programme is 
designed, the quality of its management, and the nature of the participant firms, will all affect the 
likelihood of eventual success.  A set of policy recommendations on business networks is outlined in 
Chapter 5. 

Support for Innovation 

An innovation results from developments or applications in science, technology or other 
knowledge areas, or from new combinations of existing technology.  An innovation need not be new 
to the market, but must be new to the firm.  There are two forms of innovation, namely product and 
process innovation.  Product innovation occurs when new or significantly improved products (goods 
or services) are offered by businesses to their customers.  A new or significantly improved product is 
counted as an innovation if it had significantly different technological characteristics or intended uses 
than the existing products.  Fashion or aesthetic changes do not count as a product innovation.  Process 
innovation refers to new or significantly improved production processes introduced by businesses, 
including new ways to supply services or deliver products. 

To achieve economic progress, innovation and entrepreneurship need to go hand in hand.  
Entrepreneurship turns innovation into wealth.  Yet for all the attention paid to Sinaloa’s 
entrepreneurship policy, not enough attention has been paid to innovation, the high-potential objective 
of the entrepreneur.  Just as innovation and entrepreneurship are different phenomena, so too the 
innovator and the entrepreneur have quite different traits.  Rarely does the innovator have the required 
personality and skills to take the product to market.  Innovators must rely on entrepreneurs and 
creative teams to take their products to market.  Entrepreneurs and innovators have to work together. 

The Sinaloan State Government has put in place what in our estimation is, overall, a sound 
entrepreneurship policy.  Yet without a constant stream of new innovations Sinaloan entrepreneurs 
will have little to commercialize.  Simply put, increasing the supply of entrepreneurs is only half of the 
equation.  This means that we must examine what an innovation policy coupled with an 
entrepreneurship policy would look like.  Does Sinaloa have an innovation policy?  The answer to this 
is negative, because the responses to the following questions are also largely in the negative: 

•  Is the State of Sinaloa increasing public status and recognition for scientists and science? 



 

 78

•  Is the State of Sinaloa promoting a long-term strategic direction for research science and 
technology? 

•  Is the State of Sinaloa building private sector commitment to new science and technology 
policy directions? 

•  Is the State of Sinaloa enabling co-ordination of Government policies and community 
activities at the highest level? 

To date, an ambitious innovation policy that complements Sinaloa’s entrepreneurship policy is 
not evident.  To be sure, Sinaloa has a series of incubators that focus primarily on low-horizon 
products and services.  The State’s clusters centre around important sectors but focus in large measure 
on salvaging failing sectors and accelerating new ones.  The education sector still lacks the proper 
investment, not to mention the proper staffing, to pursue adequate research and development.  Existing 
R&D being channelled through the clusters is focused more on commodity industries (salsa and 
brooms, for example) than on value-added new technology sectors such as activities in back-office 
computing or telecommunications. 

Sinaloa must find its own way to achieve this transformation -- its situation in Mexico and in the 
hemisphere is unique.  Advantage comes through maximizing unique areas of strength and subtleties 
of culture that competitors cannot imitate.  This transformation means putting in place an innovation 
strategy that adds value to commodities and creates new products that go beyond commodity 
production. 

It is clear that Sinaloans have a vision infused with optimism and confidence.  Sinaloa derives 
considerable value from its land and sea resources and favourable climate.  Many see themselves as 
entrepreneurs -- able to take on the world, and able to make it at home.  Many companies and 
enterprises are well founded and well run.  But open market conditions through NAFTA mean that 
Sinaloa’s entrepreneurs need to be more global in outlook and competitive internationally in their 
chosen niches.  The State must also become renowned as an R&D centre in areas of competitive 
advantage and in new niches.  It must provide a business environment and a quality of life that attracts 
innovative individuals and firms as well as retaining existing ones.  It must support the development of 
innovation-driven clusters (scientific, technical, and creative) which create products and services that 
are sold or licensed internationally.  It must increase the value of commodity and manufactured 
exports by applying more world-class knowledge and innovation, and appropriate branding. 

One measuring stick is whether exports are being reduced in physical weight but becoming 
heavier in knowledge and value.  Certainly software exports would qualify under this distinction.  So 
would salsa.  Salsa adds tremendous value to commodity production of the raw ingredients.  All of this 
can only be underpinned over the long-term by a high-value education system, at all levels.  The 
Government has already implemented, and has further plans for, an impressive range of capability-
building strategies and initiatives.  While we acknowledge that some foundations are in place and 
progress is being made, we are clear that much more is needed if Sinaloa is to compete effectively 
against other parts of the world that are actively seeking to advance along this same route.  Many of 
these regions are starting from much higher bases than Sinaloa and are able to commit greater 
resources to their goals.  They are also pro-active in instigating policies and investments that will 
make them more attractive to global capital and talent. 

How then does Sinaloa overcome the compounding effect of its small size and its distance from 
markets, or even use these features to advantage?  The challenge for Sinaloa now is to ensure that its 
funding of key areas of the economy provides the best return on investment in support of economic 
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transformation and social inclusion.  This will require alignment of baseline expenditure against the 
innovation vision in key areas such as education, training, agriculture and telecommunications.  A 
strategic focus is vital.  Much greater collaboration and co-ordination will be required between public 
sector chief executives and their management teams, and between public agencies.  To improve the 
value of government investment, all involved, but especially the leaders of government agencies, must 
be innovative in how they develop and deliver policies and services.  Partnerships with the private 
sector, local government, and communities of interest will be vital in achieving economic 
transformation that can enhance social inclusion.  Ministerial leadership is imperative.  Strong 
leadership will help to bring Sinaloans together to build a national movement to revitalise the 
economy by excelling globally as innovators. 

Innovation extends beyond 
research institutions, universities 
and the research and development 
efforts of private institutions and 
firms.  Critically, innovation 
incorporates links between the ideas 
and knowledge creators (the 
‘innovators’), the firms and people 
who can turn those ideas into 
products, businesses, jobs and 
wealth (the ‘entrepreneurs’), and the 
sources of specialist expertise and 
finance essential for 
commercialising innovation for 
fullest value. The Sinaloan 
innovation system is a web of 
relationships and interdependencies.  
Its effectiveness emerges from the 

interactions, linkages, and coherence of those relationships and its overall alignment with the goal of 
excelling globally through generating wealth, well-being, and knowledge.  Aligning all the elements of 
the innovation system creates a virtuous circle, which encourages the attitudes, behaviours and 
investments essential to excel globally through innovation.  By creating an environment in which 
high-value, high-growth enterprises can flourish, Sinaloa can in turn create fulfilling jobs for a wider 
range of people and improve the quality of life of all. 

Which areas are most likely to produce the highest number of ventures?  The Government has a 
role to play in suggesting the most profitable areas of specialisation to support.  To be sure, ventures 
need to be encouraged in traditional sectors such as agriculture and manufacturing.  But it is likely that 
Government will have to reduce levels of support in some traditional areas in order to exploit fully the 
potential of others on the horizon that have the potential for being higher value-added. 

What are the components of a Sinaloan innovation system that are most needed?  Many elements 
are already in place, such as funding mechanisms, business planning, cluster development and 
business incubators.  Chapter 5 outlines where, in addition to these, special emphasis should be placed 
(on R&D institutes, university research, managing intellectual property, workplace entrepreneurship, 
and immigration). 
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Monitoring and Evaluation 

The Government of Sinaloa has conceived and implemented an innovative, multi-faceted 
economic development strategy.  While such a multi-faceted approach is a particular strength of the 
government’s economic development strategy, it raises a number of conceptual, technical, and 
administrative issues for any approach to monitor or evaluate the success of the government’s 
programmes.  Monitoring and evaluation are by themselves challenging enough tasks for a single 
programme, let alone for multiple programmes.  Nonetheless, generating information, whether 
periodic or continuous, about programme performance is essential to determine whether, to what 
degree, and how the programme has achieved its stated goals and for making mid-course changes to 
the programme so to allow policymakers to align programme performance, both more efficiently and 
more effectively, with programme goals. 

A great deal has been written elsewhere about programme monitoring and evaluation.  This 
material can easily be accessed through a reasonably good academic library or with an internet search.  
An outline of the basic features of an effective evaluation and monitoring system is contained in 
Chapter 5. 
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CHAPTER 5:  POLICY AND PROGRAMME RECOMMENDATIONS 

This chapter presents a set of policy recommendations.  These recommendations address the 
concerns that the team considered to be of greatest importance for State-level entrepreneurship policy 
in Sinaloa today.  The issues covered are:  overall strategy-continuity and expansion;  influencing 
attitudes–education and the community context;  access to finance;  business incubation, business 
networks, support for innovation;  and monitoring and evaluation. 

Overall Strategy -- Continuity and Expansion 

The team was positively impressed with the programmes and policies adopted in recent years to 
encourage entrepreneurship in the State.  It is clear that the importance of business creation and SME 
development has been given full recognition by the State’s policy leadership.  At the same time, 
significant steps have been taken to reduce the administrative burden on enterprise, both at enterprise 
creation and subsequently.  The State authorities have created a coherent set of horizontally and 
vertically integrated programmes to facilitate entrepreneurial activity and SME development.  The 
State-level programmes are coherent, in the sense that there is minimal overlap between them, while 
they address key constraints on entrepreneurship in a targeted way.  At the same time, CODESIN, the 
Council for the Economic Development of Sinaloa, plays an important role in facilitating private 
sector input into policy design.  A number of the support programmes in place are well designed and 
could even merit replication elsewhere.  For instance, the use of the Internet in providing business-
related information is forward-looking and well designed, while the co-location (in some sites) of the 
Business Advisory Centers with labour exchanges seeks to address a problem, common in many 
countries, whereby business information services are provided in places visited only infrequently by 
the unemployed.  And the Jóvenes Emprendedores programme - through which more then 90 percent 
of university students in the State have some exposure to the study of entrepreneurship – merits 
international attention.  Similarly, the efforts made to effect administrative simplification are an 
example to many countries and sub national jurisdictions around the globe.  Certain elements in the 
current development offering might be slightly modified (see below).  Some potential support 
activities, such as a business angel networks, are not present and their establishment should be 
considered.  And there is also a need for a more explicit innovation strategy in the State (see below). 

It is important that the overall direction of policy be continued.  Overall, it is important that there 
be continuity in the above programmes.  One reason for this is that many of the entrepreneurship 
support programmes are young, while there is typically a medium-term gestation period involved in 
SME development programmes.  In other words, many schemes require time to bear fruit, and should 
be tested, monitored and evaluated over a number of years.  Initiatives such as the efforts to reduce 
regulatory burden on enterprise creation and development should obviously be maintained, with 
vigilance exercised on the enforcement of legislation bearing on regulatory burdens.  Furthermore, in 
too many countries there is an ensemble of programmes that overlap and compete with each other and 
which are replaced, much too frequently, by new generations of programmes.  The rational 
architecture of programme support for entrepreneurs that the team witnessed in Sinaloa should serve 
as a foundation.  It should be built upon -- in some places fine-tuned -- monitored, evaluated and in 
some cases expanded.  Expansion could take two forms:  (i) expansion in the size and geographic 
scope of some initiatives, given that the overall resources available for entrepreneurship support are 
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rather small;  (ii) the careful development of a small number of new initiatives -- for instance in the 
area of networks of business angels -- that do not exist at present and that could be valuable. 

Influencing Attitudes -- Education  and the Community Context 

Towards an Enterprising Culture (OECD, 1989) points out that people are going to need to be 
creative, rather than passive;  capable of self-initiated action rather than dependent.  They will need to 
learn how to learn, rather than expect to be taught;  they will need to be enterprising in their outlook, 

not think and act like an employee or client.5 

In order for Sinaloa to nurture an entrepreneurial/enterprising culture, it must recognize that every 
citizen needs to become a critical factor in influencing the attitudes for the development of Sinaloa.  
To reach this stage, leaders must first ask:  What conditions and cultures are necessary to nurture each 
person’s distinct talents, creativity, motivation and sense of mission? 

One of the most effective ways of influencing the attitudes of Sinaloan society is through 
education.  If Sinaloa is to become an effective player in the global economy of the 21st century, it will 
need to develop its people from primary through to adult education.  The National Council of Social 
Participation in Education -- Sociedad Educadora -- based in Sinaloa is a natural way of bringing 
members of the community into the classroom and the classroom into the community.  By having the 
community involved with education, it creates a natural way of engaging learners to discover their 
talents and creativity.  For more information about the National Council of Social Participation in 
Education  -- Sociedad Educadora -- see Annex B. 

The process of inculcating an enterprising culture starts from the beginning of education and 
proceeds throughout adult education.  By learners discovering their distinct talents and creativity, 
along with the opportunities available to them through available teaching and assessment 
methodologies, people establish a critical connection between themselves, learning and the 
community.  To understand this connection, leaders need to know why enterprise education is needed.  
The need for enterprise education is referenced in the following two studies: 

U.S. Longitudinal Study of Adolescent’s Aspirations 

In the U.S., a five-year national longitudinal study of adolescents in grades 6, 8, 10, and 12 was 
conducted relating to how they form ideas about future schooling and work.6  The researchers made 
the following recommendations: 

•  Develop school curricula that stress creativity, adaptability, learners’ distinct intelligences, 
and emotions. 

•  Self-directed learning and team-based projects, based on the group’s diversity (of talent), 
should be practiced in every subject field.  This is in order to lead to challenging, enjoyable 
and satisfying experiences. 

•  Encourage intrinsic motivation as learners need to discover what they enjoy doing for its 
own sake, not just getting good grades. 

•  Restructure school-to-work programmes in a manner that connects the learners’ distinct 
talents in order to lead to challenging, enjoyable and satisfying experiences. 
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U.S. Study of Entrepreneurship Training on Youth 

In the U.S., another study was completed entitled, The Effects of Entrepreneurship Training and 
Venture Creation on Youth Entrepreneurial Attitudes and Academic Performance.7  The study focused 
on whether entrepreneurship education contributes to the development of entrepreneurial 
characteristics among youth and whether it contributes to improved student academic performance.  
Key study findings included the following: 

•  Students receiving entrepreneurship training have a significantly higher motivation to 
achieve;  a significantly higher sense of personal control;  and higher self-esteem. 

•  Students with teachers who have entrepreneurship training were more innovative and had 
more personal control. 

•  Entrepreneurship classes have a positive impact upon academic performance.8 

In order to engage every member of Sinaloan society, we need to begin with a community 
enterprise programme that engages the distinct talents and motivations of the learner.  In order to 
effectively implement a community enterprise programme, the following criteria need to be included 
within the programme: 

•  Each individual will need to discover his/her distinct talents and motivation so that learners 
can create a context for learning. 

In order for each individual to create a context for learning, it is critical to have community 
support.  The State Council of Social Participation in Education -- Sociedad Educadora could become 
a natural conduit for enterprise education throughout Sinaloa. 

•  Teachers need to act as facilitators of learning in their respective communities. 

Teachers are valued by society.  In the case of Sinaloa’s Sociedad Educadora programme, 
teachers are critical stakeholders in moving the community towards a higher level of economic and 
social development. 

•  A teacher-training programme is needed such as the Bachelor of Education in Enterprise 
Education programme. 

The Bachelor of Education in Enterprise Education programme enables the teacher to discover 
their own distinct talents, motivations and contributions.  Once teachers have this insight about 
themselves, they can assist their students and others to discover their own distinct talents, motivations 
and contributions.  For further information about the Bachelor of Education in Enterprise Education 
programme, see Annex A. 

More broadly, as regards the interactions of universities with their host economies, it is worth 
citing the work of The Institute for Enterprise Education in analysing the following three communities:  
Silicon Valley, California;  the Golden Technology Triangle, Ontario, Canada (Cambridge, Guelph, 

Kitchener- Waterloo);  and Oulu in Finland.9  Each of these communities had its own historical and 
evolutionary characteristics, but there was also a common pattern that emerged.  The local university 
became a world-class leader in a particular scientific field.  Leaders from the university also went 
outside their hierarchical framework to partner with the business and economic development leaders, 
in order to make use of its research and innovation.  Together, these leaders created a new ecology 
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(technology parks) outside the control of other organizations or institutions.  Many graduates also 
created their own enterprises, sometimes in partnership with individuals from the community.  Early 
successes drew the interest of professionals (accountants, lawyers, consultants, venture capitalists) to 
assist these start-up enterprises.  Most graduates remained within the community and, indeed, these 
regions today import knowledge workers from other communities.  Most start-ups were globally 
focused and sought to be the best in the world at their specialties.  These models serve as a challenge 
for communities to find their niche and bring resources together to ensure that their youth play a 
significant role in engaging the future. 

Readers are also referred to Annex A for an example of education programmes in Canada 
relevant to the Sinaloan case. 

Access to Finance 

Nafin Guarantee 

Since the NAFIN programme is designed and managed at the Federal level, the structure of the 
NAFIN guarantee programme is largely beyond the state of Sinaloa’s control.  However, the state 
could adjust its own guarantees to encourage the banks to take more of the risk.  One approach might 
be to phase out additional state guarantees after the client has successfully taken and repaid two loans 
without payment delay. 

Another approach in designing the partnership with the banks may be to charge the bank or the 
client some modest processing fees, in addition to the current one percentage point that is paid into the 
guarantee fund, to contribute to the operating costs of the network.  As the guarantee fund itself grows, 
its interest earnings could be used to cover some of the operating costs. 

Ultimately the best means to ensure sustainability of small business lending through the banking 
sector is to uphold prudent lending practices and portfolio quality, making this a profitable line of 
business the commercial banks will continue to pursue on their own (readers are also referred to 
Annex A for a description of innovations in small-firm finance in the United States). 

Direct Lending Programmes 

The results of the three direct lending programmes (FOSIN Mujer, FOSIN Emprende, and 
FOSIN Municipio) should be analyzed in terms of portfolio performance (repayment), impact (market 
gaps filled), and potential for scale (available capital and market demand).  With limited staff 
resources and loan capital, FOSIN needs to consider possible exit strategies.  If the goal is to expand 
access to a broader set of enterprises on a sustainable basis, the clients would be well served by 
attracting a Mexican microfinance institution with demonstrated profitability and strong capital base to 
the state of Sinaloa. 

Mi Tienda 

Recommendations on Mi Tienda are contained in the detailed discussion of this programme in 
Chapter 4. 

Prosper Foundation 

There appears to be little prospect that the Prosper Foundation in its current state will achieve the 
scale and sustainability necessary to make a meaningful contribution to the government’s economic 
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development strategy.  The following list of recommendations suggests alternative strategies the 
government of Sinaloa may want to consider: 

•  Close the Foundation.  In its place, identify existing MFIs in the state, or existing lenders 
who might feasibly move down market to serve the targeted clientele, and devise a strategy 
to facilitate their development and growth (this strategy would be similar to the facilitation 
strategy described in Chapter 4 in the section on Mi Tienda and Business Development 
Services). 

•  Transfer the Foundation (assets, staff, etc.) to an existing MFI, or to an existing lender 
willing to move down market.  Offer temporary financial and other assistance to the lending 
organization as needed.  The intent of any assistance, however, would be to facilitate the 
adoption of best practice principles aimed at achieving institutional sustainability and 
significant economic impact. 

•  Add a training component to the Foundation and convert it to an institution offering 
integrated services (lending and training).  Facilitate the development of the new institution 
according to microfinance and BDS best practice principles. 

Informal Equity Investment 

The team noted the interest of Sinaloan policymakers in the establishment of a formal venture 
capital fund.  However, the record of regional and local formal venture capital funds is mixed.  Their 
success is often contingent on a sufficiently high volume and high-quality deal flow, carefully 
designed governance structures and experienced management.  Given the limited success of such 
schemes, even in a country such as the United States, possessing a large and highly sophisticated 
venture capital industry, the establishment of a state-level venture fund in Sinaloa should be 
approached with great care, and should only be attempted with the advice of industry specialists. 

The team was of the view that, as is the case in many sub national jurisdictions around the globe, 
supporting the development of business angel networks could have a greater payoff for local 
policymakers.  Business angel networks possess features particularly attractive for local development 
policy -- being non-distortionary, addressing market imperfections and mobilising local savings and 
know-how (see Chapter 4). 

Business incubators 

The business incubation industry in Sinaloa is at an incipient level of development.  However, the 
following policy recommendations are relevant as a guide to current and future operations (readers are 
also referred to Annex A, which considers, inter alia, best practice in the design and operation of 
business development services): 

•  When considering public investments in business incubation, policymakers should be 
aware that other options might achieve similar effects but with lower costs. 

Under different circumstances a local training programme, efforts in investment promotion, or 
other measures may be more appropriate than business incubation.  The goals of any incubation 
programme must be made explicit.  Not only will this assist evaluation;  it can also help resolve 
tensions that sometimes arise between the role of an incubator as a financially self-sustaining venture 
and its role as an instrument of economic development. 
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•  Incubators must be given realistic objectives. 

Business development should take primacy over job creation, especially in the short-run.  Job 
creation and economic development are vital goals, but they are best achieved over the long run 
through the creation of well-functioning businesses. 

•  A sound feasibility study and business plan are fundamental. 

In addition to determining financial viability, the process of feasibility assessment can be used to 
create consensus on the programme’s objectives, motivate participation, solicit funding, and avoid 
known sources of error. 

•  Significant benefits can be had from local business and community support, which 
should be encouraged to the extent possible. 

In the U.S., for example, the pro bono supply of services to incubators by local business people is 
not uncommon. 

•  The recruitment of suitably qualified managerial staff is crucial. 

The success or failure of an incubation programme will often depend on the quality of incubator 
management.  Capable incubator managers are essential in selecting suitable tenant firms, advising 
these firms and in creating links to investors and the wider business community.  Indeed, practice 
suggests that the time a manager spends working with tenants or developing business assistance 
networks should be maximised.  Also important is the creation of a competent Board of directors 
embodying a breadth of skills and experience.  Political and community support -- and associated 
funding -- can fluctuate, but the Board must provide continued commitment and guidance to an infant 
programme. 

•  Due consideration should be given to the scale of incubation programmes. 

Increasing the size of the incubation scheme opens possibilities for the reduction of costs and 
diversification of risk, as well as the leveraging of private finance.  The Australian industry has 
determined that incubators offering commercial office space usually need around 1 500 square metres 
-- with more if the tenant firms are from light industry -- in order to generate sufficient income to 
employ a full-time incubator manager and support staff (although the efficient scale of operation of an 
incubator will in part be determined by the service mix).  In the United Kingdom, 3 to 3.5 thousand 
square metres has been considered a minimum size for an incubator.  For small communities 
incubation should probably be treated with caution.  In Australia, for example, it has been found that 
incubators are more difficult to operate in remote areas with smaller populations, smaller markets, and 
fewer community resources.  If incubation is to be attempted in such circumstances it may be 
advisable to embed the incubator in a larger umbrella organisation. 

•  Incubators should provide good quality accommodation. 

The unattractive image projected by sub-standard facilities may deter high-potential start-ups. 

•  Public support, when it is given, should primarily come in the early stages, not through 
the subsidy of operational costs. 



 

 87

In Australia it appears that most incubators that receive operational funding have not survived the 
removal of that funding.  And in Germany a positive correlation has been found between the presence 
of subsidies and high operating costs.  Without a commercial mindset the incubator is unlikely to 
provide competitive services.  Furthermore, when there is a need for operational subsidy, management 
and staff often spend time searching for additional funding, which can detract from the provision of 
assistance to tenant firms. 

Business Networks 

OECD (2003) and Enright et al (2001) detail a set of policy recommendations on business 
networks.  These recommendations could form the basis for networks initiatives in Sinaloa.  In 
summary, the main elements of these recommendations are as follows: 

•  Implement broad campaigns to introduce the networking concept to businesses 

For a variety of reasons, the first step in creating a network programme should be to seek to 
create informed demand for network services.  Comprehensive network schemes have sometimes 
failed to receive continued financial support from participating firms once public subsidy was 
withdrawn.  In part, this appears to have reflected the fact that the private sector has on occasion been 
presented with a menu of services previously decided by public economic development organisations.  
Indeed, a supply-driven approach to network schemes has been a common weakness.  In this 
connection, it should be noted that the business networks that most often have a positive impact on 
corporate performance are typically established to achieve specific commercial objectives.  It should 
be borne in mind that private agents generally have superior information on where good commercial 
opportunities for networking lie, but may experience aversion to, or unfamiliarity with, the concept of 
networking.  It is therefore important that public authorities and business associations seek to raise 
awareness of the benefits and opportunities of networks, so as raise informed demand for programmes 
built around the commercial goals identified by the private sector.  Participants’ expectations are also 
likely affect the longevity of network programmes (Huggins, 2000).  For instance, business clubs and 
fora often operate over extended periods of time, with membership usually involving little expectation 
of short-term financial gain.  This again suggests that networks be demand-driven, structured around 
objectives determined by businesses, in this way incorporating the expectations of private firms into 
the design of the programme.  Lastly, where programme resources are scarce, an argument can be 
made for policy to focus on raising the overall level of associative activity among firms.  More 
structured, perhaps contract-governed, forms of networking could be left for private agents to organize 
themselves. 

•  A degree of financial support, in feasibility work, start-up activities, and the costs of 
network brokerage, is to be expected. 

Aversion to and unfamiliarity with inter-firm co-operation, as well as problems of co-ordination, 
create barriers to the spontaneous emergence of networks.  Public action, at least in a catalytic role, is 
often needed.  However, funding should be phased out as participants start to benefit from the 
programme. 

•  Work with realistic time-frames. 

Policy needs to be framed over the medium-term, with a period of 3-4 years often required for a 
significant business network programme.  Moreover, the development of new network programmes 
around new goals should be a constant feature of policy. 
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•  Ensure the presence of experienced network brokers. 

As with many programmes to support business development, the quality of management is 
critical.  Persons with direct experience of managing an SME should be employed as network brokers, 
providing an impartial source of advice and mediation for firms hesitant at the prospect of co-
operation.  Network brokers can also help allay concerns over any unfair appropriation of benefits 
among participating companies.  Establishing teams of brokers and facilitating exchanges of 
experience among them can help improve effectiveness.  Training and accreditation programmes for 
brokers might also be valuable, as practitioners often assert that generic knowledge of fostering 
collaboration, rather than sectoral expertise, matters most.  Information technology holds the promise 
of expanding network access and creating better links with research bodies, education and training 
institutions.  However, experience suggests that frequent face-to face encounters are essential for 
maintaining engagement amongst networked firms. 

Support for Innovation 

The study team was not able to identify an innovation policy that properly complements Sinaloa’s 
entrepreneurship policy.  What are the components of a Sinaloan innovation system that are most 
needed?  Many elements are already in place, such as funding mechanisms, business planning, cluster 
development and business incubators.  In addition to these, special emphasis should be placed on the 
following (a detailed examination of innovation is presented in Annex A, which considers how the 
New Zealand experience of innovation policy is relevant to the Sinaloan case): 

Strategy 

•  Consideration could be given to the establishment of an Innovation Policy Advisory Board to 
engage with business and community partners.  There is a need for trade promotional 
activities to help Sinaloans bring their products to international markets, with support to 
boost the attraction of high quality investment to Sinaloa. 

R&D institutes 

•  Government is usually a major investor in R&D through research institutes as well as 
universities and co-operative ventures with technology firms.  Government must ramp up its 
public funding for wealth-generating research.  New funds, such as a possible New Economy 
Research Fund (NERF), directed at research underpinning new and emerging industry 
sectors, should be established.  Research institutes must be provided with the incentives to 
commercialise their research.  Funding for firms must go beyond early-stage funding.  
Mechanisms to assist technology diffusion, such as technology brokering, should be 
considered in developing a commercialisation model.  Research projects co-ordinated by 
state-funded research institutes should involve private sector participation. 

University research 

Universities provide basic research and are the main research providers in information 
technology, medicine, and the social sciences, as well as being major contributors in key areas such as 
engineering and technology.  They not only provide research but also develop the State’s future 
capability to undertake research by training researchers.  Recently, Sinaloan universities have begun to 
pursue technology transfer in the form of technology incubators, technology parks, and spin-off 
companies, though the culture clash between academia and commerce inhibits the process.  It is 
important that in aiming to increase Government support for their research, universities take 
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responsibility for more actively supporting the commercialisation of such research:  reinvesting profits 
from successful ventures back into further research. 

Managing intellectual property 

Sinaloan counterparts freely admit that Intellectual Property Rights (IPR) legislation is only 
partially enforced, that the market tolerates illegal sales of ‘pirated’ software, videos, CDs, and other 
copyrighted or trademarked products.  It is clear that new and growing firms cannot completely trust 
that their patents, copyrights, and trademarks will be respected.  Though it is expensive, patent 
protection in international markets is a key element in securing the commercial value of their 
endeavours.  Ensuring that Sinaloan innovators and entrepreneurs fully understand all the dimensions 
of IP, can value their innovation in global terms, and capture the benefits, whether or not they formally 
patent their innovation, is essential to economic transformation.  If we are to create wealth from ideas 
and knowledge, Sinaloa must protect more of its intellectual property, or, if left unprotected, manage it 
to achieve best returns from global demand. 

Workplace entrepreneurship 

•  There is a strong link between a firm’s organisational structure (especially management 
attitudes, workforce practices and abilities) and a firm’s ability to make best use of its 
available talent in support of innovation and entrepreneurship.  If Sinaloa is to make the best 
use of people’s potential to be more innovative and enterprising, then workplaces will have 
to encourage greater worker participation, value diversity, improve communication, and 
increase flexibility.  Liberating such potential innovators and entrepreneurs is an issue that 
affects all parties in the enterprise space -- owners, managers, team leaders and workers -- as 
well as leadership and interest groups, and government agencies.  Support could be 
considered for students and researchers to carry out R&D within companies.  Support could 
likewise be considered for the placement of researchers or technologists in firms to build 
linkages and enhance understanding of technological innovation in a commercial 
environment. 

Immigration 

Immigration can provide Sinaloa with an opportunity to attract high calibre human resources with 
the skills and qualifications to contribute to the development of an entrepreneurial and innovative 
economy.  New sources of economic growth and a strong skills base are necessary if Sinaloa is to be 
competitive in a global economy.  Immigration policy should ensure that it does not contain any 
impediments to attracting the skilled people required to enhance development of the knowledge 
economy, regardless of whether or not they want to settle in Sinaloa permanently. 

Monitoring and Evaluation 

This section outlines the key features of, and makes recommendations with respect to, an 
effective evaluation and monitoring system. 

Build monitoring and evaluation into programme plans and implementation. 

Monitoring and evaluation work best when they are built into a programme during the planning 
stage.  If programme planners overlook this function initially, it is often not too late to integrate it into 
the programme during the implementation phase.  However, it will often be harder to do so, 
particularly if it disrupts in any way programme systems and work responsibilities and routines.  
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Generally some monitoring and evaluation function is better than none, although a poorly designed 
and integrated monitoring and evaluation function can conceivably impede programme operation 
without yielding compensating benefits in terms of useful information. 

Establish clear, reasonable, quantifiable, and measurable programme goals. 

It is impossible to say whether a programme is performing well unless there is some 
standard/baseline to which it can be compared.  If no standard/baseline is explicitly articulated ahead 
of time, it will necessarily be established during programme implementation.  Often however, 
standards/baselines established in this fashion are implicit, are created in an ad hoc fashion, and shift 
over time depending on programmatic (internal) and non-programmatic (external) factors.  
Presumably, however, a programme was implemented to achieve one or more goals, and if these goals 
cannot be clearly and explicitly articulated prior to programme implementation, then one might 
legitimately question the appropriateness of the programme and the justification for investing scarce 
public funds in it. 

Programme goals should not only be explicitly stated prior to programme implementation, they 
should also be reasonable (achievable).  A pervasive problem with many development programmes is 
that they establish too many and too ambitious programme goals.  Take microfinance as an example.  
Originally conceived as a strategy to support micro-enterprise creation and growth, microfinance 
programmes now claim a wide variety of programme goals, from lifting clients and their households 
from poverty, to empowering socially marginalized women, to creating social capital, to mobilizing 
the very poor to political action, to mitigating and alleviating HIV/AIDS.  The downside of such 
noble, but ambitious goals, is that microfinance is now under some pressure to demonstrate that it is 
achieving these goals.  This has proven to be a difficult task, and the industry has enjoyed only limited 
success to date in meeting the challenge. 

For goals to be meaningful, they should also be quantifiable and reasonably measurable.  
Creating jobs, fostering enterprise formation and growth, encouraging product innovation, creating 
markets for products and services, increasing access to financial services, reducing government 
burdens on business formation and operation, and promoting local arts and culture are all worthwhile 
goals, but each should be quantified in a way that renders them amenable to measurement using 
reasonably simple and straight-forward indicators.  In concept, this sounds easy enough.  In practice, 
relatively few programmes manage to do this well, for a variety of reasons. 

Distinguish between programme outputs and programme impacts. 

Distinguishing between programme outputs and programme impacts is crucial for designing a 
monitoring and evaluation system, both in the conceptual and in the implementation phase.  
Programme impacts refer to the end goals of the programme.  In the case of, say, the Sinaloan Arts 
Fund, programme impacts would include the preservation and growth of the Sinaloan artisan culture.  
Programme outputs refer to means used to achieve the end goals.  In the case of the Arts Fund, 
programme outputs would include the creation of a web site, the publication and dissemination of a 
product brochure, the number of trade shows attended, and the number of artisans attending the trade 
shows.  Ideally, monitoring and evaluation should assess programme impacts.  In practice, however, 
impacts frequently prove too difficult or costly to measure, such that programmes tend to collect and 
report programme outputs instead as proxies for programme impacts. 

The validity of a particular programme output as a proxy for programme impact hinges on the 
degree to which the impact can be inferred from the output.  The number of measles inoculations, for 
example, is an example where impact (prevention from contracting measles) can reasonably be 
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inferred from the output, since we know that a very high percentage of people who are inoculated 
against measles will not contract measles.  In contrast, programme impact cannot necessarily be 
inferred (and indeed in some cases cannot be inferred) from the creation of a website, the publication 
and dissemination of a product brochure, the number of trade shows attended, nor the number of 
artisans attending the trade show (in the case of the Sinaloan Arts Fund, feasible programme impacts 
might include the growth in sales by local artisans or the growth in the number of artisans actively 
producing for the market.) 

This common practice of using outputs to measure programme performance, though not ideal, is 
a pragmatic concession to field realities.  Pragmatism, however, does not mean that programme 
managers cannot be more careful in measuring programme outputs that can more legitimately be 
claimed to proxy programme impacts.  Moreover, wherever programme impacts can reasonably be 
identified and measured, they should be. 

Choose appropriate performance measures 

The choice of performance measures creates incentives that shape the behaviour of programme 
staff and that impact -- often significantly and in an unforeseen manner -- on programme outcomes.  
For example, if an enterprise support programme is assessed against the number of business start-ups 
helped, programme support might shift away from other services that are likely to enhance business 
survival.  In like manner, a programme evaluated on the number of start-ups achieved could encourage 
perverse (albeit strategic) behaviour of staff in that they focus their attention on individuals who have 
a higher chance of success but who may not need the service as much or who may not belong to the 
original target market of the programme.  This would be the case if, for example, a programme was 
originally targeted to poorer individuals with more marginal businesses, but where staff focus their 
time on less poor individuals with larger and more dynamic businesses in response to programme 
incentives focused on short-term results and cost savings. 

Choose the appropriate evaluation time period 

Different types of programme have different gestation periods.  Some offer the possibility of 
almost immediate benefits, while others require months or even years before change is evident.  
Furthermore, the impact of some programmes might be significant initially but decline over time.  For 
example, Jovenes Emprendedores and Hecho en Sinaloa will have an impact over a number of years, 
while Mi Tienda and some aspects of Red Fosin will show measurable impacts within months, over a 
year, and certainly over two years.  Monitoring with an inappropriate time-frame can lead to 
inaccurate assessments of programme performance.  Similarly, an emphasis on achieving short-term 
impacts might cause resources to be focused on those who need the help the least, with too few 
resources given to individuals requiring long-term assistance. 

A programme can also have long-term effects that go beyond their immediate objectives.  For 
instance, there might be changes in subsequent re-employment possibilities for those who have 
participated in entrepreneurship programmes.  For this reason, the time period over which an 
evaluation is performed might need to exceed the duration of participation in the scheme by months or 
even years, depending on the type of programme being examined. 

Evaluation is mostly concerned with what has happened at some point in the past.  However, the 
evaluation function should also have a future orientation, because a key reason for doing evaluation is 
to improve the quality of future policies.  Evaluators should be encouraged to consider the 
implications of evaluation findings for various possible courses of policy.  For instance, “prospective” 
evaluations might be concerned with the diminishing returns found in some programmes (e.g., in some 
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cases, net benefits may quickly fall if a programme is greatly expanded).  Evaluators should be 
sensitive to the need to clearly articulate such conclusions for decision-makers. 

Choose varied performance measures   

Performance measures should be sufficiently varied to account for the different impacts and 
tradeoffs that programmes entail.  Single-variable performance measures invite distortions in operating 
programmes that have complex effects.  For example, many enterprise support programmes count only 
businesses created by the programme but do not consider business survival, despite the fact that a high 
percentage businesses fail shortly after creation.  Thus their programme statistics routinely overstate 
programme impact.  In like manner, Red Fosin might count the number of loans facilitated as an 
indicator of programme success, but it should also measure how many of these borrowers are 
integrated into the formal financial sector, which is arguably a superior measure of success. 

It is also important that the performance measures are appropriate to the programme type.  For 
example, it makes little sense to use job creation to evaluate Mi Tienda, since Abarrotes, while 
important distribution outlets for goods and services, are generally small and family-run and unlikely 
to create large numbers of paid jobs. 

Generally, programme outcomes to be evaluated should be clarified during programme planning 
and design, and certainly prior to programme implementation.  Programme managers should detail the 
steps required to evaluate the programme’s impact, including the collection of data for evaluation 
purposes.  Preparing for and undertaking high-quality evaluations is itself a pedagogical exercise that 
has the potential to improve thinking about programme design. 

Get staff management and staff buy-in for monitoring and evaluation activities 

Experience teaches that successful adoption and implementation of monitoring and evaluation 
depends first and foremost on management and staff buy-in.  Buy-in in turn is a function of perceived 
utility.  Generally, programme management and staff are more likely to support monitoring and 
evaluation activities if they perceive bottom-line benefits from the effort.  Appeal to the social mission 
of the institution is generally unlikely to persuade management or staff to support activities that they 
otherwise perceive to impose costs in excess of benefits.  Top down pressure will likely yield grudging 
compliance and poor data quality.  Staff are notoriously jealous of their time and wary of further 
impositions on it, particularly if they perceive that there is no material reward for adopting the desired 
behaviour.  Implied herein are the needs to (1) designate specific programme staff to conduct 
monitoring and evaluation, (2) minimize disruptions to work routines and be careful about imposing 
new work expectations on top of existing expectations, and (3) integrate appropriate incentives in 
terms of staff pay, promotion, and bonuses. 

Few would dispute the need to conduct sound monitoring and evaluation of economic 
development programmes.  Nonetheless, relatively few development programmes are subjected to 
sound monitoring or evaluation.  This outcome can be understood within the framework of costs and 
benefits.  While few dispute the benefits of programme evaluation and monitoring, the benefits 
themselves are vague and not easily quantifiable.  On the other hand, the costs of monitoring and 
evaluation are both concrete and much more easily quantifiable.  Thus programme managers quite 
rationally opt not to devote significant programme resources or staff time to monitoring and 
evaluation.  Specific obstacles to monitoring and evaluation include: 

•  Direct and indirect costs. 
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•  Fear that support will be withdrawn if the programme receives an unfavourable assessment. 

•  Lack of incentives from programme sponsors/donors to provide credible evidence of 
programme effectiveness. 

•  Technical and methodological difficulties in conducting credible assessments. 

In terms of technical and methodological difficulties, attributing programme impact to 
programme participation is perhaps the most perplexing challenge.  To attribute observed impacts to 
programme participation requires comparison of the participants (treatment group) to a statistically 
valid control group of non-participants.  The rigor of creating a statistically valid control group and 
measuring outcomes in both control and treatment groups is beyond the technical skills and resources 
of most development programmes.  Thus it is generally preferable that programme sponsors take 
responsibility for funding and conducting statistically valid impact assessments.  Ideally, money to 
conduct such evaluations should be allocated during the programme planning stage. 

In the same light, it is better that programmes themselves focus monitoring and evaluation on 
collecting information useful for ongoing programme management.  If conducting statistically valid 
impact assessments is impractical for most development programmes, they can nonetheless provide 
other information useful in assessing programme success.  Collecting and reporting impact or output 
indicators is still a valuable exercise that can aid management decision making and give clues about 
programme impact, particularly when compared to a baseline.  Also useful is to compare impact and 
output indicators with relevant programme costs so as to demonstrate the unit-cost-per-impact/output 
achieved. 

Another method of evaluation well-suited to programmes themselves is so-called “process 
control.”  Process control deals with practical questions, such as whether intended expenditures have 
been made, whether activities have been performed on time, and so forth.  These types of evaluations 
are important, as deficient operational practice can have an important effect on programme 
performance.  Their downside is that that tend to provide little information to policymakers about 
programme success. 

In general, however, programme evaluation should not be done by in-house staff alone.  
Programmes should also be evaluated by independent external experts, possibly by an Audit Office 
(ideally, the body that implements the evaluation would work with programme managers but would 
not be dependent on continued contracts from the sponsor of the programme). 

A final comment has to do with the role of programme sponsors in promoting programme 
monitoring and evaluation.  As argued above, programme planning should entail on the part of 
programme sponsors an explicit commitment to monitoring and evaluation.  Indeed, the innovative, 
multi-faceted economic development programme in Sinaloa could feasibly serve as a case study for 
other states in Mexico and beyond.  Nonetheless, this experimental function is lost when programmes 
are not properly evaluated, not to mention the valuable learnings that would be lost to the Sinaloan 
government if programmes are not properly evaluated. 

Programme sponsors can also help by developing clear evaluation standards and guidelines.  
Central authorities in some countries already do this (such as the General Accounting Office in the 
United States).  Adherence to evaluation standards might then be made a condition for programme 
support and continued funding.  Aside from upgrading the quality of evaluation, greater uniformity in 
evaluation practice could also help address the current situation in which programme outcomes are 
often not comparable because of opaque and/or non-standard evaluation methodologies.  Indicative 
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standards could even apply to evaluation design.  Across programmes, standards could facilitate data 
collection, for instance by building data collection protocols into programme design (collecting 
evaluative data from the inception of a programme could also lower the cost of evaluation and 
monitoring). 



 

 95

CHAPTER 6:  CONCLUSIONS 

An OECD/LEED team of international experts visited the State of Sinaloa from the 11 to the 
17 of October 2003.  The team aimed to assess the state of entrepreneurship and entrepreneurship 
policy in Sinaloa.  Overall, the team was positively impressed with the programmes and policies 
adopted in recent years to encourage entrepreneurship in the State.  The key role in economic 
development of business creation and SMEs has been a priority consideration for the State’s policy 
leadership.  Notably, important measures have been adopted to reduce the administrative burden on 
enterprise, both at enterprise creation and subsequently.  In addition, the State authorities have created 
a coherent set of horizontally and vertically integrated programmes to facilitate entrepreneurial activity 
and SME development.  These programmes are coherent, in the sense that there is minimal overlap 
between them, while they address key constraints on entrepreneurship in a targeted way.  At the same 
time, important steps have been taken to work with the private sector and facilitate private-sector input 
into policy design.  CODESIN -- the Council for the Economic Development of Sinaloa -- has played 
an important role in this regard. 

Much of this report focuses on an analysis of the support programmes in place.  These are 
generally well designed and some could even merit replication elsewhere.  For instance, the Jóvenes 
Emprendedores programme -- through which more then 90% of university students in the State have 
some exposure to the study of entrepreneurship -- merits international attention.  Similarly, the efforts 
made to effect administrative simplification are an example to many countries and sub national 
jurisdictions around the globe. 

Certain elements in the current array of support programmes might be modified.  For instance, 
the report provides detailed suggestions on choices for the design of future operations in such 
programmes as Fundacion Prospera and Mi Tienda.  Some potential support activities, such as formal 
business angel networks, were not seen to be operating, and their establishment should be considered.  
There is also a need for a more explicit innovation strategy in the State, as well as scope to encourage 
business networks among SMEs. 

The report has stressed the importance of maintaining the overall direction and continuity of 
policy.  Many of the entrepreneurship support programmes are young and need to be tested, monitored 
and evaluated over a number of years.  The initiatives to reduce regulatory burden on enterprise 
creation and development should obviously be maintained, and the enforcement of legislation 
monitored.  Furthermore, it is essential to avoid the situation that prevails in too many countries in 
which programmes are replaced too frequently, in line with the preferences of different political 
administrations.  Evaluative evidence on the efficacy, or not, of programmes must be the yardstick 
used in decisions on whether to continue or discontinue any individual programmes.  Some elements 
of the present architecture of programme support for entrepreneurship could be expanded.  Expansion 
could take two forms:  (i) expansion in the size and geographic scope of some initiatives, given that 
the overall resources available for entrepreneurship support are rather small;  (ii) the careful 
development of a small number of new initiatives -- for instance in the area of networks of business 
angels -- that do not exist at present and that could potentially yield benefits greater than costs. 
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ANNEX A 

CASE STUDIES OF INTERNATIONAL PROGRAMMES THAT COULD BE ADAPTED IN 
SINALOA 

This Annex presents a series of case studies and reflections on different programme types that are 
relevant to Sinaloa’s current experience.  The cases considered relate to entrepreneurship education, 
best-practice in supporting the emergence of business development services, facilitating the financing 
of small and micro-enterprise, and fostering innovation. 

Entrepreneurship Education 

While there exist many global initiatives and programmes that enable individuals to start new 
enterprises, few of these programmes devote a great deal of energy and time to helping the person to 
discover their distinct talents, contributions, creativity, meaning, and motivation prior to embarking 
upon an entrepreneurial journey. 

It is interesting to note how school organizations draw upon the factory model of organizations.  
Schools swim in characteristics of bureaucracy, like hierarchy and positional status.  They encourage 
upward mobility and promotion through the graded ranks and they team with rules and regulations 
with specialists and division experts.  Since mass schooling, including compulsory elementary and 
secondary education, was a direct outcome of the industrial system, we would expect such a range of 
industrial metaphors to be used.  Terms like ‘outputs’, ‘the end-product of schooling’, and ‘the 
products of the system’ are all metaphors derived from a factory producing physical goods.  This is 
demonstrated in the measurement of academic progress which conjures up images of conveyor belts 
and assembly lines, while learning components and curriculum modules, resemble production units 
and specialist parts.  Is it any wonder that people so readily accept the language about ‘standards’, 
‘grades’, and ‘credentials’ as though these are trademarks stamped on the finished product, the 
students who have been processed in a standard way? 

The danger is that education becomes an economic entity and as a result, begins to conform to 
economic models and, if the vocabulary is used repeatedly, then education, itself, begins to be 
understood in terms of a business enterprise.  When it becomes redefined as a business corporation, a 
major paradigm shift occurs with enormous consequences for society;  namely, that some of the most 
highly valued outcomes of school can neither be measured, nor described in a business sense.  It 
creates a world-view that puts the best part of education outside the frame of reference.  How do you 
measure an increase in a child’s self-esteem brought about by the efforts of an enterprising teacher?  
How do you measure the development of a love for reading music, of tolerance to differences, or 
building loyalty, self-control, etc.?  Thus, educational change will need to include a non-reductionist 
world-view, to include a cultural analysis which draws up a set of educational goals and 
responsibilities which map human needs. 
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The Bachelor of Education in Enterprise Education Programme -- Canada 

In 1993, Canada’s Institute for Enterprise Education (IEE) undertook a study of the Niagara 
Cottage Wine Industry.  The findings of this study underlined the critical role played by entrepreneurs 
in transforming a traditional, protected industry into an essential global player.  Further research on 
entrepreneurs across Canada, including IEE’s study of Profit 100 High Growth Companies in 1995, 
underlined the critical importance of attitudes, in particular self-motivation, as a critical determinant of 
success both as an entrepreneur and an employee.10  This combination of original research, literature 
review and research in other fields provided an extremely powerful knowledge base from which to 
design, develop and deliver programmes in entrepreneurship. 

Since 1993, IEE introduced two new undergraduate entrepreneurship courses at Brock 
University’s Faculty of Business, as well as, being selected to deliver a national pilot in Youth 
Entrepreneurship by Youth Services Canada.  In addition, IEE has pioneered Executive Enterprise and 
Graduate Into Enterprise programmes for individuals at all levels of the demographic spectrum. 

IEE already had an established long-term relationship with Brock University’s Faculty of 
Education in the area of entrepreneurship education.  But entrepreneurship education was limited to 
only the business curriculum.  IEE’s experience in the field indicated that the principles of 
entrepreneurship could be internalized into math, science, history, languages, and other curricula. 

Allan Gibb’s pioneering work in the field of Enterprise Education at the University of Durham, 
United Kingdom, demonstrated that enterprising behaviours, skills and attributes could be supported 
throughout the education curriculum from the primary levels upwards.  Enterprise education can be 
introduced into other curricula via pedagogical processes which incorporate the holistic task structure 
of the entrepreneur as well as action-oriented learning modules.  IEE defined entrepreneurship very 
broadly, as follows: 

Taking initiative to achieve a self-determined goal that is part of a future vision, in order to 
achieve one’s own meaning in life, while sharing its outcomes with others in the community. 

The biggest challenge lay within the educational system itself.  The system itself must embody the 
principles it seeks to teach.  In 1995, the existing educational system was not capable of delivering 
such an initiative.  Steeped within the bureaucratic structure, decision-makers were too entrenched 
within organizational complexities to be able to react in time to the challenges at hand. 

IEE embarked with the Dean of Education and a few colleagues at Brock University to begin the 
journey to create a new programme on the edge of existing programme offerings.  After two years of 
regular team meetings, discussions with officials at the Ministry of Education in Ontario, the Ontario 
College of Teachers and at Brock University, a pilot Bachelor of Education in Enterprise Education 
programme was created in the 1998-1999 academic years. 

A commitment was made that the focus would be on assisting people to become enterprising in 
all fields of endeavour.  It was IEE’s determination that while not everyone wanted to be an 
entrepreneur, we all needed to be more enterprising. 

The Programme 

The Bachelor of Education in Enterprise Education programme is an alternative programme in 
teacher education.  It is a partnership between Brock University’s Faculty of Education and IEE.  A 
total of three Enterprise Education courses are included in the programme.  Two of the three enterprise 
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courses are offered at the beginning of the Bachelor of Education in Enterprise Education programme 
in order that each teacher candidate can devote sufficient time to reflect upon their distinct essence of 
being prior to engaging in various education related courses.  Individuals also have an opportunity to 
reflect upon alternative careers during the course of this teacher education programme.  Besides 
teaching at the intermediate/secondary level, teacher candidates may chose to start their own 
enterprise, work as facilitators in organizations, or in their respective professional fields as educators, 
human capital professionals or trainers. 

Enterprise Studies (EDUC 6F61) Curriculum 

The first part of the enterprise curricula focuses on the five E’s of learning: 

1. Environment -- The creation of a context for the learner begins by enabling each teacher 
candidate to become conscious of the emergent global environment and its resultant impact 
on the community and individuals that inhabit it.  Through a series of interactive activities 
participants co-create the elements that make up this environment under the title Global 
Scan. 

2. Economy -- Once the context is developed, teacher candidates reflect upon potential 
strategies for success in this environment.  Through a process of self-directed learning, 
participants seek out literature and research to gain a more ecological understanding.  
Participants also discover the nature of today’s network economy and the resultant new 
rules of interaction by means of experiential and highly interactive activities. 

3. Entrepreneurs -- The study of entrepreneurs begins with each teacher candidate performing 
a personal interview with an entrepreneur in their community.  By gaining insights into the 
workings of an entrepreneurial mind, teacher candidates observe first hand their intrinsic 
motivation, the entrepreneurial process and their interaction with the environment.  It is 
this contextual approach that provides insights into the need to have a strong sense of self 
prior to embarking on a journey into the unpredictable external environment. 

4. Enterprise -- The environment, economy, and entrepreneur provide the underlying 
framework for the enterprise unit.  The enterprise unit is the heart, mind and soul of the 
programme.  It is here that the teacher candidate becomes immersed in a comprehensive 
process of self-discovery by means of a series of validated assessment tools and reflections 
dealing with one’s thoughts, emotions, perceptions, and instincts (our four human 
faculties). 

The purpose of this extensive experiential process is to: 

•  Become conscious of their distinct essence of being. 

•  Discover individual needs, strengths, talents, and values. 

•  Discover one’s meaning and purpose. 

•  Define one’s mission. 

•  Connect one’s distinct characteristics with others in a diverse team environment. 

•  Develop one’s context for learning and teaching. 
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Upon completion of this unit, each participant is able to develop a composite personal profile that 
begins the first leg of their journey into enterprise.  These experiences will also become the foundation 
for assisting their own learners to begin the process of discovering their essence of being within the 
context of the classroom and the community. 

Entreplexity -- The final ‘E’ is entreplexity.  The purpose of this unit is to unite all five E’s 
around the underlying Science of Complexity and the practice of entrepreneurship.  The metaphor of 
the Jamming Jazz Band is used to describe the nature of an organic, humane organization that nurtures 
each person’s talents, along with their distinct contribution to the musical repertoire created by the 
band. 

Enterprise Education and Teaching (EDUC 6F92) Curriculum 

Enterprise Education and Teaching is the second part of the enterprise education curricula.  The 
purpose of this unit is to connect the learning of the previous course.  It is in this programme that 
teacher candidates are provided with interactive learning challenges that enable them to pursue and 
engage their talents and mission around team-based activities.  The results differ depending upon the 
composition of the group and their methods of engagement of interaction.  Each group can achieve a 
higher order but their journey will be as distinct as the nature of the group and their interactions. 

The key is to provide the group with an environment that nurtures their distinct creativity in order 
to achieve maximum effectiveness.  Teacher candidates gain an inherent understanding of their 
environment by means of its interactive nature, where the teacher acts as a facilitator.  Learning 
objectives are negotiated.  The focus is on process and each participant is encouraged to generate 
knowledge.  Learning is based on a need-to-know basis.  The sessions are flexible with a strong 
emphasis on theory into practice.  Mistakes are learned from and tolerated.  These activities are 
translated into creation of experiential projects to be used in the classroom.  Teacher candidates also 
participate in community-based initiatives in order to develop a context for learning using their 
community. 

Journey into Enterprise (EDUC 6F93) Curriculum 

This part of the curriculum is delivered during the course of the school year.  Participants are 
expected to spend a one-month internship in a field related to the participant’s teachables.  This is a 
more in-depth opportunity to develop a context for the participant as to how they might create 
activities and a learning context for their students.  The teacher candidate will also be required to 
develop a personal action plan or a business action plan depending upon their choice of vocation upon 
completion of the Bachelor of Education in Enterprise Education programme. 

Department of Education, Newfoundland, Canada 

An extensive programme dedicated to entrepreneurship and enterprise education exists at the 
elementary and secondary school level in the Province of Newfoundland in Canada. 

In June of 1992, the Government of Newfoundland released a document entitled, Change and 
Challenge:  A Strategic Economic Plan for Newfoundland and Labrador.  The government was 
making a commitment to undertake measures to introduce students to the benefits of entrepreneurship.  
This would also consist of appropriate training to aspiring entrepreneurs by recognizing and promoting 
the successes of existing local enterprises at the same time. 
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The Department of Education in Newfoundland and Labrador began with the following vision, 
mission, goals and strategy: 

Vision: 

To promote an enterprising culture that empowers and energizes youth to be problem solvers, 
innovative, creative, responsible and self-reliant and thereby enhance the quality of their lives. 

Mission: 

•  To enable and encourage every individual to acquire through life-long learning, the 
knowledge, skills and values necessary for personal growth and the development of society. 

Goals: 

•  Development of curriculum, implementation and evaluation. 

•  Promotion of resource-based learning. 

•  Integration of technology. 

•  Teacher training and professional development. 

•  Partnerships in the community. 

Strategy: 

•  Entrepreneurial symposium to create an awareness for entrepreneurial education. 

•  Identifying leaders to deliver programmes to teachers of entrepreneurship. 

•  Conducting intensive one-week training sessions for facilitators. 

•  Drafting an implementation plan for Enterprise Education across the curriculum at the senior 
high school level. 

•  Development of 10 one credit and two credit courses in Enterprise Education and 
Entrepreneurship 

Today, every student in the province in elementary and secondary school is introduced to 
enterprise and/or entrepreneurship education. 

A great deal of emphasis in the Newfoundland project is placed on personal development as a 
pre-requisite to identification of potential opportunities for specific business or non-business 
initiatives.  To that end, the Department of Education has developed an action strategy to achieve the 
objectives of the Enterprise Education Programme. 

The overall goals for facilitating a programme in Enterprise Culture for Youth will be achieved 
through the implementation of key strategies in the following five areas:  curriculum development, 
implementation and evaluation;  promotion of resource-based learning;  integration of technology;  
teacher training and professional development;  partnerships in enterprise education. 

Facilitating Enterprise Culture -- Phase II (April 1994 to March 1995) 
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1. Curriculum Development 

1. To continue research and development of a new course for Grade 9 that focuses on the 
issues, economics and the importance of enterprising skills necessary for living in 
Atlantic Canada.  The course is entitled Atlantic Canada in a Global Community. 

2. To continue the development of an Economic/Enterprise Curriculum Framework 
designed to promote the integration of economic literacy into the primary, elementary 
and intermediate curriculum. 

3. To develop economic/enterprise modules for Grades 7 and 8 as part of the 
economic/enterprise literacy strand. 

4. To promote the integration of computer skills within the intermediate 
economic/enterprise modules for Grades 7 and 8. 

5. To facilitate where necessary the development and refinement of local courses in 
enterprise education at the senior high level. 

Curriculum Implementation 

1. To implement the integration of economic literacy outlined in the 
Economic/Enterprise Curriculum Framework document at the intermediate level. 

2. To implement Global Economics 3103. 

Curriculum Evaluation 

1. To evaluate other provincial/national economic/enterprise intermediate and 
elementary programmes for possible adoption/refinement. 

2. Promotion of Resource-based Learning 

1. To complete and distribute to school boards, revised resource lists for 
economic/enterprise education at the intermediate/senior high level. 

2. To identify appropriate (print and non-print) resources for the economic/enterprise 
education modules for Grades 7 and 8. 

3. To evaluate and purchase teacher resources necessary to implement the Grades 7 
and 8 modules. 

4. To purchase learning resources for piloting in the new Grade 9 course designed to 
promote economic and enterprise literacy. 

5. To evaluate and acquire computer software programmes that can assist in the 
promotion of economic/enterprise education within the intermediate schools. 

3. Integration of Technology 
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1. To use facsimile machine, telewriters, teleconferencing and electronic networks in 
order to facilitate networking among enterprise educators and their students at the 
intermediate level. 

2. To further promote the use of distance education technology in order to ‘bring’ 
resource people into rural classrooms. 

3. To further strengthen the linkage between intermediate classroom teachers, school 
districts, the Department of Education and other agencies, through the use of 
distance  education and other communication networks. 

4. To establish an Economic/Enterprise Electronic Twinning Project through the use of 
technological linkage possible within the Province for selected intermediate 
classrooms. 

5. To set up a technology pilot for economic/enterprise teachers at the intermediate 
level in order to evaluate the possible use of provincial electronic networks (for 
instance, STEM~Net and ACOA/Enterprise Network). 

4. Teacher Training and Professional Development 

6. To organize and conduct professional development sessions/institutes for new senior 
high teachers of enterprise education. 

7. To work with school districts, the Junior Achievement Programme and Memorial 
University of Newfoundland in order to conduct professional development 
sessions/institutes for teachers, principals and coordinators working at the 
intermediate and senior high levels. 

8. To work actively with the Faculty of Education, School of Business and Atlantic 
Entrepreneurial Institute (AEI) at memorial University of Newfoundland, in order to 
promote integration of economic/enterprise education at the pre-service and in-
service level. 

9. To develop a teacher training videotape to facilitate economic/enterprise literacy at 
the intermediate school level. 

10. To conduct specific training sessions for pilot teachers in enterprise education to 
integrate the use of technology within the intermediate level. 

5. Partnerships in Enterprise Education 

1. To continue working with business/community representatives who are part of the 
curriculum committees/working groups. 

2. To encourage business/special interest groups such as Junior Achievement to 
provide resource people to enrich and facilitate economic literacy at the intermediate 
school level. 
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3. To encourage business/community partnerships designed to facilitate and co-
sponsor the proposed Economic/Enterprise Electronic Twinning Project at the 
intermediate level. 

4. To continue to network with community/business organizations in order to secure 
their support for economic/enterprise education. 

5. To continue to facilitate regional Economic/Enterprise Student Showcases at the 
senior  high level and to organize a student venture competition at the provincial 
level. 

6. To promote the idea of Adopt-a-School in order to facilitate partnership between 
education, business, and labour. 

The Canadian Youth Business Foundation 

The Canadian Youth Business Foundation (CYBF) is a non-profit organization dedicated to 
assisting young entrepreneurs, aged 18 to 34 years of age, to achieve their vision.  It was founded in 
1996 as a partnership between the Canadian Imperial Bank of Commerce (CIBC), the Royal Bank of 
Canada (RBC) and the CYBF in response to high youth unemployment and underemployment in 
Canada. 

CYBF is a national body with offices in major communities across Canada.  Based on the United 
Kingdom’s Prince’s Youth Business Trust, CYBF has been enhanced to make it distinct from any 
other programme in the world.  CYBF is a member of Youth Business International, a joint venture 
between the Prince of Wales Business Forum and The Prince’s Trust. 

One of CYBF’s major roles is to work with existing youth entrepreneurship programmes to 
identify potential business start-ups and provide loans that would otherwise not be accessible to them.  
The business plan must be complete and appropriate to the business as a tool for use.  Business plans 
and financing requirements are evaluated on non-traditional lending criteria.  A volunteer loan review 
committee, which consists of people from the local business community, reviews each application.  
The business must be a full-time activity of the applicant.  Loans are made based on a personal 
guarantee of the young entrepreneur, rather than the business security.  A condition that the loan 
recipient works with a mentor for the life of the loan is attached to the agreement. 

The maximum CYBF loan is $CDN 15 000 and the loans are amortized over a 3 to 5 year term.  
The loan can be used as leverage for additional financing from banks and private sources of capital.  
CYBF also offers mentors for individuals who do not require a loan.  Odyssey is delivered online, 
without meeting mentors face-to-face, through a secure email centre. 

CYBF’s Mentor Programme is based on five guiding principles: 

1. Mentoring is not a service that can be bought, like consulting.  The broader emotional 
and psychological support given by mentors adds to the existing professional 
expertise. 

2. Mentoring is based upon receptivity.  The best mentoring relations begin with a 
natural affinity that is felt by both parties and is characterized by similar interests, 
mutual caring and respect. 
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3. Effective mentoring requires monitoring.  Mentors meet face-to-face with their clients 
at regular time periods to set and achieve the goals of the relationship. 

4. Mentoring requires a constant and confidential exchange of information.  Both parties 
need to hold both personal and professional information in confidence. 

5. A mentor needs to be an outsider and not an existing friend or family member.  This 
ensures the right mix of objectivity when dealing with difficult issues. 

The Youth Entrepreneurship Programme offered by the Institute for Enterprise Education (IEE) 
is an example of a typical entrepreneurial programme offered to youth in Canada.  IEE is also a local 
partner with CYBF.  IEE’s Youth Entrepreneurship Programme selects the participants and delivers a 
government-sponsored 26 week programme in entrepreneurship.  A great deal of the programme’s 
emphasis is placed on the personal development of the participant prior to pursuit of an idea, 
opportunity and resources for his or her enterprise. 

Once the participants have selected a business concept to work on, they perform the necessary 
steps of conducting market intelligence and research to determine the concept’s feasibility.  During 
this process, the participant works closely with programme mentors and facilitators prior to 
preparation of an entrepreneurial action plan. 

Once this action plan is completed, it is assessed by a panel of experts drawn from the 
community.  Recommendations are incorporated and a new start-up enterprise is born.  In cases where 
traditional financing sources are unavailable, the participant can apply for a loan from the CYBF. 

CYBF has experienced a high number of business failures, as is to be expected given that youth 
are a relatively risky target group.  However, while many ventures fail, a small number grow to more 
than compensate for the losses encountered.  By creating an ecology of support for entrepreneurial 
start-ups for youth, a culture of innovation is created across the country, leading to the birth of new 
firms. 

Best Practice in the Development of Business Services 

Mi Tienda is an example of an “integrated” programme that combines business development 
services with loans.  Business development services (BDS) refers to the range of services used by 
small and medium sized enterprises (SMEs) to help them operate efficiently and grow their businesses 
with the broader purpose of contributing to economic growth, employment generation, and poverty 
alleviation.  BDS initially focused on providing training, consulting, and other services that addressed 
internal constraints of SMEs, including lack of education and technical capacity.  More recently, it has 
grown to include marketing services and information resources that help firms gain access to services 
usually enjoyed by larger firms.  Types of BDS services include, market access, infrastructure, 
policy/advocacy, input supply, training and technical assistance, technology and product development, 
and alternative financing mechanisms. 

It is not coincidental that best practice in microfinance and BDS is coalescing around a set of 
principles emphasizing market-led approaches to service design and delivery.  The emerging 
consensus is informed largely by a market paradigm in which programme participants are considered 
“clients” possessing multiple and varied demands for services, capable of identifying and articulating 
this demand, and capable of paying full cost for services, provided the services render commensurate 
value for the money.  This stands in contrast to traditional approaches to microfinance and BDS 
emphasizing development-led approaches to service design and delivery.  The traditional approach 
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was informed by a “development” paradigm in which programme participants were considered 
“beneficiaries” meriting charity or subsidies, possessing more or less uniform demand for services, 
incapable of recognizing or articulating this demand, and incapable of paying full cost for services, 
regardless of the value derived there from. 

The transition from the old to the new paradigm owes to several key lessons learned, each the 
result of the accumulation of experience working under the traditional paradigm.  One key lesson 
learned is that the institutions offering subsidized services (defined as services priced below the costs 
of production) under the traditional approach have tended to be unsustainable, small-scale, and 
expensive.  Their lack of institutional viability and their limited scale, in turn, has meant that their 
impact on employment, business growth, or poverty alleviation has been minimal.  This realization has 
led logically to the conclusion that significant impact requires institutional scale and institutional 
sustainability both of which are generally incompatible with subsidized services. 

Another key lesson learned is that subsidized services tend to crowd out other providers that do 
not enjoy subsidies;  thereby stunting the development of viable and competitive private sector 
providers.  Yet a third lesson learned is that, unlike the undifferentiated market assumed by the 
traditional approach, markets for loans and BDS are made up of numerous market segments, each with 
its own set of demand characteristics, and long-term institutional viability depends on the ability to 
identify and satisfy the wants and needs of target markets.  Driving home the dangers of ignoring 
clients’ needs and wants have been the high client attrition rates suffered by many service providers.  
Added to the above, an increasing acknowledgement of the role of markets in driving economic 
growth and efficiently distributing goods has fostered innovative thinking about how the market might 
be harnessed to serve the business development needs of SMEs. 

In BDS circles, the new paradigm is referred to officially as the “market development approach.”  
The market development approach envisions a vibrant, predominantly private sector BDS market 
characterized by numerous, competitive, and sustainable providers selling a wide range of services to a 
numerous and  diverse set of SEs.  The market development approach is a “demand-led” approach to 
BDS provision.  By demand-led is meant that BDS providers (1)  actively gather market intelligence, 
particularly as it relates to supply dynamics and the needs and wants of the target market, (2) base 
programme design and service offerings on SMEs’ wants and needs, and (3) deliver services through 
business-to-business transactions. 

BDS experts agree that to develop a BDS market, it is crucial to understand first how it currently 
operates.  This is the role of market assessment.  Sources of information for BDS market assessments 
include consumers, suppliers, business associations, government agencies, key informants, and 
secondary sources.  Steps in conducting market assessments include: 

•  Outline programme design decisions and the market information needed to inform them. 

•  Conduct a market assessment to understand the existing service market. 

•  Identify opportunities in the service market and pinpoint what constrains it from developing. 

•  Identify interventions that address the priority problems/opportunities. 

Thorough BDS market assessments will address at least three areas:  demand, supply and 
transactions.  Questions to be asked and answered in each area include the following. 

Demand 
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•  What types of SMEs are using which BDS services?  What types are not? 

•  What benefits are SMEs looking for from BDS services? 

•  How aware are SMEs about BDS services?  Do they understand the benefits of these 
services? 

Supply 

•  What types of BDS suppliers exist? 

•  What range of services are available? 

•  What are the strengths and weaknesses of current BDS suppliers? 

•  What substitutes for BDS do SEs use? 

Transactions 

•  How big is the BDS market?  What percent of SMEs have tried a particular service? 

•  Why do SMEs use particular services?  Why not? 

•  What percent of SMEs acquire BDS services through fee-for-service transactions, services 
embedded in other commercial transactions, services paid for by a commercial third party, or 
free services? 

•  How are BDS services delivered?  How do SMEs want BDS services to be delivered? 

•  What BDS service features do SMEs want?  How satisfied are they with the available 
supply? 

•  What prices are SMEs paying for BDS services? 

A common assumption made by donors and governments is that the market for BDS service 
providers is weak or non-existent.  Experience to date, however, teaches that in many situations, 
private sector BDS service providers do exist, albeit often hidden to casual observers.  A thorough 
BDS market assessment will uncover existing service providers, hidden or unhidden.  Private sector 
providers include: 

•  Large firms supplying inputs to SMEs. 

•  Large firms buying SME products. 

•  SMEs supplying inputs or buying SME products. 

•  Advanced SMEs in the same industry that target SMEs. 

•  Large service suppliers, like telecommunications firms, for whom SMEs make up a 
substantial part of their market. 

•  Informal full-time or part-time BDS providers. 

•  SME service suppliers. 
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In practice, there are often not many private BDS suppliers in the market, such that there is room 
for direct interventions by donors and governments to assist NGOs and other non-profit providers to 
become more sustainable and business-like.  The key, however, is that sustainability often requires 
that facilitators build on what already exists rather than supplant it with external visions or models. 

In the traditional approach to BDS, donors and governments often intervened directly in the BDS 
market either by directly providing services to SMEs or by subsidizing services delivered by other 
BDS providers.  The rationales offered for this approach have hinged on the need to substitute public 
funding for underdeveloped or missing BDS markets or on the argument that SMEs are unaware of the 
benefits of BDS such that BDS needs to be subsidized, promoted, and even required at times as a 
condition for access to financial services. 

The outreach and sustainability of subsidized programmes, however, has been lacklustre, owing 
to the fact that the number of SMEs served is limited by the size of the subsidies available and the 
programmes have often ended once public funding ran out.  Large government and donor programmes 
have also tended to suppress the development of private BDS markets by crowding out private 
suppliers.  Even modest subsidies can damage a budding BDS market.  A large number of subsidized 
BDS programmes, moreover, offer services that SMEs do not value and thus are not willing to 
purchase, requiring yet more subsidies and weakening yet more institutional sustainability. 

In contrast, the market development approach reflects the belief that outreach and sustainability 
of BDS services is achievable only in well-developed markets, which does not include direct provision 
by donors and governments.  This approach shifts the role of donors and governments from direct 
service provision and subsidies toward market facilitation aimed at increasing the demand and supply 
of sustainable BDS, and it replaces subsidized services with private payment for services (critical for 
achieving institutional scale and sustainability).  The market development approach challenges donors 
and governments to push the commercialization of BDS to the extent feasible within the context of a 
coherent market development strategy. 

The distinction between BDS provider and facilitator is made to separate the functions of on-
going service delivery -- the costs of which should be covered by the markets -- from the temporary 
function of developing markets -- which are considered appropriate to subsidize.  As BDS facilitators, 
donors and governments can support BDS providers in a number of ways.  Legitimate market 
interventions include assessing demand, developing new services, training BDS suppliers, establishing 
and promoting good practices, establishing performance standards, building provider capacity, 
monitoring and evaluation, quality assurance, advocating for better policy environments, establishing a 
supportive legal and regulatory environment for SMEs and BDS providers, or providing education and 
information services to SMEs and BDS providers. 

It is no doubt true that SMEs may not always be able to identify complex constraints facing their 
businesses.  Moreover, poor entrepreneurs are often unable or unwilling to pay up-front for business 
development services.  Nonetheless, experience with the market development approach also suggests 
that when SMEs purchase services that meet articulated needs which help solve real business 
problems, they begin to perceive value in such services and often are willing to pay for other services 
to address other problems.  This underscores the importance of market assessments to identify the 
service benefits and features that poor or underserved entrepreneurs need and want.  Market 
assessments can also provide evidence to service providers that the market for BDS is viable and help 
identify financially sustainable strategies for service delivery. 

Long-term donor or state subsidies to providers or consumers of BDS risk distorting BDS 
markets and crowding out private service providers and in the process undermining BDS impact, 
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outreach, cost-effectiveness, and sustainability.  This is not to say that all subsidies are bad.  Subsidies 
may be justifiable in the short to medium term, whether direct (e.g., service provision) or indirect (e.g., 
market facilitation), if necessary to spur long-term market development.  This is true especially in 
underdeveloped markets in which market development may require facilitators to target a particular 
BDS provider or set of providers for support or in more extreme cases to launch a new service model 
so as to demonstrate its potential.  Once the service demonstrates its potential, the facilitator can turn 
the service over to private sector providers, transition from service provider to market facilitator, and 
use the experience and lessons learned to support a range of providers delivering the new service.  The 
risks to such strategies is that even short-term subsidies risk creating market distortions to the extent 
that they negate any potential long-term gain.  The key, therefore, is that subsidies be used sparingly 
and strategically and with a clear exit strategy.  Principles guiding the strategic use of subsidy include 
specificity, duration, and point of application. 

Specificity:  Subsidies should be designed to achieve specific market development objectives.  
This point highlights again the necessity of conducting a thorough market analysis so as to enable 
strategic planners to target the subsidies to specific market development constraints. 

Duration:  There are no specific guidelines for the optimal duration of subsidies.  The best 
recommendation that can be offered is “for as long as necessary.”  That said, what matters is that 
subsidies are time-bound and with a clear exit strategy to phase out subsidies and eventually turn off 
the subsidy spigot.  The exit strategy, in turn, should be linked to the achievement of specific market 
development objectives. 

Point of Application:  A general rule holds that direct, or point of service, subsidies are more 
distortionary that pre-and post- transactional subsidies.  Pre-transactional subsidies include subsidies 
for research and development, market research, product development, capacity building, or 
consumer/provider education.  Post-transactional subsidies include subsidies for performance 
monitoring or for evaluating the impact of BDS provision on market development or social/economic 
development. 

Just as the market development approach does not rule out subsidies, neither does it require that 
facilitators work exclusively with private sector providers.  It does recommend, however, that 
facilitators (1) identify and assess the potential for existing and potential service providers to serve 
SME’s sustainably, (2) encourage non-profit providers to consider transforming into private, 
commercial entities over the long-run, and (3) work to strengthen existing private suppliers and to 
nurture new private suppliers. 

Effective facilitation requires facilitators to target BDS providers that merit support.  Merit is 
judged by whether the providers satisfy or have potential to satisfy certain criteria.  Generally, 
providers meriting facilitator support will satisfy, to varying degrees, the following criteria: 

•  They have the capacity to deliver BDS sustainably. 

•  They are close to SMEs in culture, operating environment, and geography. 

•  They have a low cost structure. 

•  They have a commercial focus, with accompanying business culture and accounting and 
management systems. 

•  They have organizational stability. 
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A caveat is added that facilitator support of BDS should be as broad as possible.  Access to 
technical assistance or other forms of support through BDS facilitation should be available to all 
market players who meet the established criteria.  Selecting only one or a few market players for 
facilitation support risks creating yet another set of market distortions. 

In their role as facilitators, donors and governments can promote market development of BDS 
through a variety of alternative strategies. 

Voucher Programmes:  Vouchers address the lack of market information about BDS and 
reluctance among SMEs to try a service.  The purpose of vouchers is to expand demand for BDS by 
providing information and encouraging SMEs to try services by subsidizing the initial purchase. 

Information to Consumers:  Providing information to consumers addresses the lack of market 
information about services and providers.  The purpose is to expand demand for BDS by making 
SMEs aware of available services and their potential benefits. 

Collective Action:  Collective action involves facilitation of SME clusters, networks, or 
associations so as to address SME’s inability to pay for services and provider reluctance (or inability) 
to sell services in small enough quantities for individual SMEs.  The purpose is to help SMEs 
overcome diseconomies of scale by allowing them to purchase services in groups. 

Business Linkages and Promoting Embedded Services:  This approach addresses SME isolation 
and their reluctance or inability to pay for services up front.  Business linkages also address providers’ 
lack of knowledge about SMEs.  The purpose is to create or expand BDS embedded within business 
relationships between SMEs and other firms. 

Technical Assistance to Providers:  This approach addresses providers’ lack of technical or 
managerial skills.  The purpose is to build the capacity of new or existing BDS providers to profitably 
serve SMEs. 

Product Development and Commercialization:  This approach addresses the lack of appropriate 
services in the SE market and provider reluctance to target new customer segments.  The purpose is to 
commercialize new products using existing providers by assisting with product development and 
marketing.  Franchising appropriate BDS is yet another way to promote product commercialization. 

Social Enterprise Promotion:  This approach addresses a lack of supply in underdeveloped 
markets.  The purpose is to increase the supply of BDS by assisting suppliers in expanding or helping 
new suppliers to enter the market. 

Accumulating experience with the market development approach has identified several strategies 
for promoting/achieving institutional sustainability: 

Fee-for-Services:  BDS is delivered for a fee (set at cost recovery or higher) from the outset, 
particularly through private sector suppliers. 

Embedded Service Provision:  Embedded services are those provided by suppliers of SME 
inputs/inventory or by purchasers of SME products/services.  Embedded service provision is common.  
It includes, for example, inventory arrangement and display, point of purchase promotions, assistance 
with inventory management, financing schemes, facilitating network contacts, etc. 
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Cross-Subsidization:  Cross-subsidization is when higher returns from one type of customer or 
one type of service are used to offset lower returns from other customers or services.  A cross-
subsidization strategy raises the possibility that an entire BDS institution can be sustainable, even 
though particular services may not be.  It also opens the possibility that subsidies might be provided 
without a long-term commitment by governments and donors.  The potential downside of cross-
subsidization is the risk that it crowds out other private sector providers offering the same service but 
with the benefit of the subsidy. 

Third Party Payment:  Third party payments involve identifying and delivering BDS that is 
mutually beneficial to both large and small enterprises, but charging only the large enterprises.  An 
example might include informational programmes targeted to SMEs or SME clients.  The large firms 
benefit because SMEs constitute a major market for their products, and SMEs benefit from the free 
market exposure. 

Piggy Back on Microfinance Institutions:  Programme meetings are used to disseminate 
information about BDS.  BDS may be offered as separate, non-required, fee-based activity, or it may 
be integrated into standard programme services using cross-trained promoters who handle both 
financial transactions and facilitate training courses during group meetings.  Advantages to this 
approach include:  (1) minimal promotional costs, (2) access to financing to pay BDS costs, (3) lower 
training and promotion costs, (4) minimal overhead costs, and (5) the possibility to cross-subsidize 
BDS through interest earnings.  Disadvantages to this approach include:  (1) perceived compulsion to 
participate in BDS as a condition for receiving a loan, (2) clients who may not need or value the BDS 
may not have a choice to opt out, (3) evidence that clients who need training are not always the same 
as those who need loans, (4) excessive staff distractions or work load, (5) compromised institutional 
sustainability if lucrative, high-demand microfinance services are used to cross-subsidize less 
lucrative, low-demand BDS, and (6) the risk that BDS will focus on loan recovery rather than on the 
actual needs and wants of the SME. 

In summary, relative to the traditional approach to BDS, the market development approach offers 
several advantages: 

The principle that BDS provision comes from private sector providers increases the odds that 
financial scale will generally fit market capacity.  Experience teaches that matching financial scale to 
market capacity is more likely to promote sustainability than donor interventions, which often tend to 
be out of proportion with providers’ costs and SMEs’ capacity to repay. 

Business-like approaches to BDS promote in turn business-like incentives, behaviour, and 
attitudes among consumers, providers, and facilitators. 

Providers’ achievements can more easily be linked to a set of agreed-on objectives. 

Commercialization of BDS attaches a value to services, which in turn encourages prudent and 
effective use of programme funds and technical assistance. 

Support is directed at helping providers take ownership of the changes in their businesses.  
Technical assistance, with or without modest financial support, also enables providers to build their 
own businesses without overwhelming providers with external funds and advice. 
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Financial Sector Support Programmes in the United States 

Governmental support for downscaling financial services to underserved borrowers in the United 
States has been primarily indirect -- typically providing partial guarantees or insurance for credit 
provided by private financial institutions to targeted groups.  Although borrowers pay fees for the 
insurance and guarantees, the loan quality in these programmes has led the Federal Office of 
Management and Budget to conclude that, at various times, they represent a subsidy.  Whether the 
government’s implicit backing of Fannie Mae (Federal National Mortgage Corp.) and Freddie Mac 
(Federal Home Loan Mortgage Corp.) , both private corporations founded through government-
sponsored initiatives to expand the availability of mortgage finance, also constitutes a subsidy is the 
subject of vigorous debate among both academics and practitioners.  In any event, if there is one, it is 
indirect.  Finally, there is the question of whether the bank deposit insurance and regulatory system 
constitutes a net subsidy to the banking system.  Currently, over 90% of the banking industry is not 
paying anything for insurance, and the portion of the system that is state-chartered (70% of the 
institutions, holding 42% of the system’s assets), is paying a very small amount, if anything, for 
examination and supervision.  Again, however, subsidies that exist are mostly indirect. 

A number of these programmes with financial supports have proven to be effective devices for 
encouraging the direction of private capital to entities that might not otherwise have received it.  Such 
programmes have been most effective where they have covered only a share of lenders’ or investors’ 
capital or financial exposure, so that the institutions making the lending or investment decisions still 
have an incentive to underwrite the transactions prudently.  Another factor that has affected the 
success of government guarantee and subsidy programmes has been the degree to which they place 
processing burdens upon either the financial institutions that are deploying capital, or on the borrowers 
and investees. 

Balancing these factors is critical.  On the one hand, it is necessary for government to take on a 
substantial enough portion of the overall risk under these programmes in order to encourage lenders 
and investors to reach borrowers they otherwise would not address.  On the other hand, where 
government programmes assume too large a portion of the overall risk, the public assistance may 
encourage lenders to undertake transactions simply to meet Community Reinvestment Act11 or other 
requirements without the necessary due-diligence.  This could result in inappropriately large failure 
rates -- ultimately harming borrowers and imposing unacceptable costs to government. 

Changing lending practices in the private sector in the past several years have complicated the 
challenge of striking an appropriate balance between building access for underserved borrowers and 
exposing the government to unacceptable levels of credit risk.  The greater use of credit scoring, 
beginning in the 1990s, has allowed lenders to reach borrowers that they might not otherwise have 
served, by permitting lenders to better assess risk, and by reducing their operating expenses 
sufficiently to permit them to achieve acceptable financial returns in the face of perceived or actual 
higher failure rates.  This, in turn, could entice government to take on still higher risk profiles in order 
to continue to reach borrowers who would not otherwise be served.  In this environment, the role of 
government guarantee and credit subsidy programmes may become increasingly one of promoting 
lending to borrowers that credit scoring procedures may disproportionately exclude.  Such borrowers 
could include start-up enterprises, home-based business, enterprises that operate in relatively new lines 
of business, or firms that may require more financing than banks feel comfortable lending while 
applying credit scoring techniques.12 

In the post-World-War-II era, the federal government turned its attention to America’s 
entrepreneurs.  The United States Small Business Administration (“SBA”) was created in 1953 to 
support small businesses.  Although not a direct provider of credit to small business, the SBA has 
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several programmes that provide partial guarantees and other support to lending institutions that 
participate in its programmes.  Its major programmes are: 

The Section 7(a) Loan Guaranty Programme, which provides pro-rata guarantees for up to 85% 
of private sector loans of $150 000 or less made to small businesses, and up to 75% of loans above 
that amount -- subject to a maximum loan amount of $2 million and a maximum guarantee amount of 
$1 million.  Statutory maximum loan terms range from seven to 10 years for working capital loans, 
and to 25 years for real estate and equipment loans.  Interest rates on SBA-guaranteed loans are 
negotiated between the borrower and the lender, subject to certain maximums set by the agency.  
These generally range from 2.25 to 4.75 percentage points above the prime lending rate. 

Although SBA loan guarantees carry some administrative burdens for lenders, those financial 
institutions that have invested in understanding and applying programme rules have found them to be 
effective.  More recently, SBA has introduced a low-documentation option for very small loans, as 
well as a line of credit alternative (ALTERNATIVES?).  The Section 7(a) programme has encouraged 
lenders to take marginally higher risks while achieving charge-off rates in the 2% to 5% range.  The 
programme has also been successful in reaching difficult-to-serve populations.  Roughly one-third of 
Section 7(a) loans go to minority- and women-owned businesses;  a roughly comparable proportion 
serves new enterprises. 

The SBA Section 504 Certified Development Company Loan Programme provides substantial 
guarantees for loans to small businesses made by non-profit corporations created to contribute to the 
economic development of their communities in conjunction with private lenders.  There are currently 
270 certified development corporations for this programme throughout the US.  Proceeds under 
Section 504 loans may be used to finance fixed assets such as land and improvements, or for the 
purchase of long-term machinery and equipment. 

The Small Business Investment Company (SBIC) Programme was authorized in 1958.  Through 
this programme, the SBA provides capital to licensed venture funds that target small businesses as 
defined by the SBA.  These SBICs can be independently owned by small groups of investors or 
affiliated with banks, or may be publicly traded firms.  The SBA requires that each SBIC have a 
minimum of $5 million to $10 million of private capital, at least 30% of which must come from 
sources unaffiliated with the management.  The SBICs may then issue SBA-guaranteed debentures for 
amounts equal to up to 300% of their private capital, to a maximum of about $100 million.  This 
permits these specialized companies to access capital on terms that would not otherwise be available to 
them.  The SBICs provide small businesses with a range of services similar to those offered by other 
venture funds -- equity capital, long-term loans, and expert management assistance. 

The SBIC programme has contributed meaningfully to total venture capital investing in the US.  
In the past 40 years, licensed SBICs have provided more than $36 billion in financing to small 
businesses, including a record $5 billion in the twelve months ending September 2000.  Since 1997, 
financings reported by SBICs have amounted to between one-third and more than one-half of the total 
number of venture capital financings made in the US in any given year, and from 5% to 15% of the 
annual dollar volume of venture capital financings.  Among the companies that received SBIC-
financed capital when they were small business are Apple Computers, Intel Corp., Sun Microsystems, 
and Federal Express. 

The greater use of the low-documentation and streamlined-approval techniques that credit scoring 
may permit also complicates the role of government in another way.  Lenders who have adopted these 
procedures in their private lending programmes may be more unwilling to take on the added 
administrative burden of complying with specific underwriting guidelines or reporting requirements 
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that government guarantee or credit subsidy programmes may impose.  On the other hand, government 
agencies have traditionally seen such guidelines and reporting requirements as critical to assuring that 
publicly subsidized credit is directed to targeted borrowers in a manner consistent with the stated 
public purpose of programmes.  One response has been for government programmes to reduce their 
own up-front documentation requirements and/or to delegate a greater share of the underwriting to 
lenders relying more heavily on reporting and monitoring after the fact to satisfy themselves that the 
programmes are reaching the intended borrowers on appropriate terms. 

During the 1990s, Congress enacted a number of new programmes involving financial support 
focused on expanding banking services to low-income and minority people and to small businesses.  
These included the establishment of the Community Development Financial Institutions fund 
(“CDFI”);  the preference for minority ownership of financial institutions as the banking and savings 
and loan industries were recovering from the financial problems of the 1980s and 1990s;  the Assets 
for Independence Act, which provides grants to establish and enrol low-income working families in 
Individual Development Account programmes;  and the First Accounts programme, which provides 
demonstration grants to increase the availability of basic financial services in urban, rural, and Native 
American areas.  These programmes are relatively small.  The impact of these programmes on 
mainstream financial services institutions (and the bulk of the United States population) has been 
largely by example and through partnerships.  The largest is the CDFI Fund, which has made $608 
million in awards to community development organizations and financial institutions since it was 
established in 1994, and is now administering the $15 billion New Markets Tax Credit.13  

The New Markets Tax Credit programme subsidizes the activities of eligible community 
development entities, which may include for-profit subsidiaries of community development finance 
institutions, for-profit subsidiaries of community development corporations, SBA-licensed New 
Markets Venture Capital companies, and SBICs.  By increasing their capital bases, this tax credit is 
intended to enable qualifying entities to lend and invest more and to attract additional outside capital.  
The entities that receive funds pursuant to the tax credit programme may apply them to investments in 
or loans to businesses that are located in low-income areas. 

Since 1986, more than two fifths of all states in the US and two cities have established Capital 
Access Programmes (CAPs) to encourage banks to lend to small businesses.  Under CAPs, 
participating governments match funds that lenders contribute to their reserves to cover losses under 
those loans -- typically between 3% and 7% of the value of each loan.  Most jurisdictions that offer 
CAPs make them available to nearly all small businesses, although some states limit the loan sizes or 
eligible industries.  By supplementing banks’ loan loss reserves these programmes encourage lenders 
to make loans that they might not otherwise undertake, while the substantial risk that banks continue 
to assume for losses still provides a strong incentive for them to apply prudent standards. 

A study published by the US Treasury in 2001 concluded that CAPs have proven to be a cost-
effective means to encourage lending to small enterprises.14  CAPs allow banks to apply their own 
underwriting guidelines without prior government approval.  Because of their administrative 
simplicity, CAPs impose small additional costs on lenders;  banks consistently report that they are able 
to staff these programmes with between one and one and one-half full-time equivalents.  During the 
first 14 years that CAPs were operating, they financed more than $1.5 billion in borrowings, with the 
average loan size amounting to about $60 000.  Nearly 400 banks were actively originating CAP loans 
in June 2000.  Cumulative losses under CAP loan programmes have amounted to $58 million, or about 
3.7% of the volume of such loans originated.  The Treasury concluded that CAPs disproportionately 
benefit groups of borrowers that are not well served by other credit enhancement programmes, 
including minority-owned businesses and firms that are located in low- and moderate-income 
communities.  Factors that appeared to contribute to the success of these programmes include active 
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marketing by states to banks, as well as state funding levels that banks view as sufficient to meet their 
likely demand and that encourage the state administering agencies to fully engage in its management. 

INNOVATION:  LESSONS FOR SINALOA FROM NEW ZEALAND 

Introduction 

Innovation and entrepreneurship go hand in hand.  But one of the conclusions of this Report is 
that Sinaloa, while quite advanced in entrepreneurship policy, still lacks a systematic innovation 
policy.  Indeed, the study group did not see evidence that an “innovation system” as such is emerging 
in the State.  Other countries in the OECD, such as New Zealand, have concrete lessons for the State 
of Sinaloa in respect to the development of innovation policy and the implementation of an innovation 
system.  We first describe New Zealand’s particular national context within which its innovation 
policy has developed and then go on to explore the nature and extent of its innovation system.  Finally 
we suggest practical recommendations on developing an innovation system for the State of Sinaloa.  
We intend to be prescriptive from the New Zealand experience, which is not unlike other countries in 
the OECD, and hope to contribute to the discussion about what the Sinaloan State government should 
be doing to accelerate innovation. 

A “neighbour” separated by 6 000 km of Pacific, Sinaloa is the part of Mexico that is closest to 
New Zealand.  One could say that both New Zealand and Sinaloa are “islands”.  The study group was 
told that until recent times Sinaloa was an “island of land” guarded by the Sierra Mountains and the 
Pacific Ocean.  Indeed, Sinaloa was so isolated that until 1957 one had to go by boat to Acapulco to 
reach Mexico City.  Even Sinaloa’s first train connected it not to central Mexico but to the United 
States.  As dissimilar as they might appear, Sinaloa and New Zealand are both “New World” societies, 
open to new ideas and innovation.  They are known for economic reforms that have created two 
outward-looking, world-trading, and competitive economies.  They are immigrant societies that 
brought the best and brightest of their respective cultures to their new environments.  They are also 
agricultural economies dependent upon the world commodities markets.  Within this context, what can 
Sinaloa learn from the experience of New Zealand as it relates particularly to innovation and 
entrepreneurship? 

In both Sinaloa and New Zealand, there is a high level of government awareness of the needs of 
entrepreneurs, and there is a growing interaction between government and business leaders.  However, 
from the outside, one of the biggest differences between the two is the stress put on innovation OR 
entrepreneurship.  New Zealand is still quite caught in “innovation-speak”.  From the Prime Minister 
down through the business chambers and the media, government policy is making the greatest effort to 
drive up innovation.  Policy and media discourse focus on it.  A huge amount of resource and expertise 
is going into increasing the stock of innovative ideas, products and services.  In fact, New Zealand 
places very little emphasis on the needs of individual entrepreneurs.  Entrepreneurship has only just 
entered the public discourse and government leaders do not place great stock in it.  There is no 
entrepreneurship policy per se. 

In contrast, in Sinaloa, from the minister on down the emphasis in on creating more and better 
entrepreneurs.  Every campaign, every slogan, every government programme focuses on 
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entrepreneurship.  However, in Sinaloa, the OECD study team saw very little evidence of an 
“innovation system”. 

How might one characterise the New Zealand innovation system?  Minister of Research, Science 
and Technology Hon Pete Hodgson, has defined New Zealand’s innovation system as the “aggregation 
of those things that contribute to a nation’s ability to create or discover valuable knowledge and to 
deploy it widely, accurately and quickly.”15  Hodgson further categorized the concrete components of 
New Zealand’s innovation system: 

•  Research, science and technology. 

•  The education system. 

•  The ability to define, protect, value and aggregate intellectual property, and to see it as a new 
form of capital. 

•  The immigration system, given that the movement of talented people across jurisdictions is 
becoming more and more fluid. 

•  The ability to look outward and form international strategic alliances. 

•  A nimble and responsive Government led by visionary politicians and state servants. 

•  Fluid capital markets. 

•  A robust Internet infrastructure. 

•  Creative arts, design and engineering. 

•  Linkages between science and society. 

•  A Future watch capacity (forecasting the social and scientific breakthroughs that are 
continually changing the way we live). 

•  Basic research and public good research 

The bottom line differentiator is that in New Zealand, government policy emphasises innovation 
above all else while in Sinaloa, entrepreneurship is the driving policy to raise the level of economic 
performance and to raise the standard of living for everyone.  Both sides have something to learn from 
the other, but in this paper we examine the New Zealand innovation system and its factors of greatest 
relevance to Sinaloa. 

The national context for innovation 

New Zealand has a robust, modern infrastructure and is a good country to do business in.  Over 
the past decade, New Zealand has developed a competitive economic and business environment.  It 
has a simple tax structure, low unemployment, robust growth and low inflation.  It has an efficient and 
open bureaucracy.  There is free movement of money (with the New Zealand dollar tending above 
60 US cents).  There is no capital gains tax.  The main taxes are a 12.5% Goods and Services Tax 
(GST), personal income tax ranging up to 39%, and company taxes of 33%.  New Zealand public 
servants have been confirmed as amongst the most honest in the world.  The internationally recognised 
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Transparency International Corruption Perceptions Index annually ranks New Zealand in the top three 
countries.16  This is largely the result of the Official Information Act 1982 and the Protected 
Disclosures Act 2000.  The introduction of modern accounting and auditing practice has helped create 
an environment in the State sector in which corrupt practice is unlikely to take place.  Official 
information is largely free and accessible.  Public policy debates largely take place in the open and the 
governmental framework is flexible enough to adjust to shocks and periodic electoral re-direction. 

With a population of 3.9 million and a land area about the size of the United Kingdom, New 
Zealand has a free trade association with Australia and a Closer Economic Partnership with Singapore.  
Exports total about US$ 10 billion and account for about 30% of the GDP.  Exports come from visible 
exports such as dairy, meat, wood and wool, manufacturing, and invisible exports such as tourism, 
software and consultancy.  The big four global markets for New Zealand are Australia, USA, UK, 
Japan.  Mexico is the country’s largest Latin American trade partner. 

New Zealand’s economy continues to be one of the best performers in the OECD, both in terms 
of growth rates and lower unemployment.  While growth has come off its 4.4% peak of early 2003, 
growth for the March quarter 2004 came in at 2.3%.  New Zealand’s growth performance continues to 
outperform the OECD average.  New Zealand’s economy grew at over twice the rate of the OECD 
average in the March 2004 quarter.  Unemployment has fallen from 7.7% in 1998, to 4.3%, its lowest 
level in 16.5 years, and the fourth lowest in the OECD. 

New Zealand and Mexico are actually quite similar in Total Entrepreneurship Activity.  In New 
Zealand, 13.8% of working age adults are entrepreneurially active while in Mexico 12.4% of adults 
are trying to create a firm according to the Global Entrepreneurship Monitor. 17  Such regions as 
Culiacan, Guadajara and Monterrey would exceed this high national rate.  Both New Zealand and 
Mexico have very high proportions of opportunity entrepreneurs (people who exploit market niches 
and opportunities).  Where they differ is in the rate of necessity entrepreneurs (people who have no 
other choice but to start a business), where the Mexican rate is very high while New Zealand’s is 
moderate-to-low. 

Like Mexico, in New Zealand small and medium-sized enterprises (SMEs) constitute the 
majority of all enterprises and the number of SMEs is increasing.  Fully 86% of enterprises employ 5 
or less full time equivalents (FTEs).  More than 96% of enterprises employ 19 or fewer FTEs.  SMEs 
account for 42.7% of all FTEs.  Small firms account for 23.2% of all FTEs and account for 35.6% of 
the economy’s output.  Small firms contribute 20.4% of total output.  SMEs account for a higher 
proportion of employment in New Zealand relative to other countries.18 

What are the main differences between New Zealand and Mexico that relate to entrepreneurs?  
These would include: 

•  New Zealand entrepreneurs can take advantage of a much lighter regulatory burden. 

•  New Zealand entrepreneurs enjoy a much more level playing field to start their businesses. 

•  Accessing services and getting products to market is much easier in New Zealand. 

•  Intellectual property protection is not a big problem in New Zealand. 

•  New Zealand women face the same challenges as New Zealand men when starting a 
business while Mexican women face more daunting challenges than Mexican men. 
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Innovation and the New Zealand dilemma 

New Zealand faces an historical economic dilemma sometimes called the “Argentine disease”, or 
the decline of a once prosperous economy.19  The country’s real per capita income has declined from 
among the highest in the world in the 1950s to just under the OECD average in 1970, to 26th in the 
OECD by 2004, where it has stabilised at just under 70% of the OECD average.  New Zealand’s 
leaders have long articulated a goal of returning to the top half of the OECD.  The “Growth and 
Innovation Frameworks” objective is to return New Zealand’s per capita income to the top half of the 
OECD rankings.  That requires its growth rates to be consistently above the OECD average for a 
number of years. 

Innovation is constantly cited as a key factor in sustaining economic growth, and in developing a 
more flexible New Zealand economy capable of competing successfully on the international stage.  
The dominant thinking in Wellington is that driving up innovation will also drive up the economic 
growth rate. 

A recent benchmark, the New Zealand Innovation Survey 2003, reviews the state of innovation in 
New Zealand.  Innovation is defined broadly as “new or significantly different business processes, 
products and services” introduced either to the market or within a business.20  This definition includes 
the “never done before” as well as “doing for the first time”.  Innovation could be the result of the 
introduction, adaptation or adoption of new knowledge or technological developments.  It could also 
be the result of the combination of existing technologies in novel ways. 

How does New Zealand compare internationally?  Results show that 44% of New Zealand 
businesses reported innovation activity during the last three years, as compared to the most recent 
innovation survey conducted in the European Union (EU) which also indicated an overall innovation 
rate of 44%.21 

Innovation was greatest amongst larger businesses in the manufacturing industries closely 
followed by finance and insurance. Smaller businesses in the construction industry account for the 
least innovation.  The most prevalent type of innovation activity was research and development 
(R&D) undertaken within business.  Other forms of internal innovation activities used by a majority of 
businesses included staff training, acquisition of enabling equipment, marketing, and other supporting 
activities. 

What outcomes did innovation have?  The highest reported outcome was increased range of 
goods and services, increased profitability, improved efficiency, and new or expanded markets within 
New Zealand.  What inhibits innovation?  Lack of management resources is most often cited, followed 
by the cost to develop new products, processes or services, and lack of appropriate personnel.  New 
Zealand firms are relatively innovative but the levels of investment in research and development 
(R&D) are lower than the OECD average. 

The evolution of New Zealand innovation policy 

The Lord of the Rings film trilogy may have boosted New Zealand’s reputation for innovation, 
but it reinforced what Kiwis -- both indigenous Mäori as well as European Pakeha --already knew 
about themselves as being innovative.  Values such as resourcefulness, inventiveness, hard work and 
respect have always been part of what defines New Zealanders. 

New Zealanders have always shown a remarkable ability to respond creatively and positively to 
challenges.  Important policy initiatives of the present Labour-Progressive coalition government and 
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the previous liberal National government have contributed greatly to today’s Innovation Policy.  These 
include The Foresight Project;  Information Technology Advisory Group’s Knowledge Economy 
report;  The Knowledge Wave conference;  the Science and Innovation Advisory Council;  the 
Tertiary Education Advisory Commission;  the Prime Minister’s Growing an Innovative New Zealand;  
and the Social Entrepreneurship Conference 2001.22  In the same vein, we also see New Zealand 
innovation policy has been well informed by developments in the OECD, the European Union and 
APEC in the fields of research and policy.23 

The rise of the “Growth and Innovation Framework” 

The present government was elected in late 1999, and it was clear that a more interventionist 
attitude was needed to ramp up innovation.  This manifested itself in the creation in 2000 of the 
Science and Innovation Advisory Council (SIAC) to raise public esteem for science;  promote a long 
term strategic direction for research science and technology;  build private sector commitment;  and 
co-ordinate Government policies with business and the community. 

Innovation thus became (with social, environmental and economic policies) one of the four major 
government goals and formed part of an overall strategic vision.  SIAC consulted widely with both the 
public and private sectors and communicated often with Government, industry organisations and key 
stakeholders.  It looked closely at how other countries have tackled the same issues, but recognised 
that there are major differences in the shape and scale of economies, cultures and environments around 
the world. 

One of the first problems was that, aside from the science and technology sectors, innovation was 
not a top priority.  Innovation champions were few in number.  SIAC also realised that what was 
required was culture change that takes time, effort and a lot of money.  Government priorities had 
previously not focussed on innovation and R&D per se.  Public and media attitudes were unhelpful.  
The public tended to prefer an expose on medical malpractice over news of a medical breakthrough.  
The business community was more focused on reducing compliance costs than on innovation, and the 
whole economy was more focussed on tangible products such as wood and sheep than on intangible 
products such as software and film as the real future business drivers. 

In part stimulated by the work of the SIAC, the Government set out to design an innovation 
policy that was relevant to New Zealanders and capable of accelerating economic growth.  Prime 
Minister Helen Clark articulated the government’s approach to economic development in the February 
2002 document Growing an Innovative New Zealand and the policy is usually refer to as the Growth 
and Innovation Framework, or GIF. 

GIF built on interventionist economic development policies that the government had put in place 
between 2000 and 2002, and on other public and private sector thinking about how best to lift New 
Zealanders’ living standards.  Not limiting itself to science and technology, Growing an Innovative 
New Zealand stressed the importance of sound social and economic foundations for national 
development: 

•  Good fiscal management. 

•  Sound monetary policy. 

•  A competitive, open economy. 

•  Social cohesion. 
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•  A healthy, well-educated population. 

•  A solid research and development framework. 

But these alone were not enough to deliver the standard of living, the social services and the 
environmental protection to which New Zealanders aspire.  The document went on to focus on four 
action areas to increase economic growth: 

•  Strengthening the innovation system. 

•  Developing skills and talents. 

•  Increasing international connections and. 

•  Engaging with sectors of the economy. 

Economic development was seen as an evolving process.  Action areas within GIF have therefore 
changed and expanded as regions, sectors and businesses become more involved. 

1.  Strengthening the innovation system 

Quite in contrast to the previous liberal National government, the Labour-Progressive coalition 
government recognised that it had a key role to play in supporting New Zealand’s innovation system.  
This role is an integral part of the wider economic policy necessary in order for New Zealand to 
maintain and improve its economic, social and environmental well-being.  This path has required 
Government to define a new role for the state, which now sees itself charting a third way between the 
hands on of government intervention and the hands off excesses of past laissez-faire liberal economics.  
Government’s role is one of leadership and strategy and of using its ability to facilitate, partner, co-
ordinate, broker, and fund to promote the development of a stronger economy. 

Research and development (R&D) is a major factor in helping New Zealand firms grow and 
become more innovative.  Science and research spending is up by 45% over the past five years, with a 
good proportion of it going out to the private sector through grants and collaborative projects.  The 
increase brings the total public investment in RS&T for 2004-05 to NZ$ 621 million.  Private sector 
R&D rose by over thirty per cent between 2000-2002. 

Successive budgets have increasingly focused resources on strengthening the innovation system 
through such activities as: 

•  Improving the competitiveness of New Zealand industries and sectors through strategic 
research. 

•  Developing capability and knowledge in new areas where industries are emerging or yet to 
emerge. 

•  Promoting researcher partnerships with matching investment from the private sector. 

•  Improving the flow of tacit knowledge (know-how and information possessed by an 
individual that has not been made available to others). 

•  Promoting fellowships programme which enables students and experienced researchers to 
complete R&D projects in companies. 
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•  Securing more stable long-term funding for the national Crown Research Institutes (CRIs). 

•  Supporting the “Growth and Innovation Advisory Board” (GIAB) to engage with business 
and community partners. 

•  Assisting arts-science collaboration. 

2.  Developing skills and talents 

Entrepreneurs need skills and talents to take their products and services to market.  Deficiencies 
in the educational system, skill shortages and recruitment difficulties all inhibit growth and 
productivity.  As many as 40% of adults do not have all of the foundation competencies needed to 
fully participate in a knowledge society.  Driving up educational participation is essential and New 
Zealanders have a high rate of tertiary participation by international standards.  This will in turn have 
its effect on labour productivity, on firms’ capital investment decisions (such as the introduction of 
new technology), as well as on firms’ ability to exploit the potential of new technology. 

If you draw a 2200-kilometre circle around Helsinki, you take in 300 million of the world’s 
wealthiest consumers.  If you draw the same circle around New Zealand, you take in 4 million people 
and lots of fish and penguins.  As a remote country with a small population, New Zealand must always 
strike a balance between education and immigration.  Immigration can contribute to economic growth 
if migrants are able to bring skills that are not readily available.  Government has seen its role in: 

•  Provision of education and training at all levels. 

•  Immigration policy. 

•  Employment policy. 

•  Provision of information and advice to assist better labour market matching. 

•  Encouragement of information sharing by acting as a conduit for all interested parties. 

Inter-ministerial collaboration is essential.  In this case, the Department of Labour is the key 
group on issues related to skills and talents.  Its task is assisted by the Ministry of Economic 
Development, the Ministry of Education, the Tertiary Education Commission, and the Treasury.  
Information generated by the working group has in turn provided a useful tool for developing policy 
recommendations for budgets and work agendas across government. 

The 2004 Budget included funding for a range of skills and talents initiatives: 

•  Assisting employers to find qualified staff through marketing and promotion about work 
opportunities in New Zealand to suitable prospective migrants. 

•  Linking employers and prospective employees through a new “talent database” on the 
Internet. 

•  Expanding the Modern Apprenticeships programme (not just a job, but access to quality 
workplace learning. 

•  Broadening access to foundation learning opportunities (literacy, numeracy and language) 
for adults. 
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•  Increasing English language training and targeted career services. 

•  Assisting small and medium-sized enterprises to self-manage workplace employment issues, 
health and safety. 

•  Funding a linked employer-employee database to provide new and improved statistical 
information to assist business planning. 

3.  Increasing international connections 

For a country as isolated as New Zealand, international connection is essential to drive 
innovation, improve productivity and economic growth.  These linkages include the international 
flows of goods and services, people, investment, information, ideas, knowledge, technology and 
culture.  They help the country’s entrepreneurs exploit commercial opportunities, access new markets, 
and exploit economies of scale.  They help build management expertise and give access to larger pools 
of skilled labour and capital. 

To be sure, New Zealand is already quite well-connected, but it needs to match similar small, 
high-growth OECD countries, particularly in relation to exports.  New Zealand has not been 
particularly strong in the export of high and medium-high technology goods.  This reflects New 
Zealand’s economic structure, where agriculture tends to be more technology driven than typical 
OECD countries.  Foreign direct investment (FDI) is another measure of international connectedness 
since it generates valuable spill-over benefits.  New Zealand has attracted less FDI than many other 
OECD countries. 

Increased international connection should be benchmarked in higher flows of exports, imports, 
investment, and people;  higher quality exports, imports, and foreign direct investment, and more 
highly skilled people being attracted here, in other words, moving up the value chain;  greater numbers 
of New Zealand businesses successfully exporting goods and services based on local innovation;  
more New Zealand exporters benefiting from large-scale production, distribution and marketing, and 
from locally supplied specialist inputs;  and productive networks linking people in research, business, 
youth, and creative communities with their overseas counterparts. 

The 2004 Budget included funding for a range of international connections, including: 

•  Helping businesses develop a presence in international markets. 

•  Boosting efforts to attract high quality investment to New Zealand. 

•  Establishing networks and relationships with leading global businesses. 

•  Supporting negotiation of a Free Trade Agreement with China, a Closer Economic 
Partnership with Thailand, and a three-way CEP with Chile and Singapore. 

•  Supporting research collaborations that attract international co-funding, recruit highly 
experienced researchers from overseas and support participation in international research 
programmes. 

•  Lifting the education sector’s overseas profile and strengthen the sector through international 
exchanges of top students and staff. 
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•  Promoting New Zealand globally under the Brand NZ programme. 

•  Promoting New Zealand overseas as a unique and creative nation and supporting long term 
country-to-country links. 

4.  Engaging with sectors 

Groups of firms (known as clusters or industry sectors) often have issues in common that affect 
their opportunities for growth.  Engaging with sectors enables the government to identify and tackle 
sector-specific problems.  The government works with sectors: 

•  To resolve individual sector-specific issues -- these might include skills or labour shortages, 
developing new fit-for-purpose regulatory solutions, or the overcoming of trade barriers 

•  To help develop comprehensive sector strategies and action plans for increased and sustained 
growth and innovation 

•  To guide the delivery of government services. 

In May 2002, the government established four taskforces for biotechnology;  information and 
communications technology (ICT);  design;  and screen production.24  These sectors were singled out 
because of their high growth potential.  Their technologies and services enable significant activity 
across the economy generally.  In the 2003/2004 Budget, the government set aside a contingency of 
NZ$ 110 million dollars over four years to implement initiatives in response to recommendations from 
these taskforces.  In September 2003, Cabinet approved a suite of initiatives, including new initiatives 
in education, industry training, awareness raising, building management capability, and a set of new 
programmes to promote greater use of design by New Zealand businesses. 

What would a Sistema de Inovación Sinaloense look like? 

A Google search for “innovacion en Sinaloa” turns up just one document while a search for 
“emprendedores AND sinaloa” reveals more than six hundred.  While both New Zealand and Sinaloa 
need to drive up their respective living standards, it is clear that they have chosen two differing ways 
of doing so.  New Zealand has focused its efforts on innovation while Sinaloa emphasises 
entrepreneurship.  Yet innovation and entrepreneurship go hand in hand.  An innovation 
uncommercialised or unexploited is an innovation wasted.  If entrepreneurship is the 
commercialisation of innovation, then both Sinaloa and New Zealand can learn from one another. 

While the OECD study panel was impressed at the size and scope of the entrepreneurship policies 
in the State of Sinaloa, it must express its concern that these policies are not interconnected with a 
clearly stated policy on how to accelerate the rate of innovation in the State.  In addition to robust 
entrepreneurship and small business policies, Sinaloa needs an innovation policy focused on ramping 
up the number of commercialisable products and services. 

The idea behind an Innovation System is that social and economic development is more than just 
the sum of activities of the different sectors.  Rather, it emerges from a synergy of the interaction of 
these sectors.  This requires active investment in innovation, including education, purchase of 
technologies and joint ventures, and of course R&D.  Although there may not be enough entrepreneurs 
in New Zealand to take the new products to market, one thing is certain:  New Zealand has an ever-
increasing supply of new services and products that could be attract to the global marketplace. 
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On the other hand, research & development is very low in Sinaloa due to barriers to innovation.  
These barriers include protectionism, barriers to trade, low levels of education and so forth.  Sinaloa 
cannot rely on business to fund innovation since the market has several defects in relation to 
innovation.  The free market system in Sinaloa simply does not produce sufficient innovation.  That is 
why the entrepreneurs in Sinaloa need extra-market institutions to reduce the inherent flaws in private 
sector innovation development.  This of course includes the education system which generates Human 
Capital.  It also includes government programmes to fund private innovation and to protect intellectual 
property rights.  It embraces as well the development of high-quality ICT networks, universities and 
research institutes.  Coordination amongst the key partners is essential.  A Sinaloan Innovation System 
(SIS) is an essential element in the economic growth strategy.  Not only does the State need more and 
better entrepreneurs;  these entrepreneurs need more and better innovative products and services to 
take to the market. 

We could say that Sinaloa suffers from a dysfunctional innovation system.  Universities absorb 
huge quantities of resources and do not produce the kinds of products and services that are relevant to 
entrepreneurs.  Nor do universities have a strong connection with business such that entrepreneurs can 
quickly take innovations to the marketplace.  Universities do not have a pricing motivation that 
ensures cooperation with the private sector.  There are information asymmetries and it is difficult to 
monitor contract fulfillment.  Coordination between research institutes and the private sector is 
lacking. 

New Zealand’s innovation system is not unlike other small commodity based economies around 
the world.  Drawing upon the New Zealand experience, Sinaloa must cross the tipping point from 
entrepreneurship to innovation. 

The OECD study panel sees an urgent need to complement the State’s entrepreneurship policies.  
Our thinking starts with two basic points: 

•  An authentic SIS driven by government but advised by the private sector and by the 
universities through a Science and Innovation Advisory Council.  Based upon the pro-
business and pro-entrepreneur policy platform that already exists, the SIS would work to 
promote science and technology, strengthen the innovation system through alliances and 
interactions, further develop education and skill capacity, accelerate connections with the 
rest of the world, and engage with all the sectors of the economy. 

•  Government should encourage but not engage in interventionist policies that distort the 
economy.  The Sinaloan Ministry of Economic Development must do the lead articulation of 
strategy but also step up and facilitate, co-ordinate and broker the SIS.  Various Ministries 
must have their say and contribute their resources. 

Key initiatives to increase the speed of innovation development should include: 

•  Strategic research to improve the competitiveness of Sinaloan industries. 

•  Research projects co-ordinated by state-funded research institutes with private sector 
participation. 

•  Support for students and researchers to carry out R&D within companies. 

•  Long-term funding for research institutes. 
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•  An Innovation Policy Advisory Board to engage with business and community partners. 

•  Trade promotional activities to help Sinaloans bring their products to international markets. 

•  Funding to boost efforts to attract high quality investment to Sinaloa. 

•  Support for networks with leading global businesses. 

•  Acceleration of clusters to tackle sector-specific problems. 

•  Funding an inventory of transport, energy, telecommunications and water infrastructure to 
understand the links between infrastructure, sustainable development and growth. 

•  R&D projects to enable firms to develop high-value, technology-based and export-oriented 
products, processes or services. 

•  Subsidies to support the placement of researchers or technologists in firms to build linkages 
and enhance understanding of technological innovation in a commercial environment. 

Conclusions 

It is clear that the Sinaloan government is committed to transforming its economy and society 
into one that is prosperous, sustainable, socially inclusive, knowledge-based, and innovative.  Using 
New Zealand innovation policy as an exemplar however, it is clear that Sinaloa has a great need to 
raise the importance of other aspects of its economy and society to complement its entrepreneurship 
policy. 

Sinaloa’s primary challenges are those of acquiring and utilising better technology, building and 
retaining a higher skilled workforce, maintaining and expanding its infrastructure and enhancing the 
marketing of its products and services.  As a small economy, Sinaloa must make a united approach to 
challenges as important as this.  With a workforce (especially at the top end) that can emigrate 
northward, it is mistaken to think that Sinaloa can fall out of step with the rest of the OECD without 
serious long-term consequences. 

As in New Zealand and in other OECD economies, SMEs want to be innovative and world-class.  
Innovative businesses seek to compete on the basis of new and improved products, services and 
processes, rather than simply on cost and quality.  These businesses are one step ahead of the 
competition not just because they have good ideas but also because they have the ability to transform 
their ideas into marketable products or services.  They recognise that what is in demand today may not 
be the same in the future and therefore are scanning the environment looking for opportunities to 
improve and grow.  Most importantly, they are prepared to learn from others and invest in innovative 
activities, for example, in in-house and external R&D, training, marketing related to new products, and 
new technologies. 

Government needs to act as a partner, removing or changing unnecessary regulation, and making 
engagement with the government and government agencies as useful and easy as possible.  Turning 
the corner from entrepreneurship policy to include a strong innovation policy seems to be the logical 
next step for prudent and progressive Sinaloan public authorities responsible for economic 
development. 
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ANNEX B 

A CASE STUDY OF A MODEL INITIATIVE IN SINALOA -- SOCIEDAD EDUCADORA 

This case study describes the programme Sociedad Educadora (Educating Society), which the 
team considered exemplary.  Study of this case could be of value to many sub national and national 
public authorities outside of Sinaloa and Mexico. 

The roots of an ‘enterprise’ culture begin in communities when its leaders recognize the need to 
educate all of its members.  As Jane Jacobs points out in Dark Age Ahead (2004) (published by 
Random House, Canada), a community is a complex organism that requires initiatives and programs 
that include all its members.  Jacobs points out there is a need for networks of acquaintances for both 
practical and social purposes.  This is especially relevant in the case of education and learning.  By 
using the Sociedad Educadora case study, we sought to demonstrate the underlying conditions that 
need to be present in order to nurture, grow and sustain an ‘enterprise’ culture.  This case study 
demonstrates the necessary first steps to creating such a culture.  It serves as a model that could be 
applied to emerging economies around the globe.  It is consistent with our previous discussions in 
Chapter 4, where we pointed out the necessary determinants of an enterprise culture.  These were seen 
to include conditions that nurture each person’s distinct contribution and that enable each person to 
discover and engage their talents.  It is our recommendation that the next stage would involve the 
identification of each person’s distinct talents, motivation and contribution in relation to the principles 
of enterprise and entrepreneurship. 

Background 

The National Council of Social Participation in Education was formed on 26 August 1999.  Four 
days later, a state council made up of 38 members representing 18 territorial districts was formed in 
Sinaloa.  This organization’s role is to consult, collaborate, support and inform.  The focus is on 
elementary schools in the country as a whole. 

The membership of the State Council includes four parents who come from the School Council, 
four elementary school teachers, two officials from the Secretariat of Education, a municipal official in 
the field of education, one representative from the State Congress, two representatives of the teacher’s 
union, two municipal council chairs, one representative from the entrepreneurial sector, two 
researchers in the field of education, one representative from academia, two media representatives and 
four representatives from social organizations.  The membership that comprises the State Council is 
broad-based, ensuring diversity of knowledge, experience and perspectives. 

The purpose of the programme is to involve society in the educational process, bringing society 
into the classroom and the classroom into the external environment. 
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School Council Overview 

The School Council in local areas consists of teachers, parents, union representatives, students 
and other interested parties who want to influence the quality of education.  The School Council acts 
as a community catalyst for everyone’s participation in education. 

Projects begin with the identification of the shared values of the participants that include students, 
parents, teachers and members of the community.  By connecting society with the schools, as well as 
every home with the school and community we will enhance each person’s distinct contribution.  The 
School Council responsibilities are to: 

•  Ensure the successful completion of the school year. 

•  Monitor testing procedures. 

•  Discuss educational issues. 

•  Promote and support extra-curricular activities. 

•  Assist teachers in their academic responsibilities. 

•  Develop award programmes to recognize top educators and administrators. 

•  Seek to instil solid family values. 

•  Focus on gender equity. 

•  Support environmentalism. 

•  Seek to reduce adverse social conditions that hinder learning. 

The specific activities of the School Councils are to: 

•  Organize reading circles that involve parents, students and members of the community. 

•  Foster education for adults by enabling them to finish elementary school. 

•  Organize meetings between students and faculty to exchange points of view. 

•  Pay close attention to students with learning disabilities, school drop-outs. 

•  Work towards establishing a computer science centre for use by both parents and students. 

•  Involve the community in environmental programmes such as tree planting. 

•  Involve the whole community in cultural, sports and recreational events to create a healthy 
lifestyle. 

•  Promote those projects that look at the whole person in order to strengthen one’s emotional, 
spiritual, and motivational levels, along with commitment to the community. 

•  Participate in efforts that endorse children’s rights. 

•  Have everyone in the community working together to ensure the betterment of the school’s 
premises. 
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Councils for Social Participation and Quality School Programme (2003-2004) 

The purpose of the Councils for Social Participation and Quality School Programme (2003-2004) 
is to establish a new model in public elementary schools based on the principles of freedom, decision-
making, shared leadership, teamwork, and flexible teaching methods, in accordance with the diverse 
backgrounds of the students.  The model includes testing to assess progress, responsible social 
participation and accountability in order to become a quality school. 

The Role of the Councils 

The State Council 

The role of the State Council is to analyze the Quality School programmes operations strategy in 
Sinaloa, and develop criteria for allotment and transfer of funds to the schools.  Schools are selected 
for recognition based on results of standards testing.  They also oversee how resources are utilized by 
the schools that are in the programme.  They also act as arbitrars in the cases of controversy. 

The Municipal Council 

The municipal council ensures that all schools are enrolled in the programme.  They seek to find 
additional ways to obtain funds from municipal government, the social and private sectors.  The 
municipal council analyze and review the results of tests taken by students in the territorial districts. 

The School Council 

The school council works to validate the ‘Strategic Project for School Transformation’ as well as 
the yearly Work Programme drafted by the School Technical Committee.  The school council also 
supports the headmaster/mistress with the administrative duties. 

When all these groups work together effectively they ensure that the student’s performance on 
National Test standards increases in the areas of logical  and mathematical reasoning, critical and 
scientific reasoning. 

Conclusions 

The respective communities in Sinaloa have become involved in the Quality Schools initiative.  
This partnership involves municipal councils and congresses.  Together they seek to tackle challenges 
associated with education in the municipalities.  The leadership team recently met with 
18 municipalities that began working together so that each council would be connected as part of an 
organic network.  All recognize that this is a long-term process.  In fact, this is an awareness-raising 
experience that seeks to grasp the meaning of the changing nature of global economic and social 
forces and their impact on Sinaloan society.  After participating in these exchanges, community 
leaders state that they can never remain the same.  The same appears to hold true for the parents that 
take part. 
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ENDNOTES 

                                                    
1 The sources used in this chapter are:  Government of the State of Sinaloa www.sinaloa.gob.mx; National 

Institute of Statistics, Geography and Information Technology (INEGI), www.inegi.gob.mx;  Mexican 
Institute of Social Security (IMSS), www.imss.gob.mx;  Sinaloan Economic Development Council 
(CODESIN), www.codesin.org.mx;  Bank of Mexico (Banxico) www.banxico.gob.mx. 

2. Mexico has a credit bureau system which records credit histories for personal and corporate debt.  
Companies and individuals may have negative credit reports from the crisis years, due to the rapid 
devaluation of the peso and the inability to repay dollar-based or variable rate debt.  Companies with 
negative credit reports in the credit bureau are typically denied credit altogether. FOSIN 
representatives frequently work with the enterprises to remove or otherwise resolve negative credit 
report incidents. 

3. ICATSIN (www.icatsin.gob.mx) is a training body catering to the training needs of workers in a wide 
range of sectors (private, social and public). 

4. Mexico is one of the most entrepreneurial countries in the world, according to the Global 
Entrepreneurship Monitor, which has compared Mexico to 41 other countries.  Averaging over 2001-
2002, 14% of the Mexican population has tried to start a business in the previous three years.  In that 
period Mexico had a very high proportion of opportunity entrepreneurs (8.8%) but also had a high rate 
of necessity entrepreneurship (4.4%) compared to other countries (Frederick, 2004).  The proportion 
of females amongst all entrepreneurs is 41% in Mexico, which ranks in the top ten among the 
countries surveyed. 

5. OECD, CERI Educational Monograph, Towards An ‘Enterprising’ Culture -- A Challenge for 
Education and Training, Paris, 1989, p. 30. 

6. Csikszentmihalyi, Mihaly and Barbara Schneider, Becoming Adult, How Teenagers Prepare for the 
World of Work, A national longitudinal study of adolescent’s aspirations based on influences from 
family, peer groups, schools and communities, 1991-1997. 

7. Rasheed, Howard, The Effects of Entrepreneurship Training and Venture Creation on Youth 
Entrepreneurial Attitudes and Academic Performance, University of South Florida, 2001. 

8. The study sample consisted of 9 schools and 28 classes, ranging from grade 3 through 8, of the 
Newark, New Jersey public schools.  Within this group of schools, entrepreneurship education and 
training had been implemented for 450 students as a strategy for improving the academic status of an 
underachieving school population.  From this sample, a sub-segment of 147 students was randomly 
developed to test for the effects of entrepreneurship education on academic performance.  The effects 
of entrepreneurship classes on academic performance produced the following results: 

Class  Difference in Average Scores 
 
a)  Reading  16.4% higher 
b)  Language 15.0% higher 
c)  Spelling  15.3% higher 
d)  Math  18.7% higher 
e)  Social Studies 19.5% higher 
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f)  Science  39.0% higher 
 
9. The Institute for Enterprise Education, Finding Your Niche in Niagara -- Bridging the Gap Between 

Youth and the Workplace, 2002, pp. 46-48 

10. The Institute for Enterprise Education, Profit 100 High Growth Companies Study, 1995. 

11. The earliest of the mandatory outreach laws was the Community Reinvestment Act (CRA), enacted in 
1977, which required the federal banking regulators to “assess [a bank’s] record of meeting the credit 
needs of its entire community, including low- and moderate-income neighbourhoods, consistent with 
the safe and sound operation of such institution;  and take such record into account in its evaluation of 
an application for a deposit facility by such institution.”  Note that CRA has no legal enforcement 
mechanism other than that bank regulators are to take an institution’s record “into account” when an 
institution makes an application (for example, to open a branch, merge, or acquire another institution).  
By itself, and when only bank regulators and banks knew whether an institution was indeed “meeting 
the credit needs of its entire community,” CRA was largely ineffective. CRA also says nothing about 
race;  it is solely income-based. 

12. See Gregory Stanton, Charles Tansey, Michael Swack, and John Nelson, unpublished draft titled 
“Questions and Answers for FINIR Group Task Team,” January 15, 2003, provided by Charles 
Tansey. 

13. The New Markets Tax Credit, a new programme, and the Low Income Housing Tax Credit, enacted in 
1986, use tax credits to lower the cost of production of, in the one case, rental housing for low- and 
moderate-income families and, on the other, business lending (including commercial real estate 
lending) in underserved communities. 

14. Capital Access Programmes:  A Summary of Nationwide Performance.  Department of the Treasury, 
January 2001. 

15. Hon Pete Hodgson, “Exploring Innovation”, Fifth Richard Dean Batt Memorial Lecture, Massey 
University, Palmerston North 12 September 2002, http://imbs.massey.ac.nz/HTML/dean_batt5.html. 

16. Survey results can be found at:  http://www.transparency.org/. 

17. Frederick, H., et al. (2002). Bartercard New Zealand Global Entrepreneurship Monitor 2002.  
Auckland:  New Zealand Centre for Innovation & Entrepreneurship. 

18. Ministry of Economic Development, SMEs in New Zealand:  Structure and Dynamics (September 
2003) http://www.med.govt.nz/irdev/ind_dev/smes/index.html. 

19. Although today Argentina is considered to be a developing country, in 1929 it was as rich as any large 
country in Europe. 

20. The Innovation Survey is designed to collect innovation data in accordance with the definitions 
contained in the "OECD Oslo Manual" (1996).  The Oslo Manual is available from:  www.oecd.org/. 

21. Eurostat (2004), Innovation in Europe -- Results for the EU, Iceland and Norway ISBN 92-894-7262-
6. 

22 This report is greatly informed by:  Ministry of Research, Science and Technology (1999), Blueprint 
for Change:  Government's Policies and Procedures for Its Research, Science and Technology 
Investments.  Wellington:  Ministry of Research, Science and Technology 
http://www.govt.nz/urn.php?id=3223;  Information Technology Advisory Committee (1999), chaired 
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by Minister of Information Technology Maurice Williamson, New Zealand's Knowledge Economy. 
Foreword by Ralph Norris. Authored by Howard H. Frederick and Donald J. McIlroy. Wellington:  
Ministry of Commerce, 1999.  ISBN 0-478-23435-X 
http://www.med.govt.nz/pbt/infotech/knowledge_economy/;  The Knowledge Wave Trust. 
http://www.knowledgewave.org.nz/;  Science and Innovation Advisory Council (2001), New 
Zealanders:  Innovators To The World.  Turning Great Ideas Into Great Ventures.  A Proposed 
Innovation Framework for New Zealand.  Wellington:  Science and Innovation Advisory Council 
http://www.siac.govt.nz/innovation.html;  Tertiary Education Advisory Committee (2001-2002). 
Shaping the System. Wellington:  Tertiary Education Advisory Committee, 2001.  Shaping the 
Strategy. Wellington:  Tertiary Education Advisory Committee, 2001.  Shaping the Funding 
Framework. Wellington:  Tertiary Education Advisory Committee, 2001.  Shaping a Shared Vision.  
Wellington:  Tertiary Education Advisory Committee, July 2000 
http://www.tec.govt.nz/about_tec/publications.htm#pubs_s;  Prime Minister Helen Clark (2002), 
Growing an Innovative New Zealand, http://www.executive.govt.nz/minister/clark/innovate/;  
Ministry of Economic Development. (2003).  Growth and Innovation Framework:  Benchmark 
Indicators Report 2003.  Wellington:  Ministry of Economic Development.  Retrieved from 
www.med.govt.nz/irdev/econ_dev/growth-innovation/ benchmark-indicators.pdf;  Knuckey, S, 
Johnston, H. with Campbell-Hunt, C., Carlaw, K., Corbett, L., & Massey, C. (2002).  Firm 
Foundations -- A Study of New Zealand Business Practices and Performance.  Wellington:  Ministry 
of Economic Development. Retrieved from www.med.govt.nz/irdev/ind_dev/firm-foundations/. 

23. Organization for Economic Cooperation and Development (1995), Thematic Overview of 
Entrepreneurship and Job Creation Policies. Paris;  European Commission (1998), Fostering 
Entrepreneurship in Europe:  Priorities for the Future. Communication from the Commission to the 
Council, Brussels, 07.04;  Organization for Economic Cooperation and Development (2001), Drivers 
of Growth:  Information Technology, Innovation and Entrepreneurship. Paris;  European Commission 
(2000), Report on the Implementation of the Action Plan to Promote Entrepreneurship and 
Competitiveness.  Brussels, 27.10.2000, SEC (2000). 1925-Vol. 1;  Lois Stevenson (1996), The 
Implementation of an Entrepreneurship Development Strategy in Canada:  The Case of the Atlantic 
Region, Organisation for Economic Cooperation and Development in cooperation with Atlantic 
Canada Opportunities Agency, Paris, 1996. http://collection.nlc-bnc.ca/100/200/301/acoa-
apeca/implementation_eds-e/oecd.pdf;  APEC Economic Committee (1999), Building the Future of 
APEC Economies, Move Forward on the New Economy and Entrepreneurship 
http://www.apecsec.org.sg/pubs/freepubs.html#1999;  Lois Stevenson, Anders Lundström, Patterns 
and Trends in Entrepreneurship/SME Policy and Practice in Ten Economies, Volume 3 of the 
Entrepreneurship Policy for the Future Series. Swedish Foundation for Small Business Research. 

24. http://www.med.govt.nz/irdev/econ_dev/growth-innovation/index.html. 
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