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(a)

INTRODUCTION

PROGRESS OF THE CYPRUS INDUSTRIAL STRATEGY ©

The text of the Cyprus Industrial Strategy was formally presented
to the Government of Cyprus in late 1987. A second mission of
the CIS team visited Cyprus in January 1988 for discussion of the
conclusions of <the Strategy document with the Government,
industrialists and trade unions. One of +the principle
recommendations of the Report was the establishment of an
Industrial Restructuring Council, and "supporting secretariat.
The Cyprus Technology Strategy pfoduced, during the Spring of
1989, made a parallel proposal. In June 1988 the CIS team leader
prepared a draft document for the establishment of the Industrial
Restructuring Council (IRC) and its secretariat, which
amalgamated the proposals of the Industrial and Technology
Strategies. The document took account of extensive discussions
with all the main Ministries involved, and with the private

sector.

One of the main purposes of the visit by the CIS team leader in
January 1989 was to further the.process of the establishment of
the IRC. Since the June 1988 mission there were two points of

note:

Final agreement could not be reached between the Ministries on
where the IRC and its secretariat should be located within the

organisational structure of the Government.



(b)

(a)

(b)

An inter-departmental Technical Committee had completed its
report on the recommendations of the Cyprus Industrial Strategy

without resolving the outstanding issues on the IRC.

The January 1989 mission sought to facilitate an agreement, both
fhrough bilateral discussions and at two meetings chaired by the
Minister of Commerce and Industry, and attended by senior
officials of the relevant Ministries. The conclusion of these
meetings was an agreement by all the Ministries of the structure
set out}in Figure 1, and the details of its constitution. and
establishment, based on the draft'of June 1988. The way is now,
hopefully, cleariy for the early éstablishment of the IRC.

There are four points of comment arising with respect to the IRC:

The IRC and its secretariat should be established with urgency.
More than eighteen months has passed éince the CIS came out, and
Cyprus became an associate member of the EEC. This is recognized
by the Government and the prospects are promising. However, it
is important that the resolving of any difficulties which do
arise in the process of implementation be given priority at the

most senior level.

The Ministry of Commerce and Industry registered their fears
about the secretariat being outside the Ministry and the chance
lost, therefore, of strengthening the Ministry's strategic
capacity. My view is that the two things should be separated. I
do not think that the IRC and its secretariat could function to
full effect within the Ministry as currently constituted.
Innovative bodies of this kind have been found to work better -~
particularly in their formation stage - when separate from
existing structure. In public administration, as in modern
corporations, increasing attention has been focussed on task
forces and quasi-independent units as agents of change. This

applies notably to tasks which involve cross-departmental co-
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(c)

(d)

operation. The émphasis is on small flexible units, which are
quick to set up and quick to disperse, according to the needs and
their performance. This was the principle behind the IRC and I

am confident in recommending it to you.

po

At the same time, it is also urgent to strengthen the strategic
capacity and operating effectiveness of the Ministry of Commerce
and‘ Industry on the lines set out in the C&prus Industrial
Strategy. Attention needs to be given to this in parallel with
the establishment of the IRC, not least bec%use the success of
the IRC will, in part, depend on effective inéuts from fhe MCT.

It is important that the IRC be seen as a means of blending
together the different parts of the public sector around common
policies, and that the Ministries act as if they were part of a
unified Government. I am delighted to say that the Ministries
with whom I have been working are acting in this way - as shown
by the agreement reached on the IRC - and have eschewed the
inter-ministerial rivalries which so often beset both local and
central Governments. I register the point, hdwever, because of
the need to maintain this shared sense of purpose, and the
willingness to experiment, 1f +the project of industrial

restructuring and technological innovation is to succeed.

The IRC itself should aim to establish a consensus around its
policies among the many social partners affected by industrial
strategy, since such a consensus is a precondition for effective
action in this fieid. Again the signs are good in terms of
Cyprus' recent history of social consensus and the strong support
from all parties to have a full and balanced representation on
the IRC. '
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There the matter currently stands. I hope that béfore the end of
1989 the following steps will have been taken:

the establishment of the IRC and its secretariat

the agreement of a plan for the expansion of the strategic
capacity and effectiveness of the Ministry of Industry and

Commerce along the lines set out in the CIS.

the establishment of a training programme in industrial and
technological strategy planning for officers from all the

relevant Ministries and public sector institutions.

Other progress

ii.

iii.

At the level of the general recommendations for the govermment in

the CIS, there is the following to report:

.Design. An Austrian consultant visited Cyprus in Decembeéer 1988

to develop a policy to encourage design capacity in the country.

His report 1s due shortly.

Financial incentives. The Ministry of Finance initiated a review
of the system of financial incentives for industry. One of the
members of the January 1989 mission, Professor John Bessant, had
been asked to contribute to this review, and his assessment and
recommendations appear as part 2 of the current report. The
Government is taking prompt action to implement the results of

this review.

Training. The ITA have shown a particular concern to link their
training programme with the approach set out in the CIS,
initially through training and orientation of their own staff,
and through fruitful discussions with visiting consultants. They
have also funded training for white collar and managerial staff,

which has been a most valuable initiative.



In the industrial field:

Industrialists from the metal working, furniture, footwear and
clothing sectors have continued to meet to discuss strategy
within the framework of their Industry Associations. Both the
Federation and the Chamber of Commerce have played an important
role in servicing these meetings, and in holding an extensive
series of seminars to promote the ideas of the CIS. During the
January 1989 mission, Professor Bessant addressed a Federation
meeting of more than 100 industrialists on Implementing Flexible
Manufacturing. More recently, in May, the Federation sponsored,
jointly with the ITA and the UNDP, 5 one day seminars on Flexible
Manufacturing for different sectors. These were given by
Professor Bessant and Mr. Paul Levy of Brighton Polytechnic and
were attended by over 150 people. Both the Federation and the
Chamber have also published and circulated summaries of CIS

material amongst their members.

The two visits to Italy for the furniture and clothing industry
respectively should be seen as part of this process of strategic
discussion. The visits formed part of the fourth stage of the
CIS project, and are fully reported upon in the third sectioﬂ
which follows. Both wvisits proved valuable, for the
industrialists, and for the public officials who accompanied
them. During the two visits we visited 9 firms and 11 consortia
in industrial districts which had flourished in domestic and

export markets.

The work of one of the consortia established in Cyprus in the
furniture sector - A-Z furnishings - was covefed in the report of
the second stage of the CIS Project (May 1988). Since that
report, A-Z has won a major contract for furnishing hotels in the
USSR, and has continued to flourish on the domestic market. 1In

January they received a visit from Italian consultants, who have

‘written up their assessment of the Cyprus industry, and A-Z, in a




10.

journal article included as Appendix 4 of the Italian section of

the present report.

Progress around the industrial strategy has made lesé headway in
the food processing sector. However, one part of the January
mission approached the issue of upgrading in food processing from
the user end, through the investigation - in conjﬁnction with the
Cyprus Consumers Association - of the feasibility for a -Cyprus
Good Food Guide. Drew Smith, the editor of the British Good Food
Guide, was a member of the January mission, and his feasibility
study is included as the first section of the current report.
Action to strengthen consumers organisations has been seen as an
increasingly important part of industrial policy in Western
Europe and North America, and Cyprus has been something of a

pioneer in promoting this in the developing world.

I would finally like to thank on behalf of the CIS Team, members
of the Cyprus Government, of the Employers Federation and Chamber
of Commerce, of the Cyprus Consumers Association and the many
industrialists with whom we have worked. The project also has a
particular debt to Mr. Sean Finn and Mr. Adel Kalifa and their
staff at the UNDP offices in Nicosia, for the support they have
given it. To them, and to our counterparts in the Ministry of
Commerce and Industry, the Ministry of Finance, and the Cyprus

Consumers Association, we express our special thanks.

Robin Murray
June, 1989




Appendix to introdidction.

Work undertaken by the team leader, January - June 1989.

The terms of reference set out the following tasks, to which comments
are attached:

i)

ii)

1ii)

iv)

v)

Discussing with the principal Ministries and quasi public bodies
concerned with the Industrial Strategy.

The team leader spent a substantial part of his January visit in
discussion with senior members of the Cyprus government. These
included the Ministers of Commerce and Industry, and of
Agriculture, the Director Generals of the Ministry of Commerce
and Industry, Finance, the Planning Bureau, Labour, and
Education, the Directors of Industry, of Planning, of Finance,
and other officials from those Ministries. The conclusion of
these discussions was the agreement of the structure of the IRC
and its secretariat referred to in the text. ; He also met with
staff members of the Cyprus Development Bank{and of the
Industrial Training Authority.

Drafting of reports, job descriptions, working procedures,
budgets and work programmes.

Because no agreement had been reached prior to the January

visit, no amendments were required to the job descriptions,
procedures, budgets and work programmes drafted by the Team
leader during his previous visit in June 1988.

Maintaining contact with industrialists in the £f£ive priority
sectors.

The team leader held discussions with the Cyprus Employers and
Industrialists Federation, with the Cyprus Chamber of Commerce
and with industrialists. He was also a member of the furniture
and clothing delegations to Italy.

Supplying international material relevant for the implementation
of the strategy. '

Two dossiers were produced of international material on the
experience of the Third Italy, both for participants to the
visits, and for other officials and industrialists in Cyprus.
The third section of the present report was prepared for this
purpose, including the English translation of the constitution
of one of the successful financial consortia operating in the
Emilia Romagna region of Italy.

Identifying sources of technical support for the Government and
industrialists.

During the period technical support has been identified for the
Good Food Guide, the Financial Incentives project, the clothing
and furniture visits to Italy, and for training programmes for
industrialists from the priority sectors.




vi) Promoting the ideas of the industrial strategy through the local
media, and -abroad.

The work of the strategy has continued to receive wide publicity
in Cyprus, through interviews with the team leader, reports on
the Good Food Guide lecture, and on the industrialists training
programme. In the overseas media the most substantial item is
the report on the Cyprus furniture industry and the Italian
visit, reprinted on pp 144-148 of the present report.

vii) Advising on potential sources of finance for particular
projects.

The team leader's main work on finance during the current period
was in connection with the financial incentives project
summarised later in this report.

In addition to the ahove, the team leader has provided briefing
notes, and other assistance on matters arising from the progress of
the Industrial Strategy to the UNDP resident representative, and his
deputy, with both of whom he has worked closely on all the above.
The team leader's total time budget for this period was 34 days.
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The Cyprus Good Food Guide

Summary

The proposal for a Cyprus Good Food Guide arose from the food
processing sector report of the .Cyprus Industrial Strategy, and
discussions between the Cyprus Consumers Association and the Cyprus
Development Bank. This report is a Feasibility 8Study of the
proposal, and concludes that:

- such a Guide would be valuable both for
the food processing and the tourist industries

- that there is the basis for a successful Good Food
Guide both in terms of good quality food within
the 2,000 strong Cyprus restaurant trade, and in
terms of a demand among Cypriots and tourists.

- that the potential market is between 3,000 and
6,000 readers.

- that the success of the Guide will depend on:
its independence of judgement
its editorial quality

a high level of design and presentation

that there is a need for further financial
assessment

The report advises a three phase approach:

The first concentrating on market research, editorial preparation and
detailed financial estimation.

The second involving the hiring of an editor and administrator, the
commissioning of authors and inspectors, the canvassing of ideas
and suggested restaurants, and preliminary marketing.

The third covering the compiling and selling of the guide.

It recommends that the first stage be undertaken, with a decision on

the second stage being left until the detailed financial estimates
and marketing information are in hand.
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The Cyprus government is moving towards an application for membership
to the EEC. There is a policy of internal harmonisation with the EEC
regulations on health and -hygiene regulations and consumer

protection.

Tourism is a major feature of the economy with 1 million visitors a
year. Nearly 90 per cent stay at Paphos, Limassol and Larnaca. The
strategy is to extend the peak summer season into the spring and
autumn and to go for middle to high income groups. The majority are
English speaking. The trend it towards half board and bed and
breakfast.

The increase in restaurant going is expected to be significant with
an expected £54 million generated in 1986 to £98 million by 1991.

This is attributed to tourism and more women in work.

There is concern to improve the quality of the restaurants and food,
staff, hygiene and also to preserve and develop the traditional food
economy of the island. Restaurants are seen as a means of reviving

interest in marginal foods and establishing ideas of quality.

A Good Food Guide is perceived as a way of adding to existing
initiatives and supporting projects in other areas. It would have a
dual target readership both in the Cypriot community and also the

tourists.

The independence of such a guide is seen as of paramount importance
and, as a result, the Cyprus Consumers Association has been involved

from an early stage.
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The island has a dynamic restaurant economy. There are now more than
2000 catering outlets which suggest it is one of the most densely
populated areas per head of population in the world. Much of this
growth has been in the last 40 years.

The Tourist Board plans to publish a listing of all restaurants
classified into 3 sections - A, B, and C - according to facilities.
An independent attempt to publish a more detailed guide from the
company that published the Diplomat is, currently, not going ahead.

The qualities of a Cyprus Good Food Guide were generally considered
to be independent, gourmand not gourmet, strongly motivated, a book
with practical applications and the force of brgument to raise

1
standards.

It is seen as a parallel to the UK GFG, now in its 38th year and
selling 65,000 a year, although in practice it is likely there will
be some differences. It would, however, be & selective guide and
incorporate both factual information on opening times and addresses,

credit cards, facilities etc with a critical text.

In discussions it was estimated that the likely content would be 100-
200 restaurants representing perhaps 10% of the total restaurant
population. In order to make the book more accessible to non-English
speakers, it was felt that symbols could be used to indicate

classifications and facilities.

It was hoped the Guide would be updated and published annually,
however, as this depends on the success of the first issue, this

report confines itself to the launch issue.
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The key areas on which this study focuses are:
How to eétablish independence.
The establishment of the size of the market.
Financial viability.
Whether the Cyprus market needs a book to do this role.

The establishing of an infrastructure.

1. Establishing independence and credibility

The concern to establish an independent guide free of commercial
interests has led to the involvement of the Cyprus Consumers'
Association. This small body founded in 1973 has earned respect for
its campaigning through 1its newsletter which has towards 5,000
subscribers on the island. It is a voluntary organisation and
currently employs two people full time with other members giving

their time for no financial reward.

The organisation is also able to draw, in a fraternal way, on the
expertise and research of other consumers' associations across the
world. However, it is a small scale, non-profiﬁ making body that has

remained low on funding to maintain its independence.

The involvement of the consumers association would preclude any
advertising or sponsorship funding. However, as there was general
concern over the possibility of commercial 1links affecting the
guide's ability to influence standards in a real sense, this was not
seen as a handicap. To an extent this might be offset by the
enhanced reputation for such a publication, especially in a small,

tightly knit community like Cyprus.
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As safeguards to the independence of the guide, it was agreed that
the inspectors who visited the restaurants should have their identity
kept secret and that they would always visit anonymously. Any

contact with the restaurant themselves would be via the office.

The inspectors would necessarily therefore have to be paid for out of

the editorial budget which would be a substantial contribution.

The risk of infiltration of a small team should further be spread by
involving a large number of volunteers who would check and cross

check each other.

One of the qualities regarded as crucial in consideration for the
role of editor, should be his or her integrity and freedom from

commercial links to the catering trade.

A further idea advanced to ensure the credibility of the guide was to
set up an international panel of experts to validate the quality of
the work.

Experience with the British guide has shown that provided a
sufficient number of different pedple are canvassed for their
opinions on a restaurant, that the quality of the judgement is enough
to win creditability. The exact numbers vary but not less than . six

independent opinions might be a working target, provided all agree.

The role of inspectors is to ensure the honesty of these opinions and

to provide words for the publication. :

15




Views can and should be canvassed from a wide cross-section -
including chefs and food producers who often provide extremely
valuable information about their own craft - but inspectors should

not have any commercial links with the catering industry.

MARKET SIZFE
1. Cyprus

The population of Cyprus is approximately 500,000 and it is not to be
expected that more than a small section would be prepared to pay for

a book on restaurants.

There are good methods of personal referral and generally a

familiarity with the comings and goings on the restaurant scene.

However, there is - as far as can be judged from this short trip - a
visible enthusiasm for the subject as backed up by the numbers of
restaurants on the island. Restaurants are not Jjust a tourist
inspired phenomenon, Nicosia has more restaurants and fewer tourists
than other towns. Much of the energy for this project has come from

the Cyprus community and not the tourist business.

But there must remain a serious doubt over .the ability of a book's

ability to penetrate this market deeply.

There are certain areas of specialist interest which might be
expected to buck this trend. Figures in brackets are estimates of

target levels of copies that might be sold.

16



a) The catering trade itself [300]

b) Subscribers to Consumers Association [500]

c) Food Producers [100]
d) Business community ' [100]
e) Tourist interests ) [100]
f) Army [ 50]

The largest of these will surely be the catering trade itself. 1In
total it would probably be unrealistic to estimate that all of these
sales would exceed 1000. Items a) and c) might.reflect the numbers
of places included (and might be sources of further sales). Item b)

might benefit from market research.

There is a further potential market internally for corporate sales.
Given the extremely benign influence this project is likely to have
on the Cyprus economy as a whole, and also the positive attitudes
encountered on this trip, it migh% be possible to persuade companies
to buy bulk numbers to give as facility gifts to business clients.
There is a strategic interest within Cyprus for a wide distribution

of such a publication.

In casual conversation, Keo wine company suggested it might take 50
copies, Sodap 25, Cyprus Airways might offer it to first class
passengers etc. One large order would probably underwrite the
project and a series of smaller orders would improve the sales
picture drastically. Hopefully the UN and government agencies would

feel able to place orders.

17




A target figure of a further 1000 sales in advance of publication
might be workable with the real hope of one company coming in with an
equivalent order of its own for a further 1000+. These sales should
be arranged in advance of editorial expenditure and sold at a

discount.

If companies can be persuaded to take the guide in this form, then it

would be a positive indicator of a viable financial base.

There is a further market which deserves researching but might
rgasonably expect to generate sales which is the_overseas expatriate
population. Some of these sales might be expected to be second-hand,
either as gifts to relatives or on visiting the island. But a direct
marketing approach either via Cyprus languagg papers, or community
leaders, could reasonably be expected to leéd to some further sales.

This would merit market research.

Price will be a crucial factor in determining the level of domestic
sales. Tt would seem sensible to consider a dual pricing system in
which the guide is made available in advance of publication at =a
substantial discount to the domestic market, but would carry a higher
cover price for tourists. The price level for the domestic market

most often quoted has been £3.

2. Tourism

The penetration of the tourist market of one million might reasonably

be expected to be highest among the following groups:

a) 3 star and above hotel users
b) Return visitors
c) Hire car users

d) Souvenir gatherers

18




The trend away from full board and towards B & B suggests that
tourists do want to eat out and a percentage will want advice.
Beyond car hire users (who must be a prime target), the taxi firms

give easy access to a wide area.

The guide will not appeal to the voung on a budget and non-English
speakers. It might well target the developing winter sun andZelderly

visitor.

Sales can be expected to come from book stalls (especially in hotels)
and comparative figures with othef guides to the island would assist

in gauging sales.

It is important in this respect that the guide's complexion be as
user-friendly as possible. The casual wvisitor is less likely to buy
a guide for its recommendations of which only a few may be used in a
week, and be more attracted by practical shopping advice on wines or

food. Equally the sense of food as part of the culture is important.

Tt would seem unduly pessimistic to estimate anything less than 2,000
copies sold through a season in this market. The potential may be
far greater, but it may be wise, at this stage, to regard such extra

sales as the potential profit rather than the financial base.

However, the market price to the tourists can and should be
substantially higher - towards the top end of the bookstall spectrum.
This should be in excess of £5 and, depending on publication, might

be more.

It must be fecognized that this guide is aiming at the international

traveller and a wvery high level of design and packaging will be

expected to achieve an impact on this market. The book will have to

be attractive viewing to take home as a souvenir.

19
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PRINTING

The largest element of the costs is the printing and setting. The
element of business risk involves the equation of this cost in
relation to the quality and number of copies. It is not practical
for this report to deal with these figures in detail but it is worth
examining the spectrum of options. New technology of desk top
publishing affords the least expensive methéd of distributing small

numbers of a guide.

In practice this would involve the setting directly on to a
computer/word processor by the editor and his staff, the printing out
on a high quality printer and photocopying. Quite attractive results
can be achieved, especially if a front cover of higher quality paper

is used to wrap around it.

One attraction of this method, apart from the low cost, is the
flexibility it affords, for instance if a Greek language edition is
desired. In this respect, numbers of Greek visitors is relevant.
This might be a sufficient mode to supply the domestic market, though
less likely to impress the tourists. Computer set discs may be sent
direct to printer for a more sophisticated product and reducing

typesetting costs.

The economies of scale of conventional printing require very accurate
assessments of sales. For this reason a substantial bulk order for a
corporate sale could significantly reduce costs by extending the

print run.

FORMAT AND DESIGN

Whatever the scale of the printing, the presentation and design of

the guide will be a major factor in lending creditability and
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influencing sales. The tourist market would be particularly
attracted to a colour cover, but even if the indications do not
justify an outlay at this level, the cost of professional design

should be seen as imperative.

In order to appeal to the non-English speaking market, an effective
code of symbols denoting price-level; amenities; styles of¥cooking
should be incorporated as part of the design. The design team may

well be able to advise on printing methods.

EDITORIAL

The core of the book should be the selection and appraisal of
restaurants. Each of these will need visiting, the bill paying and a
report writing. It is anticipated that over 150 restaurants would be
included and that each visit might average £9 to pay for two meals.
The writing of the inspection reports would not be paid for. Further
collation of the details and the checking would be handled by the

office.

Beyond this - with the wider aims of the guide in mind - a number of
special assessments of an informative nature could be undertaken to

lend the book greater scope. These assessments might cover:

Blind compariscons of wine
Blind comparisons of brandy

Reports on specialist foods with
suggestions of where teo find them

A list of food/wine festivals
Glossary on Cyprus cooking techniques

A list of foods in season

21




Focuses on traditional Cyprus coocking

Focuses on food processors

The editor might be expected to write an introduction summarising all
the major points of the research at the front. The aim of these

sections is to make the foods and wines of Cyprus more accessible.

It is hoped that most of these articles would be contributed free of

charge for the wider benefit of consumer and trade alike.

TRATINING/CONSULTANCY

The Cyprus Good Food Guide should be self-determining.

There may be a further case for bringing in external help to assist
in the training of inspectors; to advise on an up-and-running
operation; to ensure the quality of the research and quality of the

judgements.

This option is open. The British Consumers' Association might take a

supportive view and this can be discussed.

CONCLUSTONS

1. The firm market as outlined in this report would appear to be
between 3,000 and 6,000 readers with the possibility of further

sales from tourists beyond that.




The success of the project will, to a large extent, depend on the

quality of the editorial and the packaging.

The corporate sales may be seen as the keenest indicator of the
likelihood of success. If these can be put in place in advance
of a launch, and are of sufficient volume, then the risk would be

substantially reduced. -

Given the substantial benefits of the publication of such a book
to the tourist and agricultural communities, it would seem

reasonable to look here for resources.

This study is inconclusive because the precise mathematics are
unavailable but it would seem reasonable to carry the momentum
through the plan as outlined (further on) and draw up exact

budgets before a final decision is made.

I would express some concern at a small. voluntary organisation
such as CCA being asked to bear the financial risk of such a
project. All publishing is necessarily speculative. The CCA
should be able to provide the research and editorial that meets
all the requirements laid down, but may not, at the same time, be

able to shoulder the burden of becoming a publishing house.

The UK association sells the guide to subscribers. Beyond this
{the bulk of sales), it has an arrangement with a private
publishers (Hodder and Stoughton) to distribute and sell through
book shops. It.is therefore possible to separéte the commercial

publishing side from the research operation.

If an acceptable third party could be found to act as the
business party - perhaps a newspaper, or a magazine publisher, or

a business operation attracted by the possible prestige and
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influence of an effective incursion into the commercial tourist

market - the equation would be more balanced.

7. If such a partner wanted the assurance of a London consultancy,

then that might be arranged.

8. If the guide is successful, then in future years it could be
updated at less expense and become a continued force for improved
standards. But this must depend on the level of sales to the
tourist market and the development of any ancillary product such
as TV and newspaper columns which, in the British guide, make a

small, but important, contribution.

9. If successful, there would be scope for other books such as a

general consumer guide.

THE WAY FORWARD

This paper can only recommend broad strategies dependent on the final

costs of printing and commitment from corporate buyers.

There seems to be sufficient evidence to go ahead with a preparatory
phase in both the marketing and editorial areas to try and put in
place the financial bricks before any major expenditure is

undertaken.

Phase 1

Market Research: There is a need for a comparative study to be made

of sales of existing guide books and their prices. This should give

a firm indication of the level of possible sales to tourists and an
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idea of competitive pricing. The real market place is the shelf of
the kiosk from which the Good Food Guide might be sold. Comparative
figures of recent years would give some indication of the buoyancy of
the market.

Printing: These costs will prove crucial and as many tenders as is
possible should be discovered. This should be done in conjunction

with the designer. The cost of a map and map plotting may be -

separate.

Corporate Sales: Approaches should be made to leading companies to

gain firm numbers of copies they might be prepared to buy at a
i

discount.

International: Investigation should be undertaken as to the optimum

way of reaching the expatriate Cypriot community and how they might

be offered copies of the guide.

Editorial: ©Lists of restaurants should be compiled for inclusion.
Notes of meals eaten should be taken and recorded. Menus should be
kept on file. People who may be interested to help should be asked
to submit lists of restaurants they know with comments. Their

inspectoral value should be evaluated.

Authors of the non-restaurant sections should be approached.

Possible editors should be interviewed.

Publishers: Approaches should be made to companies who might
consider taking on the financial risk of publishing. If such a

company can be found, then it is likely it will be able to input on

the printing and distribution.

Distribution: Checks should be made with wholesale distributors to

see that the guide can be widely sold. BAny restrictions operated by

wholesalers as regards CCA selling direct should be checked. The
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wholesalers may well indicate +the kind of numbers they might
anticipate moving. CCA subscribers should be asked if they will be

prepared to help and to buy advance copies.

Costs: An exact ledger of estimated costs should be drawn up and a

meeting held to decide whether or not to go ahead.

The end of phase one should be a final decision on how many copies to

print and how much to sell them for.

Phase 2

If the decision is to proceed then a schedule should be drawn up for
final preparaﬁory work, editorial deadlines and printing and a

publishing target date set.

This should be a rolling schedule in which the editorial delivery

dates are phased.

A preparatory period of perhaps two months should follow in which
authors and inspectors are commissioned. Any training that is going
to take place should be arranged. The final short-lists of

inspectors and restaurants should be drawn up.

Meetings should be organised with interested parties to discuss the
merits of different restaurants and argue the criteria for

inspection.

The strength of the guide is that as many people as possible be

involved and invited to submit their lists. A press announcement
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should be made and suggestions for inclusion invited. This should be

an important media event and involve TV and radio.

The editor and the administrative secretary should be hired on
contract. They would work part-time for the first two months,

talking to as many people as possible.

The marketing operation should begin notifying wholesalers of dates,
confirming promises of sales and orders should be taken. If a
publisher has been found, this would probably be part of his or her

role.

Inspection forms and report forms should be printed and final

decisions taken on the exact contents.

Phase 3

For the next two months the guide will be compiled. The editor and
administrative secretary will work full-time. Inspections will take
place. Entries will be compiled at a steady rate of six a day. The
role of the editor is to write all the entries. The commissioned
articles will be chased up, checked, edited and prepared for the
printers. The entries should detail how to find the restaurants; any
places of interest nearby; give an idea of the scope of the menu;
pin-point any areas of special interest; assess the cooking; the
ingredients and service; and aim to give a true reflection of the

flavour of the place.

Telephone numbers will need to be checked.

The assumption is an office of +two paid people (editor and

administrative secretary), backed up by -volunteer workers from the
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CCA committee and staff. It is also assumed that the CCA will

provide office accommodation.

The following table is worked out to be filled in according to

estimates received.

EDITORTAL COSTS

150 Inspectors x £9

Phone calls x 600

Printing inspections

Forms x 500 (photocopy)

Design

Map and map printing

Symbols

Cover illustration

Stationery for GFG

Editor's fee

{Total 3 months work)

Admin sec fee

(Total 4 months work)
, Extra sec help

(Total 2 weeks) £

Miscellaneous

Contingency

Typesetting

Paper

Printing

Warehousing
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~
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TARGET INCOME

2,000 copies at £3 each £ 6,000
2,000 copies at £6 each = {£12,000)
Minus wholesalers
discount at £XX, XXX
Total £XX,X00
N.B: These figures set out what would seem to be a reasonable

financial base to be assessed. They are only estimates but seem to
set a financial target.

MARKETING

Thought needs to be given as to how the guide will be sold. If the
marketing cannot be handled by CCA and existing wholesalers, then it
may be necessary to appoint a sales manager. It would be extfemely

advantageous if this could be handled by the CCA committee.
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Incentives for the promotion of innovative activities

This report examines the present system of incentives for the
promotion of innovative activities - in Cyprus, and explores
alternative options for providing incentives to Cypriot industry to
move towards the goals of the Industrial Strategy. It begins by
critically reviewing the framework of tax allowances (including the
proposed tax reforms) and loan guarantees and makes a number of
proposals regarding further changes in thése areas. From there it
considers alternative ways which have been used in other countries to
promote innovation as a strategic national goal within manufacturing
industry and develops some proposals for the setting up and operation

of such a scheme in Cyprus.

The principal recommendation is the establishment for a three year
trial period of an I\nnovation Promotion Scheme located within the
Industrial Restructuring Council. This would be responsible, through
an Innovation Support Unit, for the operation of four schemes aimed
at offering consultancy advice and assistance to firms wishing to
develop capabilities in the areas of design, marketing and export,

manufacturing systems and business and organisational development.
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1.0 Introduction

This project is primarily concerned with identifying and reviewing
existing incentive schemes for promoting innovation along the lines
of the Cyprus Industrial Strategy and with proposing alterations to
those schemes or alternative models which could be implemented in

support of those strategic goals.

1.1 Terms of reference

The terms of reference for the project were as follows:

"One of the principal recommendations of the Cyprus Industrial
Strategy was that a review be undertaken of the current fiscal

incentives. The issues were twofold:

(a) the need to shift the balance of incentives from hardware (fixed
investment) to software (design, management, skill +training,

marketing, quality control);

(b) the need to establish funds for direct assistance in place of tax
concessions which have proved to be a blunt instrument in an

economy where many companies pay little if any tax.

The Ministry of Finance have now set up an interdepartmental
committee on tax incentives and have requested assistance from abroad
from somebody who has experience of revising incentive schemes along
the above lines. They have requested a two week mission whose object
would be to study the existing system of financial incentives and
make recommendations for its revision in order to promote the
objectives of economic restructuring and technological upgrading in a

'

more effective and cost efficient way".
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1.2 Sources of information

During the field work for this report interviews were held with a
wide variety of people in government and other agencies. These
included the Ministries of Finance and of Commerce and Industry, the
Planning Bureau, the Industrial Training Authority, the Employers'
"Federation, the Chamber of Commerce‘ and Industry, the E€yprus
Development Baﬁk and the UNDP. Details of these interviews are given

in appendix 1.
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2.0 Existing financial incentives and their limitations

2.1: The existing system

Although there is a wide range of tax allowances and incentives

within the Cypriot economy, these have not proved particularly

successful. In particular several weaknesses exist within the

present system which makes it inefficient in terms of promoting

industrial renewal and change.

first is the problem of tax evasion and avoldance. According to
figures from the Ministry of Finance the number of firms actually
filing tax vreturns may represent only 30% -40% of the total
industrial population. Thus any scheme which tries to operate
through the tax system can only address a small part of the
industrial base. Even for those firms which do file tax returns,
many - again, around 30% - regularly declare losses and thus are
exempt from paying taxes. The provision for carrying forward
losses from year to year on a rolling basis has undoubtedly
contributed to this. The pattern is one where few firms are
paying tax and thus incentives for change linked to relief from

paying taxes is unlikely to have any great effect.

a further consequence of this problem of tax avoidance/evasion is
that firms may be encouraged to spend on plant and equipment
simply to ensure that they make a loss and thus avoid having to
pay tax. This means that there is little selectivity in the types
of investment made - and indeed, that there may be a bias towards
big , expensive and possibly inappropriate investments since the
prime purpose of the investment is not to improve capability but
to register a loss for tax purposes. The scheme thus encourages

the over-buying of machinery, not innovation.

emphasis is given in the present allowances to investments in
hardware rather than software or organisational upgrading and
development. Since the industrial strategy identifies such

disembodied technological changes - such as upgrading of design or
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quality management skills as important for the future - it is
questionable how far tax incentives based on allowances for fixed

capital investment will help in this process.

- there is a relative lack of differentiation in the existing
schemes. Although some attempts (for example for the tourism or
mining sectors) have been made to target particular industry
groups there is relatively little selectivity either in te;ms of
industrial sectors or in promoting particular typg; of

technological change.

- even those schemes which are targeted towards innovative activities
- such as the New Products scheme - do not have a high rate of
take-up. (According to the Ministry of, Finance only 4

applications were made under this scheme in 1987).

2.2 Proposed reforms

Recognition that the present arrangements are in need of an overhaul
has led to the setting up, under the auspices of the Ministry of
Finance, of an interdepartmental committee with the remit to propose
improvements to the existing fiscal measures. This group includes
representatives from the Ministry of Commerce and Industry, the

Central Bank and the Planning Bureau.

Table 1 sets out the main changes proposed by the committee.
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Table 1: Exristing fiscal incentives and proposed changes

Existing schemes Proposed changes

(1) New products scheme

Simple, easy access scheme Retain the scheme but increase
available for all investment the minimum investment to
directly related to new products £lm (from £100,000) and

(as defined in the tax guide). abolish the requirement for

The incentive involves a 10 year 35% value added.

tax holiday on profits arising

from sales of the new product.

It is available to new and

existing businesses introducing

new products.

Comment: Although conceived as a simple scheme which would
encourage product innovation, the scheme has been little
used (only 4 cases. in 1987, according to the Ministry of
Finance). Its re-assessment is recommended. Of particular
concern is the plan to drop the 35% value added requirement
since this effectively opens up the possibility of
encouraging foreign investment in ‘screwdriver' plants -
that 1is, facilities which exploit 1local advantages but
which contribute little to the industrial base and do not
encourage innovation. Whilst such an approach might make
sense in terms of Jjob creation for countries with high
unemployment, it is questionable whether such an approach
is appropriate for Cypriot conditions which involve a

serious labour shortage. Since the minimum investment has
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now been raised to £1lm the attempt appears to be to attract
such overseas investors rather than smaller local firms.
Giving firms a 10 year tax holiday, during which period
most inputs would be imported and outputs exported,
effectively makes this proposal 1little more than the
creation of a tax haven for foreign manufacturers - a

strategy being pursued widely by other countries and at

odds with the basic strategy outlined for Cyprus of

development through 'flexible sPeciglisation‘.

{2) Incentives to encourage investment in fixed assets.

Allowances on capital investment
with preferential rates for

'public' companies

Scale of allowances was:

Plant/machinery 45% public

30% private

Industrial buildings 30% public

20% private

Other buildings 15% public

10% private

In addition to the above allowances,
firms also have the option of immediate
depreciation - thus firms can deduct

capital expenditure from income in the

Distinction between
'public' and 'private'
abolished but a new
distinction drawn between
individual firms and

consortia.

New allowances proposed:
Plant/machinery

30% consortia

20% individual
Buildings

20% consortia

10% individual

Allowances abolished

Scheme retained

year in which it is incurred. Potentially

this extends the tax allowance to 120% on

fixed assets.
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Losses could be carried forward for
an indefinite number of years and thus
reduce tax payable. Very widely used
- around 30% of all firms submitting

returns in 1987 declared losses

Allowances only for fixed assets

Sector specific schemes operate for

the tourism and mining industries.

In mining these include allowances for
all investment including administration
and licence/land purchase and 130%

allowance on abortive exploration

In tourism the allowances varied by

region and star rating

38

Five year horizon
imposed on such carrying

forward

Extend allowances to
certain items of current
expenditure such as
market or product
research, training, etc.
Allowances equivalent to
30% of this additional

expenditure

Allowances for 'other
buildings' abolished and
loopholes (such as cars)

closed.

Retained unchanged

These allowances will be
abolished except for 2
categories - 'mountain
resorts' (25%) and
'tourist villages' (a new

development) (40%)




Compent: this was one of the most widely used group of
in¢entives; in 1987 allowances of around £20m were granted
to over 5000 firms (approximately 60% of all firms filing
returns). Its main weaknesses were that it supported
investments in fixed assets and did not differentiate
adequately between types of investment - for example,
between a tractor or a computgr. Thus there was probably
some misuse of the scheme (for example, to help %ay for
cars and houses) and some 'over-buying' of machinery in

order to secure tax relief rather than to innovate.

There are a number of elements in the proposed reforms
which are attractive, including the extension to cover
items of current as well as capital expenditure. This
opens up incentives in areas which the industrial strategy
wishes to encourage - such as upgrading of skills through
training, and of expertise in areas like market and

product research.

In addition to this the tightening up on tax avoidance
loopholes - such as the abolition of certain categories of
relief and the imposition of a 5 year horizon on carrying
forward losses - may help to make the system more

watertight and reduce the losses of revenue to the state.

The shift towards differential support for consortia is
particularly welcome although the extent of this
differential could be widened - from 10% to 20% —‘to give a
clear signal regarding the desirability of establishing

such co-operative networks.

{3) Duties and tariffs

The provisional agreement on a Customs Union between the EEC and

Cyprus

covers 80% of imports and provides for reductions in

protective barriers over a 10 year period. There are significant
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exceptions to this - the Cyprus Industrial Strategy estimated that

some 50% of industrial output lies outside the potential impact of

the Customs Union - but the overall pattern will be one of major
change. Two areas should be highlighted in the context - of
incentives.

Duty free importation of capital goods The likely effect here

will be to reduce the need
for such an incentive
since most items of
capital equipment will no
longer be subject to
import duties under the
terms 6f the Customs Union

agreement.

Protective tariffs on imported products The effect of reducing and
eliminating these will be
to expose many sectors of
Cypriot industry to much
higher levels of
competition. (Detailed
assessments of the
potential impacts are
contained in the Cyprus
Industrial Strategy,
chapter 2). Insofar as
this may force firms to
adopt a more progressive
approach to achieve and
maintain a competitive
edge, this can be seen as
a spur - if not an

incentive - to innovation.

Comment: the Customs Union agreement requires the gradual
dismantling of the existing framework of tariff barriers.
Apart from the net 1loss of revenue which this implies

(which will, it is anticipated, be offset by the
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introduction of VAT) +this also puts some pressure on
Cypriot manufacturers to become more efficient in the use
of raw materials and capital egquipment which they import
and to offer more competitive products which they export.
Thus a consequence - or at least a by-product - will be to
endorse the main directions of the industrial strategy - to
promote better use of inventory and assets and to improve
the design, quality and othef competitive characteristics

of products sold.

(4) Tax incentives to encourage mergers Bbolished

e

{5) Special tax incentives for public '
companies

Definition of public company was: New definitioms:
- 200 employees - B00 enployees

- no holding over 40% - reduced to 15%
of shares (except the State)

- major shareholders {those
holding 10% or more of shares)
can not hold more than 70% of
all the shares - redmoed to 8%
holding

- issued, paid-up capital

of £300,000 - increased to £1m
Shareholders in such public cumpanies

paid no tax on first £600 of dividends/yvear - increasaed to

£1200
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Additional income tax concessions - Affected by new

income tax rates

Reduced income tax.included .those ' - Retained but no
public companies formed by merger longer applicable
to those companies

formed by merger

Comment: these measures are designed to promoté a wider
degree of share ownership and to encourage participation.
In particular the elimination of the concession to
companies formed by merger 'represents closing of a tax
ioophole whereby companies merged in order to qualify for

'public company' status and thus secure tax breaks.

{(6) Special incentives for exports

Income tax concession - 6% of Abolished,

foreign exchange earned is tax free replaced with a
scheme whereby 50%
of all income is
charged at half

rate.

Import duty relief on raw materials Will gradually be
eliminated as part
of the Customs

Union requirement

Tax incentives to pramote exports of 60% éharged at
services. 60% of profits and all half new tax
foreign exchange earnings are tax free. rate

90% of profits/dividends from 90% at half rate,

overseas businesses controlled by

Cypriots is tax free
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Comment: the shift in import duty relief is likely to bring
more pressure to bear on Cypriof manufacturers to adopt
inventory management jﬂprovemént innovations and this is
one more useful push in the right direction. However, the
incentives to exporters is not a widely used scheme - only

290 firms used the income tax concession in 1987.

{7) Other incentives

(i) Tax allowances for patenting and other Extended to
R and D expenditure cover other
forms of
current
expenditure

(ii) Tax allowances for revenue from

royalties, fees, etc

(iii) Wear and tear allowance on fixed Retained
assets - normal depreciation using

'straight line' method

(iv) Head office expenses allowance Limited to 3%

of turnover

Comment: these represent a variety of incentives not
explicitly covered in the preceding discussion. In general
they extend the reform principles - for examplé, by closing
the loophole on 'head office' expenses or by retaining the
allowances on R and D related current expenditure.
Significantly the wear and tear allowance is the most
popular form of incentive - most firms take advantage of
this - which supports the view that the main thrust of tax
incentives is to promote investments in hardware and fixed

assets.
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2.3: General comments on the proposed reforms

The broad strategy proposed attempts to shift the basis of taxation
from income tax to corporation tax and VAT. In addition a number of
the key loopholes in the present system which permitted tax evasion
are addressed. However, in terms of innovation support the emphasis
is still on general schemes which operafe on the basis of some form

of tax allowance.

A number of general comments on these proposals can be made. The
first is to question whether the proposals are radical enough - they
still emphasise tax allowances as the main wvehicle for giving
incentives and whilst closing some loopholes they do not give a clear
- signal &bout new directions. Incentives based on accounts and tax
returns will primarily encourage innovation in those areas within
industrial firms - rather than in developing their capability as

manufacturers.

A second point concerns the extent to which schemes with low levels
of utilisation are retained. From figures provided by the Ministry
of Finance it appears that most firms used a small number of
incentives - 78% of all usage being accounted for by three schemes.
There is clearly a case for further simplification and elimination of

schemes which have low take-up.

One interesting new proposal aimed at the problem of tax avoidance/
evasion, is the introduction of what amounts to a 'tax on incentives'
of 10%. This is to ensure that firms which receive incentives pay at
least some element of tax - as opposed to the old system in which it
was possible to qualify for incentives but also to declare a loss and

thus end up paying no tax during a fiscal year. This tightening up

is to be welcomed.
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In the general thrust of the reform proposals there will be an
effective cut in the overall allowances for fixed capital investment
and in income tax. This might have the effect of shifting the
incentive to firms for investments in fixed capital to labour,
particularly since the cut in income tax could be expected to work
its way through to the wage level, thus making it cheaéer to employ
labour. It is difficult to assess the extent to which this may
happen in Cyprus - not least because of the (as yet unknown)r effect
of introducing VAT which may offset the cut in income tax. But in
general this shift in emphasis is to be welcomed since it stresses
the idea that investments in people rather than fixed capital are an
important component of the key innovations outlined in the industrial

strategy.

The reductions proposed in the exemptions from import duties are
valuable since they imply promotion of -inventory saving innovations
such as 'Just-in-time' manufacturing. Traditional  ‘tariff
arrangements have been designed to make inputs (of machinery, raw
materials, etc.) cheap and protect final product sales but there is a
case for reversing this balance and encouraging more efficient
management of materials. (To some extent there is already pressure
on Cypriot manufacturers since imported materials are a high cost
item - but the example of Japan in inventory management is an cbject

lesson in the value of such approaches).

Another encouraging developmeht is the extension of allowances to
some items of current expenditure rather than solely to capital.
This means that incentives can be given to various items of
'software' - training, market research, Research and Development,
etc. - again, recognizing the importancé of these innovations in the

industrial strategy.

Finally the encouragement of consortia through the incentive schemes

is to be welcomed. Since the strategy emphasises strongly the

importance of networking and co-operation between firms, it follows'

that incentives to facilitate such co-operation are needed. Clearly
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the formation of such consortia needs to be monitored (in order not
to create another tax loophole for 'false' consortia set up for the
purposes of obtaining greater tax relief). The question remains of
the extent to which consortia are favoured over individual firms -

and whether the proposed 10% differential should not be widened.

2.4: Guarantee schemes

In addition to the tax incentive schemes described above there are
also four govermment-backed loan guarantee schemes in operation.

These are:

{i) export credit guarantee, in which companies with firm orders for
exports can obtain guarantees against late or non-payment by the

customer;

(ii) working capital loan guarantees, related again to firm export
orders. This covers the case of a manufacturer who needs to
borrow working capital in order to set up in prodgction to fulfil

the order and is essentially a form of bridging finance;

(iii)guarantees to 'reactivate' displaced people, a specialist scheme
which was originally set up %o facilitate the restarting of
businesses by displaced Cypriots. The scheme is not sector or
investment type specific and still has a small level of use, 14

vears after it was set up;

(iv) a General guarantee scheme, in which government guarantees loans

for proijects primarily in the area of manufacturing.

In considering incentives to promote innovation, it is this last
scheme which is of interest. It is a complex scheme which requires
the entrepreneur to approach his bank who will in turn approach the
Ministry of Commerce and Industry. An advisory committee (with
representatives of that ministry together with Finance, the Central
Bank and the Planning Bureau) will look at a feasibility study, make

a judgement and, if approved, the Ministry of Finance will offer the
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bank a guarantee. The scheme was originally set up Jjust af%er the
events of 1974 and it is acknowledged that in its early years of
operation it had rather loose criteria regarding projects which were
guaranteed. This has now been tightened up extensively and approval
rates are now much lower, both in terms of number of applications and

of costs.

The scheme in its present form has little impact sinée it guarantees
small sums to a tiny number of applicants; during the four months
prior to January 1989 there have been only two applications and one
approval. It is also questionable at a time of high liquidity in the
commercial banking sector whether there is a need for further
guarantees of this form. The biggest criticism is the enormous
amount of administrative time and energy which ﬁas to expended in
managing a scheme which one civil servant described as 'moribund and
dying'. The problem is exacerbated by a large backlog of outstanding
claims from the mid 1970s, few of which have been settled. Since
there is considerable ambiguity about responsibilities, obtaining
payment against these guarantees is a matter for court proceedings
and consequently the commercial banks are reluctant to lend further
under this scheme - a factor contributing to the reducing level of

applications.

From this it is clear that the scheme either needs a major overhaul .

or else complete closure.

In considering the case for closure it is useful to reflect on the
conditions under which guarantee schemes might be needed. There are

three main reasons for their introduction:

(i) when there is a shortage of direct public finance for particular
projects or strategic goals (such funding becoming, in effect,

geared up through bank loans);

(ii) where the banking sector is reluctant to lend;
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(iii)where the government wishes to provide specific incentives to

particular groups of individuals or firms.

With respect to (i), where major national investments are
contemplated - such as setting up a 'strategic industry fund' - then
some form of loan guarantee might be appropriate as a way of
mobilising the high 1liquidity in the commercial banking sector
towards these targets. There ave alternative mechanisms for
providing such strategic investment support, however - for example,
by channelling EEC funds through the Cyprus Development Bank. In the
second case, the high liquidity in the commercial banking sector
makes it difficult to Jjustify offering government guarantees. Any
reluctance to lend under these conditions reflects too high a degree
of risk aversion on the part of the banks; government guarantees

would simply increase their insulation from such risks.

Where government is concerned to promote the goals of the industrial
strategy at the level of the individual firm a case can be made for
loan guarantees. However, much of the investment required for this
involves organisational development and training rather than new
equipment and is unlikely to require major inputs of capital - or

justify offering a loan guarantee.

An alternative to government guarantees is the idea of consortium
guarantees - an approach which has met with success in‘Italy. In this
arrangement it is the consortium which assesses the applications for
funding and agrees to guarantee the loan froﬁ the bank. The record
of such schemes is of high percentage of repayments and of low calls
on the guarantees - in other words, a more effective system. For
example, in Modena a consortium of 500 members operates such a scheme
offering 25% working capital guarantees for short-term (up to 18
months) periods and the loans are offered at 2% below the commercial
rate. The requests for guarantees are vetted by a panel of 17

members of the consortium. Failure rates for normal bank loans are
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approximately 7% but the comparable record of consortia-guaranteed

loans is 0.08%.

There are several features of such schemes which give them advantages

over traditional government guarantees:

- first, Jjudgements about the viability of the project are made by
senior mewmbers of the consortium in the 1light of considerable
experience and knowledge of the sector and the type of business.
Such assessment in-depth would not be available to bank managers or

to civil servants administering a guarantee scheme;

- there .is much greater peer group pressure to repay the loan since
the guarantee is being givén by friends and colleagues rather than
by the state.

2.5: Other possible incentives

So far we have considered tax allowances and loan guarantees. There
are of course, other mechanisms whereby government can seek to
influence the rate and direction of industrial activity. One of
particular potential in the Cypriot context is the structure of
regulatory and protective barriers which could be used selectively to
promote particular kinds of activity. One example is the use of
tariffs and quotas such as in the furniture industry. All Cypriot
firms are required +to purchase their wood from intermediary
wholesalers rather than direct from Cyprus Forest Industries.
However, the consortium A to Z have successfully applied to the
Ministry of Commerce and Industry to buy directly from CFI and in
doing so have secured a 15% raw material price advantage on the
grounds that this is support for a consortium rather than individual
firms. Such selective application of restraints (or even their
complete suspension) in favour of consortia - or in support of other
policy objectives - can be a powerful incentive to change. Examples
of other kinds of.regulation which could be used in this way might

include: TV advertising, export duties, ITA support and so on. The
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important point is that this approach offers a more selective way of
targeting 1incentives at particular sectors, groups or policy
objectives. It also has the advantage that the costs need not be
borne by the government but by an agent benefiting from a monbpoly

position - such as the wood distributors in the CFI case above.
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3.0 Alternative innovation promotion schemes

Most of the measures described above represent traditional types of
incentiﬁe and can be found in most industrialised countries in some
form. They emphasise financial criteria and are often general rather
than specific in their focus- something of a blunt policy instrument.
However it is increasingly recognized that some kinds of industrial
innovation - such as that required in the Cyprus industrial strategy
- may be less sensitive to this type of generalised scheme which
essentiélly operates by altering relative prices, whether by the tax,
tariff or other system. Rather the need is for a blend of
information, advice and support to the organisation in its learning
to make better use of new technological and market opportunities.
Only when in possession of this information can the industrialist
really make effective judgements about particular investments and

their costs.

In particular, bridging the gap - between incremental, substitution
innovation aimed at ‘'doing what we've always done a little better!
and more radical innovations aimed at improving flexibility and

agility within the firm - may need alternative incentives.

This alternative approach characterises a number of policy
initiatives which grew up in Europe during the late 1970s and early
1880s in support of major technological changes such as
microelectronics. Here it was recognized that a strategic challenge
lay in adopting these technologies as rapidly and as effectively as
possible - but at the same time it was also recognized that such
technologies lay outside the range of experience of all but the
largest and most technologically sophisticated firms. There was a
significant gap - in skills, in awareness of particular opportunities
for applying the technology, in project management and so on. This
prompted a shift away from direct support (by loans, grants, etc. )
for investment in fixed assets to programmes which encouraged

awareness raising and exploration, and provided a variety of advice
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and consultancy input as a pre-requisite for investment decision-

making.

Schemes of this kind have been operating for around 10 years and have
been the subject of a variety of monitoring and evaluation exercises.
It will be wuseful to review their effectiveness in promoting

innovation of the kinds required in the Cyprus industrial strategy.

Most schemes have four basic components:

(i) a general scheme for promoting awareness of new technological
opportunities and for publicising the strategic challenges and

the need to change;

(ii) a process of what can be termed 'innovation consultancy',
whereby the indiviaual firm becomes aware of the specific
opportunities for applying this technology in its particular
context. This involves a process of auditing and analysis
within the firm and is often facilitated by an external agent
who plays a role analogous to a general family practitioner in

the medical world;

{(iii) a process of specialist consultancy, in which opportunities
identified in stage (ii) above can be explored systematically
in the context of a feasibility study. This results in the
generation of useful and specific information on which to base
decision-making about future investments in new technological
areas. It is carried out by specialist consultants - extending
the medical analogy above, these would correspond to the
hospital specialists able to provide detailed diagnosis and

treatment;

{iv) some form of investment assistance for hardware and ‘software’
including training, skills acquisition and organisational
development. Justification for such support is derived from the
general and spécific information collected in stages (ii) and

(iii) of the above process.
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Such schemes have been demonstrably effective in :

«

- promoting the adoption of new technologies across the economy as a
whole and particularly in those sectors or firm size brackets where

innovation might otherwise have proceeded only in limited form;

- promoting the adoption of particular types of technology or
application (including ‘'soft' +technologies such as design or

quality management);

- mobilising national resources on the supply side, able to provide
the variety of consultancy skills needed for specialist and

generalist advice.

Although such schemes often include some form of g%ant, loan or other
incentive of a financial nature, the-main policy intervention has
been to focus much more attention on the awareness and exploration
stage of the innovation process. That is, they are concerned with
helping develop both general and firm-specific awareness about
threats and opportunities in the technical and market environment,
with identifying opportunities for exploiting new technology in the
context of the existing business, and in establishing a strategic
framework (highlighting priorities, 1long term development of
technical capacity, skills acquisition, etc.) in which such

innovation can take place.

It will be useful to look briefly at each of these stages in terms of
their aims and the mechanisms whereby they have been implemented in

practice.

' (i) Awareness raising

Aim - the creation of a climate in which - in a general (not firm-
specific) sense - there is an awareness of new technical and market

opportunities.
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Implementation - the key to this stage is publicity, using as many
channels for communication as possible. This typically includes v
and radio, the popular and trade press and a range of seminars and
conferences. Key actors in such programmes are employer's
federations, trade and technical associations and other groups with
sector-specific orientation, since they can begin to focus the
information. Of particular value here is the demonstration effect
and videos, case studies and other ways of showing the experience in
particular firms of actually using such technoiogy, together with an
analysis of the costs and benefits and some of the implementation
issues can be a powerful motivator for change. By the same token,
some government programmes fund a proportion of pilot projects in
which <firms receive financial support for early investments in
innovation in Xkey sectors on condition that they open theiw doors to
others who can see what can be done with the mew 'tedhnoloéical
opportunities. Demonstrations of this kind are powerful because they
help get over the 'not invented here' problem and play on competitive

behaviour between firms.

(ii) Innovation consultancy

Aim - to move the individual firm beyond a general awareness level to
a point where it can see specific opportunities for development

relevant to its particular situation.

Implementation - this is essentially an exercise in articulating
problems, identifying opportunities and prioritising needs into a
strategic framework for innovation. In this process two inputs are
needed - the internal knowledge of the firm itself and the wider
awareness of what potential solutions are available for dealing with
these particular problems. This combination of skills in
articulating and diagnosing problems and matching these to potential
solutions and a network for their delivery can be termed 'innovation
consultancy'. Such a generalist role - a combination of missionary,
taking the gospel of new technology out to firms , and of general
family doctor, diagnosing ailments and recommending particular
specialist sources of treatment - is critical to the success of such

schemes for innovation support.
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(iii) Expert consultancy

Aim - to bring to bear expert resources and experience on the

priority problems identified in the innovation consultancy phase.

Implementation - the expert operates in the traditional consultancy
mode and will be drawn from the availlable networks in the public and
private sector. The innovation consultancy process will have
developed the terms of reference for such an investigation which will
take the form of a detailed feasibility study looking at " costs,

benefits, implementation issues and so on.

(iv) Investment support

Aim - to facilitate major investment when this is beyond the scope of
the firm but where it can be strategically justified (on the evidence

of the reports from the innovation and expert consulting phases)

Implementation - once the needs are identified in the consultant's
feasibility study the firm is in a better position to make judgements
about investments. These may require purchase of hardware but may
also involve acquisition of new skills, development of new
organisational capabilities or fundamental re-organisation. Sources
of support for such investment will wvary widely and may not
necessarily require government involvement. The main advantage of
this approach is that qualifying criteria for support can be made
more rigourous - support depends on the strategic Jjustification

arising out of the consulting process.
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Figure 2, shows how such a scheme might operate.

Figure 2: Operation of an innovation promotion scheme
Funds earmarked for the scheme by relevant government ministry
Management of the scheme given to a managing agency
Agency identifies innovation consultant network

Innovation consultants visit industrial firms and ‘sell' the scheme,
carrying out studies within interested firms and developing an
innovation strategy for them. This is outlined in a report.

On receipt of the innovation consultants report the managing agency
approves the next stage of expert consultancy to carry out a
feasibility study in one of the priority areas - for example, design
improvement.

The firm, with assistance from the innovation consultant, the
managing agency and {possibly) other specialist sources chooses an
appropriate expert consultant

Expert consultant carries out feasibility study - typically 10-15
days duration -and submits a report.

On receipt of the report and confirmation that the work was completed
to the satisfaction (and benefit) of the firm, the consultant is paid
by the managing agency.

If the report contains proposals for further investment, these will
be considered by the managing agency or referred to relevant sources
of funds for further support.
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Following the chronology in figure 2 it will be useful to comment on
the experiences of other countries in operating innovation promotion
schemes of this kind. In particular those factors which have

contributed to successful operation will be highlighted.

The first point to make is that the most successful schemes have
operated outside the normal civil service bureaucracy. In many cases
this has involved delegation to a managing agent in the public or
{occasionally) private sector. For example, the Design idvisory
Service in the UK is run by the Design Council, an independent body
with the overall aims of promoting design standards. Similarly, the
marketing support scheme is run by the independent Institute of
Marketing and. the Manufacturing Systems Scheme by the Production
Engineering Research Association. In the Federal Republic of Germany
the administration of schemes is oftén given to research
organisations - for example, the scheme to promote computer-aided
design and manufacturing is managed by a small branch of the Nuclear

Research Centre in Karlsruhe.

Within these centres the administration is usually handled by a small
team - typically 2 or 3 people - and a minimum of bureaucracy in
terms of controls, form-filling, etc. Clearly there are safeguards
which need to apply to ensure proper use of public money, but the
emphasis in successful schemes is on responsiveness. One aspect of
this is the ability of the team members to deal with queries quickly,
often over the telephone - a contrast to the lengthy érocedures which

often characterise more formal government schemes.

The didentification of a network of 'innovation consultants' is
another important issue. In some cases the regional networks of the
relevant ministry can be mobilised but alternative sources include
private sector consultancies and experienced individuals. The UK
'Enterprise Initiative' for example, includes a first stage of
innovation consultancy in which 'enterprise counsellors' visit firms
to identify their innovation and support needs. These consultants

are drawn from a wide variety of sources but emphasis is placed on
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recent industrial and management experience; age is not a barrier and

many retired managers have joined the scheme.

Since the skills required for this type of consulting are essentially
of a generalist nature, it also becomes possible to train innovation
consultants in a fairly short time - opening up the possibility of

civil servants and others undertaking this kind of role.

An important factor im the success of this stage is for the
innovation consultants to wvisit the prospective users of the scheme;
unlike other types of government aid, this approach is pro-active and
does not assume that firms will make the first approach. This
enables the scheme to address particular types/sizes of firm as a

priority.

The typical innovation consulting process will take between 2 and 5
days, at the end of which there will be a report setting out the
innovation strategy 1likely to be needed and some indication of
priorities for further investigation. Identifying suitable expert
consultants for carrying out the next stage - of detailed feasibility
study - is a potential problem area since the available supply might
not meet the demand for their services. 1In fact the experience of
several schemes has been that the setting up of such consultancy-
based promotion schemes has the side benefit of stimulating new
service industries in the area of comsultancy, encouraging a number
of new businesses to be set up. For example, the UK Design Advisory
Service has given a major boost to the field of design consultancy

which now employs some 29,000 people.

With such an explosion of firms and individuals offering consultancy
services, care needs to be taken to operate some form of quality
control in order to preserve Iindustrial confidence in the scheme.
This can be achieved by setting out clear and standard terms of
reference for all assignments and reports and by collecting feedback

from users as to the performance of their consultants. Over time
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this enables a managing agency to develop an list of 'approved!

consultants from which user firms ~"can make a selection.
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4.0: A scheme for Cyprus

4.1: Outline of proposed scheme

Taking the above elements we can now outline a scheme for Cyprus with

the following aims:
- to promote the goals of the industrial strategy;

- to provide selective assistance to firms in 4 ‘key
areas:

~ design

marketing and exporting

manufacturing systems (including
quality)

- business and organisation development;
- to establish a network of advice and support for

firms seeking to acguire and improve capability in
these areas.

Operation of this scheme involves five stages:
(i) Awareness-raising;
(iif Allocation of funds to specific schemes;

{iii) Allocation of scheme funds to specific
projects;

(iv) Execution of those projects;

(v) Monitoring and evaluation.

(1) Awareness raising: - this requires activity at two levels, one
concerned with generally raising awareness about the industrial
strategy and the need for change and the second concerned with

the specific task of raising awareness of the scheme.
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(ii) Allocation of funds to schemes: - the core of this proposal is
the establishment of a network of innovation and specialist
consultancy services, the operating costs of which would be met

in part by government.

Specifically the proposals are:

(a) to establish an innovation consultancy service in which firms
would be visited by trained generalist consultants who would work
with them for up to five days identifying problems and
opportunities and preparing an innovation strategy. The costs of
this stage would be shared between the government (75%) and the
firm (25%). .

(b) the setting up and operation of a series of special consultancy

schemes in the following areas:

- design improvement

1

marketing and export

manufacturing systems (including quality systems)

- business and organisation improvement

These would be funded on a 50% basis by the government up to a total
per firm of 30 days of consultancy. Firms would be free to choose
between the schemes they used up to this limit, but a minimum of five
days consultancy per area would be a requirement of the scheme, in
order to arrive at a sufficiently detailed feasibility study. In the
case of consortia there would be no constraint on their pooling their
allocation of 30 days/firm so as to enable a major consultancy

programme within the consortium.

The Cyprus Industrial Strategy suggested the establishment of 8
special funds; this proposal incorporates six of those under the
umbrella of a general innovation promotion scheme with the above four

strands of support. The main differences are, first, that all these
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schemes are managed within the innovation support programme rather
than as the separate agencies indicated in the original CIS document.
And second, that the funds are primarily available for advice and
consultancy, to promote the exploration and'learning elements of the

innovation process.

In parallel with these schemes the .process of training needs
identification and general consultancy in the area of gkills and
labour which the Industrial Training Authority has begun to operate
would also be taking place so that a f£ifth area of support would be
available.

On this basis the correspondence between the original proposals in

the CIS document and the present proposals are as follows:

CIS proposals (as set out on p265) Current proposals
Design improvement fund Design improvement scheme
Management consultancy fund Business and organisation

improvement scheme

Management equipment fund Business and organisation
improvement scheme

Productivity improvement fund Manufacturing systems
scheme

Technology equipment fund Manufacturing systems
scheme

Export promction fund Marketing and export

improvement scheme

Although it could be argued that R and D support ought also to be

included within this scheme it is suggested that:
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(a) much of the activity under the broad heading 'R and D'
corresponds to design and development work and would be covered

within the proposed design improvement scheme

(b) the preseni system of tax allowances provides some incentives
for R and D activity in the form of relief for current

expenditures and offsets for patenting and related activity.

e

(iii) Allocation of scheme funds to particular projects: - the major

task in operating such a programme lies in the administration
of the schemes, allocating funds to specific projects and
maintaining an overall management role in the subsequent
execution process. Experience in other countries indicates
that it is this stage which is crucial to the success or
failure of innovation support schemes of this kind. 1In

particular, there are several key requirements:

management should be in the hands of a small team with full-time

responsibility for administering the schemes;

this team should not be located within an established part of the
administrative bureaucracy, but should be seen as a separate unit,

working normal business hours and providing a service;

the team should be pro-active in mode of operation, actively
'selling' the schemes rather than waiting for firms to approach
them. This is particularly important if the schemes are to reach

smaller firms;

the team should be highly responsive. Enquiries should be dealt
with rapidly and, if possible, by direct telephone communication or

personal visit, rather than by post;

paperwork should be cut to the minimum necessary to ensure

effective administration of the scheme. Simple forms for
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application and project reporting are important in attracting firms

to use the schemes.

(iv)

(v)

Execution of projects: the responsibility for carrying out
innovation consultancy and specialist consultancy work will be
with professional consultants and organisations. They will be
expected to work to standard terms of reference set out by the
management team which define clearly the extent of the work
which they will be required to do in each firm. Reports - in
the case of innovation consultancy, on innovation strategy and
in the case of specialist consultancy, a feasibility study -
should be made to both the firm and the management team and
must contain a minimum specified level of detail. Payment of
fees will be dependent on the submission of satisfactory

reports.

Monitoring and evaluation : - it is clearly important in a
scheme of this kind that care is taken to ensure probity‘and
integrity in all aspects of its administration and operation.
It 1s therefore proposed to establish a number of specific
monitoring and evaluation procedures, and to use the services
of an outside expert consultant to assist in setting them up

and in developing them during the early months of the scheme's

operation.

Monitoring of the scheme will initially take place in several ways:

(1)

the innovation consultants involved in the initial stages of
the innovation process will remain involved with the firms
during the later expert consultancy phase and payments will
only be approved when the innovation consultant agrees that the
feasibility study report successfully addresses the strategic

innovation needs of the firm.
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(ii) records will be kept on the performance of &all consultants
working with the scheme and those which repeatedly fail to meet
the required standards of quality will be excluded from future

work under the scheme

(iii) the scheme itself will be monitored every six months by an
external agency for a one week period, and this agency will
report back to the Industrial Restructuring Council. .

(iv) a complaints file will be cbmpiled for firms which are
dissatisfied with the workings of the system or the decisions
made. Rather than allow the firms to take these complaints up
with higher authorities within the government system, the
arbiter - in effect their Ombudsman - will be the external
consultant involved in monitoring the sEheme (undexr (ii)

above).

4.2: Operation of the scheme

Figure 3 sets out the proposed location and operation of the scheme
for Cyprus. The scheme would operate for an initial trial period of
three years, at the end of which it would be evaluated in terms of
its efficient operation and its contribution to meeting the

objectives of the Industrial Strategy.

The key points are summarised below:

(1) the scheme will be located within the Industrial Restructuring
Council, using money allocated from the Ministry of Finance to

the IRC;
(ii) within the IRC an Innovation Support Unit (ISU) will be set up

with a full-time staff of three. This unit will report
directly to the Secretariat of the IRC;
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(iii)

(iv)

(v)

(vi)

(vii)

(viii)

(ix)

funds will be allocated to this ISU from the IRC to establish
four innovation promotion schemes. These will cover design,
marketing and export, manufacturing systems and business and

organisational development;

funds will also be made available in the same way to establish
an Innovation Consultancy service and to promote awareness of

the schemes in the industrial community;

one member of the staff of ISU will be charged with awareness
raising and will work closely with the Ministry of Commerce
and Industry, co-ordinating activities aimed at publicising
the schemes with those promoting the Cyprus Industrial

Strategy in more general terms;

the .remaining two staff members in the ISU will be responsible
for the day-to-day administration of the innovation

consultancy and specialist consultancy schemes;

it is recognized that specialist knowledge will be required to
help in identifying-and selecting consultants and in vetting
the results of any work. Consequently it is proposed that
relevant agencies - both existing and those likely to emerge -
be used in this advisory capacity. (Examples would include
the proposed Design College for the design scheme, the Export
Promotion Organisation for the export and marketing scheme and
the Cyprus Productivity Centre for the Manufacturing systems

scheme).

the outputs of the innovation consultancy scheme will lead to
requests for further specialist consultancy work to explore
key innovation issues. The 1ISU will be responsible for

approving this work within the conditions of the scheme;

the outputs of the specialist consultancy phase may lead to
proposals which require some form of investment support. The
ISU will provide the reports from both +the innovation

consultancy study and the specialist feasibility study to
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those bodies which may be able to offer some form of

investment support - for example, the Cyprus Development Bank.
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Figure 3: Proposed operation
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4.3: Further investment support

The proposals described above provide support for exploring and
learning about opportunities for improvement through technical and
organisational innovation. It is recognized that these will often
lead to specific requirements .for investment of various kinds, some
of which may be an appropriate target for further support from
government or other sourcesi.. Howewer, the decisions about whether or
not to support a firm can be made in the light of a much more
detailed level of information (oebtained through the feasibility study

consultancy) than would normally be the case.

Specifically:

- where the investment involves acquiring or developing new skills,
the ITA will already have been involved in a training needs
analysis and their conclusions will be backed up by the reports
from this programme. Funding of expert consultants for long-term
skills transfer or for specific training courses etc will normally

be available through the ITA.

C- where the requirement is for reorganisation - for example, in
setting up a just-in-time system or creating a design department -
then the firm may qualify for an additional tax allowance on
current expenditure. At present such investments attract a total
of 130% tax relief and it is proposed that this be extended to
150% to provide an incentive to firms to innovate in this

direction.

- where the requirement is for an investment in hardware, this
should qualify for an additional 10% tax allowance on the capital

investment - i.e. extending this from 20% to 30%

Clearly such a system needs protection from abuse (such as firms
using it to try and avoid paying tax rather than to innovate).

Consequently such allowances will only be available against a

69



certificate issued by the Secretariat of the IRC through the managing

agents for the scheme.

- vwhere the proposed investment exceeds that which might normally be
made by an individual firm or consortium a case could be made for
some form of special loan through a Strategic Industry Fund
managed by the CDB with a budget of g£im/vear for such major
projects. The same procedure - of initial feasibility study,
expert consultancy and finally application for a strategic loan
could also be applied for consdrtia projects such as the setting

up of resource centres to support key sectors.

4.4: Setting up the scheme - training

One of the main advantages of a scheme of this kind is that it is a
pluralistic model, encouraging the emergence of actors and networks
and stimulating/catalysing entrepreneurial behaviour and creative
problem—-solving. This orientation needs tTo be reflected in the
administration and management which should be seen as agile,

responsive and adaptive.

There are several key skills which will be essential for the
effective operation of this scheme. Becordingly it is proposed that
a training programme be established for the three full-time staff of

the ISU with the following elements:

- familiarisation with key new technologies and
techniques;

- understanding the process of innovation consultancy;

- familiarisation with the operation of similar
consultancy support schemes in other countries;

- training in monitoring and evaluation procedures.

This would involve several elements including visits abroad to study

other programmes, intensive training and assistance from an expert
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consultant in the setting up and development of monitoring procedures.
and a 1-2 week training course aimed at- familiarisation with

technologies and consultancy skills.

4.5: Setting up the scheme - consultants

It 1is recognized that one of the primary requirements '%or the
effective operation of the schemes will be the availability of
suitably skilled and experienced consultants. Although there is a
small pool of such expertise in Cyprus and this can be further
expanded and developed via suitable training, it will be necessary to
bring in expertise from abroad in the short termé In addition the
ISU personnel will have an important role to pfay in establishing
contacts with sources of available consulting expertise both in
Cyprus and abroad, and will need to be supported in travelling and

related activities aimed at establishing such a network.

Experience in other countries has shown the importance of developing
some form of register of approved consultants backed up by.an active
quality control process. Unless firms can be reassured that they are
making their selection from a pool of established and professional
consultants capable of assisting them, the schemes are unlikely to
succeed. Therefore it is proposed that one task of the ISU is to
develop such a register and to monitor closely the performance of

consultants in carrying out work under the scheme.

4.6: Setting up the scheme - timing

The scheme is to operate for an initial three year trial period,
after which it will be evaluated and its performances assessed. A

proposed time~scale for its setting up and operation is given below:
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(Assume decision taken in June, 1989 to procéed with setting up the

scheme)

July to December, 1989 Establishing team
' 8taff training

Development of monitoring
procedures
Consulting network
building
Awareness raising and
identification of pilot
sites

January to June 1990 50 firms supported
External monitoring
exercise

July 1990 to December 1990 50 firms supported

January 1991 to December 1991 200 firms supported
External monitoring
exercise

January 1992 to December 1992 250 firms supported
Final monitoring and
evaluation
Performance assessment

4.7: Setting up the scheme - costs

On the assumption of an average cost/day of an innovation consultant
of £150/day and of an eépert consultant (assuming many will need to
come from abroad) of £300/day, the approximate costs of setting up
such a scheme for a three year period would be £3m, including the
salaries and operating costs of the ISU staff. This would provide

support for a total of 550 firms.

This is based on the following formula:

5 days innovation consultancy support @ 75% of cost

Year 1 100 firms Total cost £ 56,250

Year 2 200 firms £112,500

Year 3 250 firms £140,625
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30 days specialist consultancy @ 50% of cost

Year 1 100 firms Total cost £ 450,000
Year 2 200 firms £ 900,000
Yea?¥ 3 250 firms £1,125,000

Total annual costs:

Year 1 £ 506,250
Year 2 £1,012,500
Year 3 £1,265,625
Total programme costs (3 years) é2, 784, 375

Plus staff salaries and running costs
for ISU over three vears

5.0: Recommendations

(1)

(2)

(3)

(4)

(5)

(6)

Under the present tax allowances incentives, the New Products
Scheme should be re-examined in terms of its current low level
of use and also its appropriateness under conditions of labour

shortage in Cyprus;

Differential support in the form of tax allowances for the
establishment of consortia should be widened from 10% to 20% to

give a clear signal regarding the desirability of such networks;

The tax allowances schemes should be further simplified and

those with a low rate of take up should be abolished;

The General Guarantee Scheme under which the government offers
loan guarantees to firms should be abolished since it has a low

level of use and is costly to administer;

As an alternative the concept of 'consortium' guarantees should

be explored further;

Use of the existing regulatory system should be explored further
as a possible alternative to direct financial incentives for

innovation or for establishing consortia;
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(7) An Innovation Promotion Scheme should be established for .a trial
period of three years, after which it will be evaluated and its
performance and operating mechanisms assessed. This Scheme
should be located in the Industrial Restructuring Council and

will have the following aims:
~ to promote the goals of the industrial strategy;

- to provide selective assistance to firms in 4 key
areas:

- design
- marketing and exporting

- manufacturing systems (including.
quality)

- business and organisation development;

- to establish a network of advice and
support for firms seeking to acquire and

improve capability in these areas.

(8) Selective assistance will be offered by support schemes in the
key areas listed above. Within the schemes , two kinds of support
should be offered:

- innovation consultancy, up to 5 days at 75% of cost
- specialist consultancy, up to 30 days at 50% of cost

(2) In order to promote and administer such schemes, the IRC should

establish an Innovation Support Unit with a full-time staff of 3.

(10)Operation of the schemes should be regularly monitored using
procedures set up by an expert adviser working with the ISU. 1In
addition the schemes should be subject to an annual monitoring

review, conducted by an external agency.

(11)Training to equip the staff of the ISU and others involved in the

innovation support programme should be provided.
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Appendix 1: Sources of information

During the course of this brief study, interviews were held with the
following people (and their colleagues), many of whom also kindly

supplied documents and other supporting information:

G. Hadjlanastasiou, Ministry of Finance

S. Kiliaris, Ministry of Finance

E. Sofronis, Ministry of Finance

F. Sorokos, Ministry of Finance

J. Toannides, Cyprus Development Bank

Ms L. Mylona, Industrial Training Authority

C. Constantinides, Industrial Training Authority
P. Koutourousis, Ministry of Commerce and Industry
A. Malaos, Planning Bureau

P. Karis, Cyérus Chamber of Commerce and Industry

P. Kareklas, Cyprus Employers and Industrialists Federation

75




ECONSORTIA AND THE THIRD ITALY



The Cyprus Industrial Strategy

Consortia and the Third Italy

Robin Murray, Michael Best and Mario Pezzini

1989
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Report on study visits to furniture and clothing sectors in Italy.

As part of the programme of implementation of the Cyprus Industrial
Strategy, two study tours to Italy were arranged whose purpose was

for Cypriot industrialists and relevant public sector officers to:

- get acquainted with the roles, functions and operations of
industrial consortia and their contributions to the promotion of

the 'flexible specialisation' industrial strategy and process in
Ttaly.

- gain knowlédge and practical experience in order to determine ways
and means of establishing and operating industrial consortia best

suited to the requirements and situation of Cyprus.

- observe the application of computer aided design techniques,

notably in the clothing industry.

To this end participants should have a chance to visit appropriate
consortia, industrial enterprises and plants, centres for common
services, firms/agencies¢ specialised/dealing in CAD, and attend

meetings with relevant organisations.
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2. Nature of the report

This report is intended both as a record of the visits, and as a
means of conveying the experience and lessons of the visits for those

in Cyprus who were not able to participate in the visits.

3. Brief summary of the visits

The furniture visit took place at the end of January, and was centred
in Milan in the furniture industrial district in the Brianza region
in the province of Cdmo, and in tﬁe second half of the week in the
Modena province of Emilia Romagna. The clothing visit took place in
March and centred on Carpi, one of the leading international centres

for middle and high fashion knitwear.

A full list of those organisations and people visited during the two
trips is given overleaf. There were 11 consortia and common service
organisations (see figure 1), 9 industrial firms, 2 showrooms, and a

number of industry specialists.

Of the 14 Cypriots who made up the two delegations, 9 were
industrialists, and 5 were from the public and quasi public sector.
The specialist adviser on the furniture ﬁisit was Professor Michael
Best of the University of Massachussets, BAmherst, an expert on the
furniture industry and author of the furniture section of the Cyprus
Industrial Strategy. On the clothing visit, the adviser was Mario
Pezzini, a clothing expert from the University of Modena. The
success of the visit owed much to their organisation and guidance, as
to the staff of the Centro Studi Industria Leggera in Milan, to
Professor Brusco of the University of Modena - one of the principal
architects of the flexible specialisation policies in Italy - to
Andrea Tosi and Giovanni Gorni of the National Confederation of
Artisans in Modena, and to Adriana Zini, the furniture industry

specialist in Ervet, the regional development company in Emilia
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Romagna. We felt privileged to be given such open access to
individual firms and the common service organisations - and we would
like to record the thanks of the participants, of UNIDO and UNDP, and
of the Cyprus Industrial Strategy team to these individuals for
making the visits so worthwhile, and to the Italian industrialists
and centre specialists who were so generous with their time and

hospitality.
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Italian Furniture Visit: organisations and people visited.

1.

10.

11.

12.

13.

14.

15.

Centro Studi Industria Leggera, a private research company
located in Milan, specialising in economic analysis, market
research and technical consultancy in light industry, notably in
furniture. The Director, Professor Massimo Florio, is one of the
leading analysts on the Italian furniture industry and addressed
our group on the first morning.

CIAT, a volume furniture producer in Truggio, Brianza.
Superfici, a factory producing furniture machinery.

Cabiate Produce, an export consortia of 13 small firms in the
town of Cabiate, South of Como.

. FB di Beretta Guiseppe & Co, a chair factory producing primarily

reproduction chairs and a member of the Cabiate consortia.

A municipal commercial support organisation, providing services
for the export and domestic market for some 700 furniture firms
in Cabiate.

. A furniture showrooms consortia, serving primarily the home

market, called Consorzio Esposizione Mobili located in Cantu,
another furniture town in the Como area.

. A second export consortium in Cabiate, this one for medium sized

firms, called Consorzio Marka Italia.

The Milan showrooms of two of the best known design led furniture
firms, Arflex and Cassina.

The Instituto Europeo di Design, a private college, which - along
with the Domus Academy - is the leading centre of industrial
design education in Milan.

Eurocom, an artisan firm of 20 people, producing post forming
laminated panels, using Jjust-in-time systems of production, in
Modena.

Malavasi, a specialist producer of kitchen furniture, in the
Carpl region of Emilia Romagna.

Cavani and Di Mattia, an artisan factory specialising in fini-
shing, as a service to other producers, including Malavasi, whom
we visited earlier.

CESMA, a collective services centre for the agricultural machi-
nery sector. This was a possible model for a collective services
centre for the furniture industry. It was located in Reggio
Emilia.

COFIM, a financial consortia for firms in Modena, with 500
members, and specialising in short term finance.
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16.

17.

18.

Professor Brusco of the University of Modena, one of the
architects of the flexible specialisation policies in Emilia

Romagna, and his assistant, Mario Pezzini, who is a specialist on
clothing.

Adriana 2Zini, the furniture sector specialist of ERVET, the
regional economic development company for Emilia Romagna.

Dr. Giovanni Gorni, of the national federation of artisans CNA).




Italian clothing organisations and people visited.

1.

10.

i1.

Confezioni Alex Suc, a final product firm producing programmed
samples and using just-in-time methods of production (Carpi).

Tellon : Angelo Suc, a sub-contract weaving firm using advanced
technology (Soliera)

Piccinin : Bruno, a sub-contract tailoring firm whose strategy
centres round a skilled workforce. (Carpi). :

CITER, the clothing industry resource centre for the region of
Emilia Romagna. The centre has 500 member companies, 51% of them
in knitwear, and 49% in clothing; 60% are artisans with less than
20 workers, and 81% produce under their own trade name.

CITERA, the computer aided design (CBD) service provided by CITER
for its member firms. It has a data bank of more than 50,000
designs, as well as the more usual CAD facilities.

Centro Dati Abbigliamento, a consortia of 300 sub-contractors in
Carpi.

Video Modo, a sales consortia for showing slides and videos of
members' samples to visiting buyers (Carpi).

The local office of the National Confederation of Artisans (CNA)
in Carpi North, the largest of the 60 local CNA offices in Modena
province. It has 200 member firms (60% of them in clothing and
knitwear), and a staff of 25. The main services provided are
pay-rolling, book-keeping, advice on management accounting,
support of start-ups, and advice on credit and loans.

. COFIM, a financial consortia of 500 firms in Modena.

SIAER, the CNA's specialised information centre for the region of
Emilia Romagna. This office develops software for use in the
Jocal CHA offices, as well as synthesizing the information on
artisans' accounts from local offices in order to analyse
tendencies.

"Andrea Tosi, clothing specialist at the CNA provincial

headquarters in Modena.
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Italian Consortia wvisited.

Furniture

Cabiate Produce (Cabiate)

Figure 1.

Function Number of Firms

Export

Consorzio Espozione Mobile (Cantu) Common showroom 1

Consorzio Marka Italia (Cabiate)

Clothing

Centro Dati Abbigliamento (Carpi)

Video Modo (Carpi)

CITER (Carpi)

CITERA (Carpi)

Agricultural Machinery

CESMA (Reggio Emilia)

Multi—sectopal‘

COFIM (Modena)

Export

Data bank of sub-
contractors

Sales consortia

for showing slides
and videos of samples
to visiting buyers

A real service

centre for the
regional clothing
industry, directly
providing information
on markets, technology
and fashion trends

CAD and fashion
data bank

Regional real services
centre for information

15 artisans
20 artisans

9 medium
sized

300 sub-
contractors
90%artisans

40 artisans

500, (60%
artisans)

As for
CITER

170

and advice on marketing,

training, technologica
innovation, machinery
'Thomologation' and
certification

Financial consortia
for providing
guarantees for bank
loans to members
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CNA (local office in Carpi North)

SIAER (Modena)
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Pay-rolling,

bookkeeping,
accounting advice,
start-up support,
financial advice

Software services
for CNA network

in region of Emilia
Romagna

300
artisans

9 provin-
cial
organi-
sations
of CNA



4. Marketing Consortia

The retailing system in Dboth furniture and clothing 1is less
concentrated in Italy than it is in the UK and the United States.
Firms like Bennetton and Stefanel in Veneto in the North East have
developed co-ordinated systems of production and distribution based
on franchised retail outlets and dependent sub-contractors, but such
vertical integration is rare. Instead, the more traditional forms of
trade fairs, wholesalers, and urban retailers comprise the main

outlets within Italy itself. !

In many of the industrial regions like Carpi buyers come to the
district and travel from firm to firm, but where there are 900 final
product clothing firms (as there are in the province of Modena) and
700 furniture firms (as there are in the village of Cabilate) there
are clearly limits to the number of firms any one buyer may visit.
While an individual small producer may establish regular relations
with certain wholesalers or retail outlets, it is clearly difficult

for them to reach an export market.

In Carpi, 40 of the 150 artisan final knitwear firms have recently
established an office with a single worker'called-Video Modo. This
was in response to the need of the smallest firms who could not
afford their own agent. Buyers visit the office, are shown slides
and videos of the samples of member firms, and are then directed on
to the firms in whose products they are interested. There is no
attempt at quality control. The office is purely an information
centre. It conducts research on clients and on Italian agents, and
earlier this year held its first exhibition of clothes for German
buyers. In its first full year of operation, 1988, it was visited by

200 buyers, 30% of whom were from abroad.
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The Centro Dato Abbigliamento performs a similar role for sub-
contractors. From a desk in the Carpi Chamber of Commerce, a single
officer runs a databank on the 300 sub-contractors who have Jjoined
the consortia. When a final firm rings up, the Centro matches the
final firm's requirements (type of machine, level of quality) to the
data bank and gives 5 names of sub-contractors who have the current
capacity to carry out the order. There is no mechanism of quality
control for the Cenitro sees its task as one of a clearing house

rather than a broker.

In the Brianza furniture district between Milan and Como the forms of
joint marketing are more extensive. In Cantu, for example, the
Consorzic Esposizione Mobile (CEM) - established in 1949 - runs a
large 4 storey, 6,000 square feet showroom for its 120 artisan member
firms. It does not sell directly, but rather acts as a broker
between buyers, designers and architects on the one hand and
artisanal firms on the other. When we visited there were more than
800 different pieces of furniture on display. Had we been buyers, we
would have visited selected producers, who would have made to order
for delivery within 40-60 days. CEM operated an inspectorate to
ensure that the furniture was produced locally, and there was also a
system of quality control. Where orders were large, CEM would
allocate the work amongst its members. It also formed a link between
local architects and designers and artisan producers. CEM was one of

three such common showrooms in this small town.

A few miles away in Cabiate, we visited two export consortia. The

first Consorzic Cabiate Produce was an organisation of 15 artisanal

firms, employing between them 150 workers, and with total foreign
sales of $4 million in 1987. It employs 4 people in a central office
and 2 in showroom/warehouse, and has started to engage architects to -
produce designs. Most production takes place to order - though
recently there has also been some output for stock. The orders are
passed to producers, who set the price on the goods, to which the
consortia add a mark-up. Where the price appears too high, the
consortia will discuss the basis of pricing with the producer, and

there is some sharing of technical advice in this way. If the output
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Samples from the output of the consortia Cabiag
produce. These are traditional Italian styles,
hand-carved, and sold on the Italian and world

markets. All are the work of artisan firms.




of a member is not selling, the consortia will look at the product to
try and determine why, and if there is no immediate remedy, the

committee may allocate orders for other products to that producer.

The Consortia was started in 1973 and required regular injec;tions of
cash from its members until two years ago, partly because it was
building up its assets (the fine offices and warehouse stands beside
the village green and is wholly owned by the consortia - firms
joining have to pay an entry fee reflecting the value of these
assets) - and partly because of a long learning period. Thinking
back over this period, the consortia chairman - who specialised in
producing beds - said that they had been under financed, that they
should have realised earlier the importance of expert help, and that
they had relied on highly crafted traditional designs and were only

recently introducing modern ranges.

Yet, in spite of these early difficulties, the consortia is now
strong, exporting to the US and Japan as well as Europe, in high
value added market niches. Its experience alsc indicates how co-
operation on sales leads also to specialisation in production - they
"try and ensure that not more than one member produces a particular
line of goods - to sharing of technical information, and to new ’

developments in design.

- It was in design that there was the strongest contrast with the

second consortia in Cabiate, Marka Italia, which comprised nine

medium sized manufacturers, serving only the export market. The

firms had their own designers, or employed architects on a contract
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Cabiate's modern furniture.
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basis, and the consortia itself had employed an architect to design a
distinct "Marka Italia" line. They have a more rapid delivery time
than the artisans (from one to a maximum of thirty days) and more

formal quality control.

In general, export and marketing consortia are one means of sharing~
overheads. They have been greatly encouraged by state support -
national and regional funding covering up to 50% of a consortia's
running costs - whose policy has been to prorﬁote colle¢tive action
rather than subsidise individual firms. The clothing services we
visited kept themselves strictly confined to am informational role:
the furniture export consortia, on the other hand, played a more
dynamic role, léading' to collective initiatives in design, in quality

control and some elegnent of technical advice.
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5. Centres for real services.

Centres for Real Services have been promoted by Italian local and
regional government during the 1980's to extend co-operation beyond
the relatively small number of firms involved in particular marketing
or production consortia. Ervet - the regional development agency in
Emilia Romagna - has started 10 such centres, 6 of them sectoral - in
ceramic tiles, «clothing <and garments, footwear, agricultural
machinery; construction and metal materials - and the others relate
to export promotion, training, innovation, and sub-contracting. We
" also collected information on similar 'service consortia' in the shoe
industry (Lucca), and in clothing (Biella, Prato, Empoli).

!

i
We visited two of the most successful ones, CESMA - which provides
services for the agricultural machinery industry in Emilia Romagna,

and CITER which serves the clothing industry in-the same region.

CESMA

CESMA was established in 1983 and now has 170 member firms. It
provides market intelligence, domestic market surveys, export market
analysis, and overseas marketing support; it helps design and
organise training programmes, and runs management courses for the
membership; it diffuses technological information, identifies
transnational industrial co-operation agreements, promotes innovative
pilot projects, assists companies with procedures to get access to
funds for new product development, designs, co-ordinates the
manufacturing of, and tests, prototype equipment, and helps introduce
advanced management techniques. Perhaps most wvaluable of all, it
addresses one of the main problems for exporters of agriéultural
machinery - the different national norms and standards, the varying
regulations and procedures, and the range of testing procedures which

act as barriers to non domestic firms.
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CESMA's strategy was to appoint - through head hunting - a senior
multinational manager who had worked for Fiat, John Deere and
Lamborghini, someone who knew the export field well, and who is now
putting his expertise and networks of international contacts at the

service of the local Emilian firms.

CITER, (Centro Informazione Tessile dell'Emilia Romagna), is a

textile and clothing industry information centre for Emilia-Romagna
that was founded in 1980 as a  limited liability consortium. The
founding members were ERVET, three artisanal associations including
CNA, and two industrial associations. Today of 500 member companies,
51 per cent are in knitwear and 40 per cent in clothing, 60 per cent
are artisan companies and 40 per cent industrial companies, and 80
per cent produce proprietorial products (as distinct from being sub-
contractors) non-member companies include companies, design studios
and technical colleges throughout Italy. CITER is governed by member
companies which annually elect a 19 member board of directors made up
of representatives of companies, ' government, and productive
associations. It is managed by a presidents office of three and a
staff of 14. Staff members can call upon over 40 consultants for

specific projects.

CITER provides three types of support services to firms: fashion,

market, and technology.

The most distinctive feature of the clothing industry is the
sensitivity of orders to fashion. Even small firms that choose to
counter the mainstream have to be aware of fashion trends in order to
differentiate their products. In the "planned" market segment,
fashion trends are set between 12 and 15 months before the season in
which they are marketed. This means making choices in theme,

material, colour, style, shape, cut and trim.

Consequently the first service of CITER is collecting and

disseminating fashion information. CITER's staff acts as a fashion
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information centre for the industrial district by maintaining close
contact with the international fashion creating centres. This
involves attendance at exhibitions and fashion ‘shows; discussions
with purchasers, designers, researchers and material producers; and
awareness of media uses and construction of cultural symbols.
Fashion information is made available to companies by meetings,

publications, video presentations, and consultation.

The second service of CITER is marketing which includes the tracking
of competitor developments around the world. The development of
world-wide excess supply has led CITER to assist firms to drive down
the 12 to 15 month lead time between the presentation of collections
or samples and deliveries to outlets typical of the "planned" system
of production. The result is the development of "semi-planned"
production methods which have reduced the 12 to 15 month period to
between 2 and 3 months. Not surprisingly, this means radically

altering supplier relations.

Under the "“"semi-planned" system, companies rely upon fewer suppliers
with whom +they have more intimate relations. Reducing time can
quickly escalate costs for it is costly to requisition and produce
the right button, buckle or yarn on the spot. Thus the semi-planned
approach reduces the risk of guessing wrong on fashion but increases

the costs and reduces the ranges that can be offered.

A third strategy, "ready fashion", is emerging which can deliver
orders in 15-23 working days by introducing 5 to 6 new pieces each
week to a limited distributional network. But even more so than with
the semi-planned system, the range of clothing is limited to inputs

that can be produced in short order.

The microelectronics revolution is impacting on the viability of
competitive strategies. CITER, in <co-operation with ENEA (the
Italian Atomic and Alternative Energy Agency which maintains

considerable expertise in high technology) has developed a computer
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aided design system that can subsfantially reduce the time and costs
of preparing samples from which retailers and wholesalers order for
upcoming seasons. Over 50,000 entries have been entered onto a
computer memory including colours, drawings, sketches, stitches,
images and materials. These entries become data from which a
computer programme can generate a virtually infinite wvariety of
colour and pattern blends. Collections can then be created on the
screen and printed on high-resolution graphic paper, as opposed to -
made up in the actual materials. It becomes possible to experiment
with styles and combinations that would have been prohibitively
expensive before. CITER staff members estimates that the cost of the
CAD system will be under £50,000.

Although members can use the system at CITER's offices, the centre's
aim is to have the equipment inside the firms, since they see the use
of the system as a means of daily learning, and of being stimulated
in the development of new designs. It is the difference, for a
designer, of having a book of designs on their shelf as against being
able to use it in a library. The centre has thus begun a programme
of training and explanation to members in the use of the CAD system -
they have spent 3-4 hours with more than 200 firms to date - an§ over
the period of the systems development they have seen an increase of

50% in the use of CAD within member firms.

¢

CITER's philosophy centres round training as much as information.
The organisation was formed out of training programmes in the 1970's,
and this has continued to be a theme of its work. Learning may be a
better word, for this is how they see the reéular discussions which
take place between industrialists at CITER, as well as the process of
information provision, or of the CAD services. They are currently
developing new training projects in design for post graduates (with
50% of the time spent at the University of Modena, and 50% in CITER
gaining professional knowledge) and in the use of CITERA. The
problem of combining information services and training, however, is -
according to the Centre's director - that the former has to be
flexible and geared to the time of the firm, while the latter

observes the more stable time of the school.
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The success of CITER is reflected in the continuing growth of
membership, in the high professional standards of the services which
we saw, the regular quarterly information material on markets,
fashion trends and technology, and finally in CITER's expansion
outside the region. It now has clients in Tuscany, Umbria, the
Marche, and 50 companies elsewhere. The Italian government is
promoting a CITER type organisation in the South of Italy, and CITER
itself is advising on the establishment of clothing service centres

in Morocco and Algeria.

The Director's advice for the establishment of such a centre was
fourfold:

- to allow a long period for development;

- to ensure that there_are substantial public funds
so that the scale of charges is not so high as to
discourage diffusion, and so as to allow the finance
of new projects like CITERA (whic¢h took four years to
develop);

- to try and provide information and skill together,
aware of the organisational tension which could arise
between them;

- to get new technology systems (like CAD) into the firms

themselves.

Her view of the\1990‘s was that the very small firms would have to
grow -~ both sub-contractors and final firms would need to have, say,
25-30 employees to cope not just with fashion and new technology, but
the simultaneous linking. of both of them with quality, advertising,
price and internal innovation. However, with an effective common
services centre (and we could add with othgr joint services such as

the export consortia) she saw no reason why firms of this size should
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not be internationally competitive. The distinction was between
small/medium and very small firms. In Emilia Romagna it was the very
small sub-contractors - the great majority of whom were not in CITER,
and who had neither the time nor money to gather and use key
technological and commercial information - who were the weaker part
of the industry. As we saw from our visits and more general
discussions, the danger for the very small sub-contractors was that
they would rely on longer hours or lower pay rather than invest in

their own upgrading.

6. The CNA and the provision of business services

The National Confederation of Artisans describes itself as a union,
and many of its features are more reminiscent of a union than an
employers association. It puts great emphaéis on health facilities
for its members, and on the standard of living and welfare of its
members when they retire and become pensicners. Perhapsl the closest
parallel is with a farmers union. 1Indeed, the position of artisan
firms in Italy shares many of the characteristics of . family farms.
Officially an artisan firm must employ at least two family-members,
and not more than 18 people (other than family members and trainees).
Those we visited were either centred round family members or friends.
Like farmers varying thelr work with the seasons, so the artisan
firms vary their workload according to demand, calling on extra
family members when work is particularly intense. The artisan firm
provides a flexible workforce in the same way that a family farm
does, and it likewise shares the mixture of independence and co-
operation, and the sense of traditional skill that characterises

traditional peasant farming.

The CNA was started after the second world war to strengthen the
arfisan sector in its competition with larger firms. On the one hand
it provides basic business services - accounting, financial advice,
pay-rolling and so on. On the other it acts as a continual champion
of modernisation: of internal management as much as productive

technology. It has established specialist organisations to encourage
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the spread of informatics, new technology, & managerial and manual
training. Its sectoral associations provide research and information
on industrial trends, and circulate information and encourage
discussion between producers. It has participated in the creation
and operation of the centres for real services, and of financial co-
operatives. It thus acts as a champion of the artisan sector - both
politically, and through attempts to provide the services that would

be available to. larger firms.

The importance of the CNA is visually evident. 1Its main office in
Carpi is a tall, wide office block, which reminds one of a financial
institution. The branch in Carpil North was also modern, and employed
25 people (24 of them women) - mainly accountan%s and clerks -~ to
service the 900 member firms. Firms pay $300 a year for membership
(receiving in return a range of information on tax chahges, labour
contracts, developments in their sector, as well as notification of
CNA discussion and briefing meetings), and further fees for
particular services ($20 a year per pay-slip for pay-rolling, $350 a
year for simple bookkeeping, $25 to be a member of one of three local
financial co-operatives which provide loan guarantees at reduced
interest rates). Thus the CNA does appear as a business services
firm with a difference - for it not only provides these services to
individual members, it also encourages its members to work together.
It represents them in national wage negotiations, and politically. A
measure of its success is membership: 12,770 members in Modena
province, 65,486 in Emilia Romagna, 340,000 in Italy as a whole.
Nationally the CNA employs 7,000 people, and we should remember it is
only one of four artisan associations organised this way. The
resulting political weight is reflected in the legislation which has
beenh passed in support of artisans, from simplified regulations and
tax administration, to favourable tax treatment, support for

infrastructural projects for artisans, and so on.
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Financial Consortia.

There are some 100 financial consortia in Italy (consorzi fidi). The
majority of them are local, and are financlal co-operatives of local
firms whose function is not to make loans themselves, but guarantee
loans made by banks to their members.. They are primarily concerned
with short term loans, (up to 18 months); longer term loans (18
months to 7 years), are dealt with by regional consertia, composed of
constituent provincial consortia, and there is also a national
organisation - the Federation Confidi - which acts as a continuous
link between the comsortia and the Government in Rome. The structure
is therefore co—operati?e and federativé, each higher layer emerging

from the lower one, rather than being a top down unitary structure.

We visited the local consorzio fidi in Modena (COFIM). It was
started in 1981, on the initiative of 12 people, principally in order
to provide more accessible and cheaper working capital. It now has
500 members, 95% of them employing betweem 10 and 200 workers, 85% of
them with less than 100. Its membership is of small and medium size
enterprises, not artisans, and comprises all the most important
Modenese firms, and 25% of all firms in this category in the area.
It has ‘a staff of 23 people working from the local Chamber of

Commerce building.

Its manner of operation is as follows:- a firm seeking a loan
applies both to COFIM, and to any of the seven banks associated with
the scheme. Both the bank and COFIM assess the project, and the
application is then put before COFIM's executive committee composed
of 18 people, 15 of the member industrialists drawn from different
sectors, plus one each from the Chamber of Commerce, the municipal
council, and the provincial authority. The committee decides whether
or not to provide the guarantee (in 98% of the cases it decides in
favour). If the bank also agrees, then COFIM provides a guarantee of
between 10% and 50% of the bank locan. The majority (70%)-are for 25%
backing though originally 50% was the rule. Decisions are normally

made within a month of the application.
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If the member firm fails to repay the loan, the consortia repays the
bank, either out of its accumulated funds, or from guarantees given
by its individual members. Details are given in the constitution
attached as an Appendix. The risks are small, however, for the

following reasons:

a) COFIM has built up reserves from:

- a commigsion of 0.5% on each loan guaranteed by the
consortium

local government grants

a small membership fee which firms pay on joining, (£85)

- the reserves comprise about 5% of the outstanding guarantees.

b) the firm receiving the loan gives the consortium a promissory note
worth 1/15th of the value of the guarantee, which is given back

one year after the loan is repaid

c) loans are restricted to 5% of the borrowers total sales, plus 2
million lire (£870) for each worker. A firm with turnover of £1
million, and 30 workers, would thus be able to borrow some £76,000

under the scheme. The average lcocan is, in fact, around £65,000.

d) the failure rate is very low. Whereas in normal commercial loans
Italian banks expect a 7% failure rate, COFIM guaranteed loans

have a failure rate of 0.08%.

Principally, because of the low failure rate, banks have been willing
to cut their rates on COFIM backed loans, at firét 1-2% below the
normal loan rate, now up to 4% below the normal rate. In addition,
where reserves are more than adequate, COFIM 1itself can give a
further subsidy to the rate. The low failure rate has also allowed
the progressive reduction of the proportion of the loan that COFIM

guarantees.
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COFIM has grown rapidly. 1In 1988 it guaranteed 250 loans valued at
40 milliard lire (£17.4m), and in 1989 volume is due to rise 25% to
50 milliard lire. Originally only two banks were involved in the
scheme. Now there are seven and new banks coming to Modena approach
COFIM as a channel to what, from a formal point of view, is a

fragmented local industry.

What lessons can we draw from the success of COFIM?

Firstly, instead of offering the security of an asset, COFIM is
offering the security of trust. This is the word used again and
again by the staff and officers of COFIM. Put $ore generally, the
financial transaction is not undertaken between anonymous parties,
but between those who have close social relations. Thus the Vice
President told us that the high proportion of approvals by the COFIM
Board was principally because members only submitted schemes they
really believed in. They knew they had a reputation within the area
which they wanted to maintain. The counterpart of this was trust by
the committee members of the consortia and, a further consequence, a
feeling of obligation to repay by the borrower. As one borrower was
reported as saying: "When I borrow through the consortia I lie awake
at night thinking how to repay it; when I borrow from a bank, I lie

awake at night wondering how not to repay it".

Secondly, part of this close social relationship is a question of
information. The industrialists on the Board know the applicants in
a way in which no branch bank manager normally would. They may have
grown up together, done business together, even worked for one
another. Lacking this information, commercial banks tend to fall
back on guarantees, as security against risk. One part of risk is

lack of information about the borrower.

Equally, the fact that all main sectors are represented on COFIM's
board means that applications will be considered by those who know

the industry. The Board 1is elected every three years by the
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membership, and this means that those appointed are trusted by fellow
industrialists in the same sector. They will be in a position to
advise any applicant on his or her project through their practical
knowledge of the industry - again a form of information which a
branch bank manager rarely has. COFIM is, therefore, a means of
moving beyond the loan transaction as an arms length deal with highly
imperfect information: it allows the process of lending to become a
two way process of project improvement, as well as a more substantive

personal assessment.

Thirdly, this active role played by COFIM ’in the process of
commercial lending is in the process of being extended.- With its
associated banks, COFIM has started special loan schemes for
particular types of investment it considers important for the
efficient operation of its members. Over the past five years there
have been a number of these schemes covering: new technology;
computerisation; marketing; investments to improve product quality;
to process waste; and to upgrade the physical conditions of workers.
The March 1989 edition of its quarterly newsletter carries an
advertisement from the Banco S. Geminiano in collaboration with COFIM
to lend up to 200M lire per firm (£87,000) for investment in advanced
tertiary sector firms for studies, research, investment in machinery
and so on. COFIM is thus becoming a sector strategic institution for

the main industrial branches in its locality.

It also sees itself as a source of financial advice on suitable

financial instruments, or alternative potential lenders.

Fourthly, critical to its successful operation is control by its
members. Given that the risk is being taken by the members it is
clearly appropriate for the members - through the elected Board - to
determine who, from among themselves, receives the guarantee. In
most countries, such risk funds and guarantees coming from other
sources, notably the state, would not generate the same relations of
obligation, and information as the Confidi system does. Indeed, the

local communes have come to see COFIM as a much more adequate channel
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for loan funds than any publicly controlléd financial institution.
Once the principal of control by members is accepted - as it has to
be for the system to operate - it follows that higher level
institutions must likewise be controlled from below. The regional
consortia for Emilia Romagna for example is controlled by the 16

provincial consortia in the region.

There are, of course, limits to COFIM. Most evident is the term of
the loans. THere is a clear need for medium term finance through a
similar institution - one that unites industrial and local knowledge.
This is the purpose of the regional consortia but, as yet, the one
for Emilia Romagna has had difficulty in getting going for what were
said to be legal and political reasons. It may be indeed that it is
difficult to operate such an 'institution of trust' on a regional

level.

Similarly, COFIM recognizes the need for equity and other forms of
risk capital, but says it is not ready to enter this field. Indeed
we were struck by the emphasis on prudence, of keeping to what was
the original intention of the institution, in other words to
specialisation. We got the impression that COFIM was pulling back
from becoming a conglomerate intermediary in the financial field. It
was sticking to offering what it felt it could achieve, and not
making too many demands on its members. In this it follows a pattern
common to the industrial support institutions in the region:
specialised, with a small secretariat, and a reluctance to diversify.
This may be a limit to the institution, but not to the system, for
where needs are clear, new institutions have been started to meet

them.

The root of COFIM's success has implications well beyond the
provision of short term finance. One way it could be viewed is as a
union of borrowers who, by coming together, are in a stronger
bargaining position over interest rates with the banks. But this is
too limited. The principal lesson is that market relations - in this

case money lending - can be a means of learning, and that this
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learning is often most successful when the exchanges are undertaken
within the context of rélations' of detailed local knowledge and
trust. It may, indeed, be one of the advantages of local industrial
districts that such relations are stronger there than within, let
alone between large firms; Certainly it is striking that it has been
the local banks, with their head offices in Modena or the surrounding
region who have been the first to make agreements with COFIM. They,
too, have emphasized the relations of trust with COFIM and its
members - relations which are necéessarily more difficult with the
branches of national or multinational banks. When market relations -
whether of finance, or other goods and services - take place between
firms which 1lack such mutual knowledge and trust, it imposes an
objective further. cost on the transaction. In this sense COFIM
offers benefits not merely to its members but to the industrial

district of which it forms a part.
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7. lessons from the Third Italy

First we witnessed directly how industrial districts of small firms
could be consistently successful on home and export markets. Large
scale was not the sole passport to success. Cabiate - a town of
6,000 people - had 700 furniture firms in it, employing 3,000 people,
and exporting a significant part of its output. Carpi, with 60,000
inhabitants, has 2,000 firms in the knitwear and clothing industry,
of whom 70-80% are artisans, and accounts for one quarter of all
Italian knitwear production. Prato - which two of us later visited -
is a town of 160,000, with 14,000 clothing firms, and accounts for
more than 20% of Italian textile exports. Cyprus industry has often
been criticised for its small firm structure. Almost all the firms
we saw were smaller than the .firms of the Cypriot industrialists
visiting them. Firms can therefore remain small and still be strong
in international competition though, as we have noted, one clothing
specialist we met thought a size of 25 workers would be necessary in
the 13990's.

Second, underlying this success was a distinct strategy which
emphasised design, quality, and respdnsiveness. The furniture we saw
in-the Brianza area was highly crafted, made to traditional designs,
or to modern designs supplied by independent designers and
architects. In the small Carpi firms, the main design work was
undertaken by family members, developing design trends established
elsewhere. This is why the CAD system and the fashion data bank
developed by CITER are so important, as wéll as 1its fashion
forecasting facilities. In Prato, the industry produces 80,000
different design samples a year, many of the sample producing firms
having their own aesigners, using CAD systems, and working closely

with their regular customers.

The design and quality, geared to the middle and upper ends of the
respective markets, were one factor which allowed these small firm
districts to compete against the volume producers. Another was their

responsiveness. Leaving aside the firms that produced the samples,
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The FB artisan furniture factory in
Cabiate during the lunch hour. It is
a family firm with 19 workers. Note
its specialisation on chairs, the
craft nature of its product, and the
extensive dust removing equipment
which was a feature of all the
factories we visited.




all but one of the firms we saw produced for order not for stock. 1In
Carpi 55% of the firms produced for Carpi's own final firms; 25%
produced on demand for wholesalers and retailers elsewhere in what
was known as the Pronto Modo or Fashion Ready sector. In both cases
they were effectively manufacturing service industries, whose key
resource was quality and the capacity for prompt delivery. The Table

shows the delivery times of the firms we: saw:

Production periods

Days
Cabiate Produce 60
CEM 40-60
Marka ITtalia 1-30
Calvani and di Mattis
(furniture finishing) 10
Malavasi (kitchen furniture) 20
Eurocom (post forming) 1
Prontomondo (clothing) 15-23

Semi-planned clothing firms 60-90

A third lesson was that the small firm industrial districts had a
number of advantages over large firms in following such strategies.
One was that the sheer number of firms contributed to the wide
variety of designs that we saw - for example in the common showroom
in Cantu. Another concerned labour. Many of these lines of
production require high skill. This was passed .on between
generations in a family. The fact that family members tend to stay
with the family firm means that it is worthwhile for these firms to
invest in training. The flexibility of family labour was a further
factor, with older relatives and women being brought into production
at peak times. Sharing out work with other firms was another way of
spreading the peaks for any one firm. As far as longer term cyclical
fluctuations were concerned, we got the impression that both entry
and exit were relatively easy for the artisans, there being 1little
stigma attached to closing down a firm and working for someone else.
In this sense, Italian manufacturing was similar to the small scale

building industry.
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We engquired about wages, and the extent to which labour costs were a
significant factor in the growth of these small firms. Some
industrial districts have lower wages than large scalg industry, and
the artisan legislation does exempt artisan firms from some aspects
of the labour laws. Italian research, however, suggests that the
wages in industrial districts are close to the national average, and
this was the information we were given from the plants visited in
Emilia. In as much as there is a tight labour market, non family
members can be expected to move to larger firms, and this would tend
to equalise wages between the small and large firm sectors. One of
the important points is that Emilia has moved from being a relatively
low wage economy in thg 50's, to one of the most prosperous in the
80's. This reflects their shift from a pattern of low- wage sub-

contracting to the present design intensive, high value added output.

The fourth lesson is the importance of locality, economically,
socially and politically. At a time of increased internation-
alisation, and the geographical diffusion of economic 1linkages
(France is a notable example), here were integrated local economies
which were highly successful on world markets. The historical role
of Italian towns and ‘'city states' is clearly one part of the
explanation. So are the agricultural communities of +the share-
cropping regions; many of whose members and institutions have been
carried over into the industrial districts, as Mario Pezzini explains
in his account of Emilia Romagna in Appendix 2. But the role of
politics is also important, since both the Communists and Christian
Democrats within the towns of the Third Italy made it an explicit aim
to develop their urban economies against the large scale production
of the North (and its political support from Rome) during the post-

war period.

One important policy was the retention of 1locally controlled
retailing, and the use of land use planning powers to restrict the
growth of multiple retailers. Dispersed distribution, and close
local retailer-producer links have been one of the conditions for
Italian small firm growth. Other policies have been centred on the

active municipal encouragement of consortia and common services for
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local industry, ranging from industriél parks, to training, finance,
and marketing. What has also distinguished these areas is the
relative consensus achieved politically - and actively sought for -
the Communists in the 'red' districts such as Emilia and Tuscany, the
Christian Democrats in the ‘'white' districts of the North East.
Politics, in short, has been a crucial ingredient in the economic
success of the districts, in terms both of the economic

infrastructure provided, and of the  municipal cohesion achieved.

The cohesion and trust between the producers has been a necessary
condition for the specialisation of production that has developed,.
and for the way in which‘collective economic institutions provided
common services have worked. Specialisation and common services have
éllowed the district as a whole to match, in many areas, the
specialisation of function normally found only in large firms. The
services provided to a branch plant by head office have been supplied
in the industrial districts by the collective organisations.
Competition between firms within the industrial districts is not
eliminated, but is contained within a social and institutional

culture of co-operation.

Interestingly, large firms are now realising the importanée of a
common culture within the firm - such as that found between firms in
the TItalian industrial districts.. Only shared values, and a degree
of trust allow for the decentralisation of operations which is
necessary for innovation, flexibility, and effective quality control.
But it is much harder for a firm like IBM to create such a culture
than it is for the industrial districts of Italy, and this is one of

the crucial assets that the latter has in international competition.

Another distinct feature of the districts is the form of control of
their common service institutions. Whereas in a large firm branch
plants and the head office services provided to them are controlled
from the centre, in the Italian districts they are controlled by the
users. This is a fifth major lesson. In each case we looked at -

the export consortia, the common services centres, the financial
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consortia, or the common showrooms - the lines of control ran from
the bottom upwards rather than the top downwards. The officials
providing the service were subject to the users rather than a
corporate chief executive or the officers and politicians of the
state. The municipalities indeed have placed great emphasis on not
intervening directly: they may have a representative on the Board,
they will provide finance either directly or indirectly, but the
service itself must be run and partially financed by those for whom
it is intended. This has been one of the secrets of the district's
success, for it has avoided clientalism, and kept the services

disciplined and relevant to the needs of the users.

All these lessons have relevance for Cyprus. In terms of size and
technological 1level, the firms we saw were parallel and, in some
cases, behind those of the medimm sized Cypriot firms. There was a
similarity, too, in the strength of the family firm tradition, and
the extent of the close informal linkages between different
producers. Where Cyprus has ground to make up is in the development
of specialisation, design capacity, a high overall level of skill
and, above all, the institutions for co-operation and the provision

of common services between firms.

The last of these is, in +the Cypriot case, almost certainly a
condition for the others. Without collective action, the great
majority of Cypriot furniture makers will find it extremely difficult
to compete with the Italians once the tariff walls come down. The
same is true for many parts of the clothing industry. During both
visits there was considerable discussion on how common action could
best be carried forward in Cyprus. In Appendix 3 Michael Best
outlines two paths for the Nicosia furniture maketrs, and Appendix 4
contains a brief discussion of the Limmassol bases A-Z consortium,
which is following one of these two paths. 1In the case of clothing,
it is agreed that the first priority was the development of a common

resource centre.
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Since one final lesson of the Italian visits was that building these
institutions takes time, we finish by underlining the urgency for
action in Cyprus. As we said in the Cyprus Industrial Strategy, the
first responsibility for the new direction 1lies with the
industrialists and their organisations. For the government the tasks
are to consider the necessary supporting role it can play - in terms
of financial incentives, training provision, industrial estate
policy, and financial support for the sector based initiatives.
Training and financial incentives are well in hand. What is now
needed is for some public financé to be made available to encourage
the industrialists to develop the common institutions which have been

so clearly at the heart of the. Italian success.
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Appendix 1

CONSTITUTION-
OF
THE CONSORTIA OF
SMALT, AND MEDIUM
INDUSTRIES IN THE
PROVINCE OF MODENA

(COFIM).

Translated by Amelia Mills
March 1989
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COFIM

Credit Consortium of small and
medium industries of the Province
of Modena

- cooperative society limited -

n. 11988 reg. firms tribunal of Modena

41110 Modena, Via Ganaceto, 134
telephone (059) 22 25 29

Constituted through the initiative of

- ATA (Carpi Clothing Industries Association)
- ATIM (Modena Industrialists Association) ‘

- API (Modena Swall and Medium Industries Association)

and under the auspices of

the Chamber of Commerce, Industry, Crafts and Agriculture of the

Province of Modena.

Constitution

approved with deliberations of the Constitutive Assembly of 9.4.1979
and modified with deliberations of the Extraordinary Assembly of
11.12.1979, of the Extraordinary Assembly of 27.4.1981 and of the
Extraordinary Assembly of 7.5.1984.
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CONSTITUTION

Art. 1 - LOCATION OF OFFICE

The Cooperative Society of limited responsibility named:

- COFIM - CONSORTIUM OF CREDIT BETWEEN THE SMALL AND MEDIUM
INDUSTRIES OF THE PROVINCE OF MODENA - Cooperative Society of

limited responsibility.

is located in Via Ganaceto 134 c¢/o the Chamber of Commerce, Industry,

Crafts and Agriculture of Modena.

Any change of address of the office is at the discretion of the Board

of Directors.

Art. 2 - DURATION

The Society will continue in existence until 31.12.2010 but could be

extended beyond this.

Art. 3 - PURPOSE

The Society exists to assist and facilitate its own members with
financial transactions with banks dealing with liquid assets and real

estate leasing.

To achieve this aim it will give real and 'non real' guarantees, and

also guarantees to third parties and may Jjoin cooperative Consortia
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or .federations, associations, and other consortia whose activities
may be useful to the said Cooperative Society. The Society may
perform all the legal procedures and contracts of a movable and real
estate nature and any other activity, even if not strictly provided
for in the Constitution, provided that they are useful to the

realization of the aims of the Society.

Ih the case of movable and real estate operations the Society may
provide the necessary guarantees to facilitate the lease of movable

goods and real estate.

Guarantees from third parties will be accepted to be used together
with the credits given by the members, as well as those sums of money
or those financial guarantees that will be offered or loaned to the
Cooperative Society with no profit purpose by public or private
societies, which will however renounce any right of petition and any
recovery action. The funds of the Society may be invested in shares.

and bonds.

In particular, the Socilety may proceed, according to the guide-lines

indicated in the present constitution:

a) to draw up one or more adgreements with Credit and Financial
Institutions;

b) to establish one of more Risk Funds;

¢) *to determine the guide-lines for the use of the credits pledged
by the members and third parties.

The Cooperative Society has aims of mutuality, hence:
a) it does not seek profits;

b) +the division of reserve funds between the members is forbidden
within the period of existence of the society;

¢) the entire residual assets after the liquidation of the society
will have to be distributed for purposes of public benefit.
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Art. 4 - AGREEMENT WITH CREDIT INSTITUTIONS

The Board of Directors may conclude agreements with one or more
Credit Institutions with the aim of aiding the granting of credits to
its own members. The agreements will have to conform to the

following principles:

a) the member who intends to obtain the credit on the conditions
proposed by the Bank to the Cooperative Society will have to
apply to the latter, which will forward the request to the Sub-
Committee, reference to which follows in Art. 14;

b) the aforementiocned Sub-Committee will proceed with the selection

of the applications for the granting of credit;

c) the Cooperative,in guaranteeing the credits to its members, will
arrange to collect the Bank guarantees, to which the said members
and third parties are committed and will establish as a security
at one or more Banks, one of more risk funds. To these funds
will also be assigned all or part of a percentage, which will be
calculated in addition to the interest that the credit
beneficiaries will pay to the Banks, and will be fixed in the
agreements with the said Banks. All the sums that would have
been collected by the Cooperative Society, for whose aims this

arrangement has been made, will flow to the risk funds.

d) fhe cooperative, as a guarantee of the short or medium term
credit given to its members which has been requested for the
realization of projects of restructuring and re-conversion
according to the programmes provided for by the law of 12.8.77,
n. 675, will request a contribution according to the availability
of funds referred to in law 675/77, and will constitute an

appropriate risk fund with its own autonomous management;
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£)

g)

the agreements will fix the guide-lines for the granting of the
guarantees on the part of the members, their duration and the

manner of their termination;

if the Credit Institution having had recourse to the risk fund(s)
to pay for eventual defaults, finds .an insufficiency of the said
funds, it will have to avail itself of the guarantees granted by
the members of the Cooperative Society. In this event, it will
first have to contact the sald Cooperative Society, which will
arrange to divide proportionally between the members the burden
of the non-fulfilling member within the limits of the guaranteed
responsibilities of each. The Credit Institution will have the
right to pursue the guarantor members who have not spontaneously
answered the request for the pro-rata payment as above, up to the

limit for each of them of the credit guarantees given;

the agreements concluded with the Banks will have a limited
duration; otherwise they will have to include the right of
Cooperative Society to withdraw. 1In exceptional cases it may be
that the conclusion of bank agreements will require prior
examination of the requests of finance by the Credit Institution.
The approval of such agreements will be the duty of - according
to the constitution - the Board of Directors, which will,
however, adopt the relative deliberation with the majority in

favour of at least half plus one of the appointed members.

Art. 5 - MEMBERS

The number of members is unlimited and not less than the limits fixed

by the law.
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The members may be:

a) ordinary

b) corporate.

The following may be members, ordinary or corporate: the small and
medium firms with industrial or related activities, provided that
such activities take place in the province of Modena, even if the
company office is in another prbvince. The firms registered
according to the law 25/7/1956 n.860 and its subsequent modifications
may not be members (Registrar of Craft Enterprises).
Corporate members, unlike ordinary ones, do not have the right to
benefit from credits, but may become ordinary members simply by
following the formalities indicated in art. © of the present

Constitution.

Also enterprises that do not qualify as small and medium industries,
are members without the right to benefit from any credit on the basis
of Cofim conventions, so are public and private societies and

physical persons who:

a) make monetary contributions to risk funds or to the interest rate
relief on the Cofim credit, or in order to contribute to the

administration costs of Cofim;

b) give their own guarantees to Credit or Finance Institutions in

the interest of Cofim or its member.

The admission to the Cooperative Society must be approved by the
Board of Directors. Their decision is not subject to appeal. All
the members are bound to respect the =rules of the present

Constitution.
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The responsibility of the members to the obligations of the society

is limited to the amount of the undersigned social quota, except that

provided for the guarantees referred to in art. 6 which follows for

the relations .with Credit/Finance Institutions, with which the

Cooperative Society has concluded agreements.

Art. 6 - OBLIGATIONS OF MEMBERS

Members are obliged:

a)

to pay the social quota subscribed;

b) to pay the variable qﬁota necessary to the ordinary administration

<)

d)

e)

referred to in article 9 below;

to release directly wvia the rightful or legal representative a
guarantee of an amount not less than Lire, 1.000.000 = (ONE
MILLION) as a guarantee of all the operations authorised by the
Cooperative Society towards the Credit Imstitutions, with which
the Cooperative Society has concluded agreements on the
conditions and according to the guide-lines that will be fixed in

the said agreements;

moreover, in the event of the member obtaining the concession of
a credit authorised by the Cooperative Society, to release a
further guarantee of an equal amount equal to 1/15 of the credit

obtained;

in the event they are granted a credit, to release a baill of the
amount of Lire 1.000.000 = (ONE MILLION) that will be deposited
care of Cofim until the deadiine of 12 months following the

extinction of the said credit. The obligation to pay such bail
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will be established each time by the Board of Directors. Such
sums will be set aside and put into the Risk Fund or to deal with

administrative costs.

f) to pay an increase in the annual rate of interest equal to at
least 0.50% on each operation effected through the Cooperative
Society and to eventual further amounts. at the discretion of the
Board of Directors. Such sums will be set aside and put into the

Risk Fund or used to cover administrative costs.

The guarantees referred to in paragraphs <) and d) will have total
priority in relation to any other guarantee given by the same member
firm and will guarantee the global amount of the operations of credit
obtained with the assistance of the Cooperative Society.
As a replacement of the guarantees similar personal obligations may
be pledged by a third party{ies) especially if administrators,
representatives or participants of the member firm, or shares
officially quoted may be paid; such a possibility, to be considered
exceptional, may only be carried out with the prior approval of the
Restricted Committee, and after consultation with the Board of

Directors.

In the place of the guarantee, the administrators of the society
might accept a credit in money. The corporate members, not being
able, unlike the ordinary members, to benefit from credits on the
basis of Cofim agreements, are obliged onl§ to the remittance of the

said {reduced) social gquotas.

Art. 7 - WITHDRAWAL, EXPIRY, EXCLUSION

The members cease to be members of the Society by withdrawal, expiry
and exclusion. Every member has the right to resign from the

Cooperative Society only in the case in which he/she does not have a
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current operation guaranteed in his/her favour; the resignation will

be. communicated to the said society through registered letter.

In the case of the death of the owner of an individual member firm,
the social bond expires and in the case of a member of the
Cooperative Society being a firm, the expiry of the social bond will

be when the said society becomes insolvent or is liquidated.

The expiry takes place by right also in the case:

- of prohibition, disqualification, criminal offence that may imply
the prohibition even temporarily from public offices of the owner
of an individual firm or of even only ohe member of the firm
constituted in the form of a society of persons and of the
President of the Board of Directors or Uﬁique Administrator of the

firm constituted in the form of a society of capitals;

- of cessation of the activity of the firm for whatever reason.

Exclusion takes place following a decision of the Board of Directors

in any case in which the member:

a) does not comply with the obligations deriving from the law, from
the present constitution or indeed with the deliberations of the

Assembly of the Board of Directors;

b) is insolvent.

The decision concerning the exclusion must be notified to the
person/firm concerned through registered letter with confirmation of

receipt within 15 days from the said decision. Within 30 days from
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the date of receipt it may be contested in front of the Group of
Arbitration. The guarantee obligation of the expired, deceased or
excluded member will remain wvalid, in relation to <the Credit
Institution for all the insolvencies that may happen within the 12
months following the date of the withdrawal, expiry or exclusion,
provided that they are related to lines of credit granted before the
recess, expiry or exclusion. In the case in i-iich & member firm is
refused the concession of a credit requested through the Cooperative
Society and has no other existing loans, th~ Board of Directors,
after consultation with the Restricted Commix.ee, may immediately
render the guarantee no longer valid. Withdrawal from the society
for whatever cause, given the mutualistic aims of the society, will
not give right to the liquidation of the withdrawn social quota,

which remains annexed to the capital of the Society.
Art. 8 - SOCIAL CAPITAL
The social capital is made up of:

a) the social capital (in variable measure) divided into shares of
the nominal value of 1.200.000 each for the ordinary members and

of L.50.000 each for the corporate members;
b) the reserves.
The transfer of shares is prohibited.
Art. 9 - FINANCIAL YEAR

The financial year goes from 1 January to 31 December of each year.

At the end of each financial year the Board of Directors will prepare
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the budget, including the statement of the account and the balance

sheet.

The eventual surplus is incorporated into ordinary reserve or used to
increase the risk funds; exceptionélly, the administrators reserve
the right to create new risk funds 'with the ordinary reserve.
On the quotas there are no iﬁterest dividends distributed.
For the ordinary management the Board of Directors may require the
payment of a contribﬁtion, from every member once a year only, for a
total amount equal to the 0,50% of the guarantees obtained through

the cooperative society.

Art. 10 - MEMBERS OF THE SOCIETY

The following are members of the Cgoperative Society;
- the President of the Cooperative Society;

- the Assembly of the members;

- ‘the Board of Directors;

~ the Sub~Committee;

- the Internal Audit;

- the Group of Arbitration.
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Art. 11 - ASSEMBLY

The Assembly of the Cooperative Society, formed by the members or by
representatives of the firms, societies or member corporations or
their agents, is convened in Modena, but not necessarily at the
office of the society, at least once a year; this is to be decided by
the Board of Directors or the President, or by request of at least
one third of the members. The conveying of the Assembly, whether

ordinary or extraordinary must be notified to the members through:

- letter to be sent at least 10 days before the day fixed for the

meeting;

- bill-posting of the notice of the meeting in the office of the
cooperative; this 1s to be displayed at least 15 days before the
date fixed for the assembly and/or publication of the notice of
the meeting on the information bulletins of the Chamber of

Commerce of Modena and of the Associations of Firms promoters.

The notice of the meeting must include the agenda, place, date and
time of the assembly and may include also the date of the eventual
second meeting which may take place the day immediately following the

first.

The assembly may take decisions in the first and in the second

meeting.

The assembly is presided over by the President of the Board of

Directors, if the said assembly does not otherwise provide.
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Art. 12 - VOTES AND MAJORITY -

Each member has only one vote. Every member can be represented by
another member through written delegation, but each delegate cannot

represent more than five members.

According to art. 2372 of the Civil Code the administrators cannot

act as delegate.

The vote cannot be given by correspondence.

The assembly proceeds to the annual approval of the accounts and
gives the general directives for action by the Cooperative Society
The decisions of the assembly are wvalid with the presence, also by
delegation, in the first meeting of 2/3 of the voters and with a
number of votes in favour equal to at least half plus one of the
present members, or in the second meeting, whatever the number of
members present, also by delegation and with the number of votes in
favour equal to at least half plus one of the members present.
Minutes of the assembly will have to be compiled and written in the

appropriate bock.

Art. 13 - BOARD OF DIRECTORS

The Board of Directors is composed of up to 15 members, elected by
the ordinary assembly and chosen from among. the ordinary members.
The said assembly can establish that the nomination of a maximuim of 4
more members is left to one or more public institutions, chosen by
the Directors elected by the Assembly among those indicated in Art. 5

of this Constitution.
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The Board of Directors remains in office for three financial years.
The Administrators are exempt from giving bail and have no right to

remuneration.

The President and one or more Vice Presidents of the Board of
Directors are nominated by the said 'Board. The President may
delegate all or part of his powers and his functions to one or more

Vice Presidents.

The Board of Directors, apart from deciding (without possibility of
appeal) on the requests of admission to the Cooperative, is
responsible for the ordinary and extraordinary administration, for
the execution of the statutory rules and of the decisions of the

assembly.

It will nominate the members of the Sub-Committee choosing them from
among its members. It may also cancel membership of this committee
and decide on the rules of the said Committee. The meeting of the
Board of Directors is convened by the President at any time that he
or she regards opportune or when at least one third of the Directors
apply in writing. In the latter case the assembly must be convened

by the President not later than 30 days from the request.

The meeting is called by letter to be sent at least 5 days before the
assembly.

The guide—linesAof the elections are established by the said Board.
Its decisions are valid in the first meeting in the presence of the
majority of the Directors and in second meeting in the presence of at
least 1/3 of the Directors. In the first as in the second meeting
the decisions are valid only if taken with a vote in favour by at
least the majority of the members present and, in any case, with the

vote in favour of at least 5 Directors.

127




Minutes of the decisions of the Board of Directors will be drawn up}
and will be transcribed in the appropriate book and these minutes

will be read at the beginning of the following meeting.

Art. 14 - SUB-COMMITTEE

The Sub-Committee consists of 6 members of the Board of Directors, of

which one, nominated by the said Board, acts as President.

A representative choseﬁ by the Chamber of Commerce, Industry, Crafts
and Agriculture of Modena, the President of the Board of Directors of
the Cooperative Society, the Vice presidents of the said society and
one or more experts nominated by the Board of Directors can also
participate in the deliberations of the Sub-Committee, without voting

rights.

No delegation is permitted for these meetings.

The Sub-Committee will be valid with the presence of at least three

members and decisions must always be unanimous.

It is the Committee's concern:

a) to decide on the applications for bank credits requested by the
members and on all the problems concerning the credit

applications;

b) to decide on the acceptability of the gquarantees and of the
shares, referred to 1in art. 6. For the decisions about
guarantees by third parties and about payments of shares, the

Credit Institutions will have to give their assent and the Sub-

128




Committee will have had to previously seek the opinion of the

Board of Directors.

¢) at any moment and with the unanimous agreement of the President
of the Sub-Committee and of the President of the Board of
Directors or his or her delegate the guarantees. relative to the
overall quantity of guarantees and those relative to the risk
fund can be revoked according the timing and guide-lines fixed in
the agreement with the Credit institutions. In such cases the
President of the Sub-Committee must immediately communicéte with
the Credit Institution concerned and must convene as soon as
possible a meeting of the Sub-Committee to re-examine the

position.

The amount of credits, the procedures of investigation and the rules
of conduct of the Sub-Committee will be established by the Board of

Directors in an appropriate internal regulation.

Minutes of the deliberations of the Sub-Committee will be drawn up to

be transcribed in the appropriate book.
Art. 15 - REPRESENTATION

The signatory and the representative of the Society is the President
of the Board of Directors, who therefore can perform all actions that

are included in the aims of the society.

In case of the absence or impediment of the President, all his or her
powers belong to the Vice President(s). The Board of Directors can
delegate as signatory another Director provided that the relevant

legal norms are observed.
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Art. 16 - INTERNAL AUDIT

The Internal Audit is composed of three active members and two

deputies.

Non members can also be elected as‘auditors. The nomination of one
or more auditors can be attributed to the financing public

institutions.

Art. 17 - GROUP OF ARBITRATION

The Group of Arbitration is composed of three members elected by the
assembly.

The Group "of Arbitration decides on the vresclution of all
controversies that might arise between members and the Cooperative

Society and its administrative bodies.

Art 18. - TERMINATION AND LIQUIDATION

The society ceases to exist for the reasons provided for by the law.
In the event of the Cooperative Society being put into liquidation,
the assembly will elect a liquidator, who will take care of the
cancellation of all relationships in which the Cooperative is listed
as créditor or debtor, whether towards third parties or its own

members.
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Appendix 2

NOTES ON EMILIA ROMAGNA

Mario Pezzini

The industrial structure of the Emilian provinces of Bologna, Modena

and Reggio - Emilia is characterized by an industrial development

based on small firms. There are some common historical elements at

the base of the industrial fabric of small locally owned firms that

can be singled out:

1.

The areas included in Emilia and in other parts of the Third

Italy were characterized by family-run farms: mezzadria (i.e. a

sort QfA share—cropping),’ small holding, and renting of land.

Once transformed and facing the increase in industrial demand of
labour, the family put its experience to use in the internal
organization of the members and making use of its past skill in
flexible labour organization to supply the industrial development
with a flexible and cheap labour force. The family enabled its
members to work either full time or part time or seasonally or at
home getting high rates of participation. Moreover, the culture
of work which was deeply ingrained in such families led them to
accept working conditions which others might have refused, and

for longer periods.

The presence of family-run farms has had important indirect
effects on the emergence of entrepreneurs. As the decision to
set up a firm is influenced by the social climate present in the
local community, in these areas with a widespread tradition of
self-employment there was less resistance to someone who became
an entrepreneur. Even in the case of mezzadria, the presence of
an absentee landlord engaged in one of the professions in an

urban context and anxious to avoid involvement made the mezzadro
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effectively an independent employee able to undertake decisions

about investments, crops and labour organization.

The areas included in the Third Italy were characterized by a

network of towns interspersed with rural settlements. The role

of towns has been that of activating the process of growth at the

moment of expansion of demand.

a) The towns which have been favoured by good communication
links have been centres for commercial activities with
foreign countries and have helped in the founding and
development of small firms in the area. See, as an example,
the existence in Florence of many British and American

buyers due to the history of the town.

b) Towns have also been centres of local artisan activities
whose products are typical of a town with a large market.
In Carpi, for example, from the sixteenth century onwards,
straw hats were made in small workshops or through the
putting out system. TInitially the market was national, but
from the middle of the eighteenth century straw hats were
exported abroad. At the beginning of the nineteenth century
a commercial network existed with branches in Paris, New
York, London, Manila, and Tien Tsin. When Carpi faced a
crisis in straw hats and started to produce clotﬂing and
knitwear, it was quite easy to use the ancient international
network to sell and the peculiar system of production based

on small workshops and homework to produce.

c) Towns have provided technical knowledge (particularly
mechanic skills). High level technical institutes have performed
as advice and consultation services for ex-pupils who became

artisans.
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3. The central areas of Emilia and in general areas with the most

interesting forms of small-firm dJdevelopment have had, in the

past, medium-sized and, sometimes, large firms which have

.contributed to their present structure. The process which leads

to the diffusion of firms took on many forms.

a) Pre-existing large firms were dismantled after the second
world war, and some of the skilled workers who were

redundant set up on their own.

b) Large or medium-sized firms decentralized their production
. during the late '60s and the '70s to escape the strength of
the unions, traditionally bigger in the larger plants. The
suppliers could either be of the traditional artisan type or

firms set up with the encouragement of the large firm.

c) Backward and forward linkages with large or medium-sized
production stimulated the birth of small firms from the

demand side.

In other words, a high number of entrepreneurs, particularly
in the machine sector, had previously had a career as either
blue or white-collar workers in medium or large firms or at

the very least had grown up in their industrial atmosphere.

In conclusion, in the Third Italy areas, history often provided a
suitable labour supply, a social atmosphere which encouraged
entrepreneurial activities, a habit of producing together in a non
vertically integrated way, a good knowledge of foreign markets,
diffused technical skills at a high level, acquired from medium-sized

and large firms or from high level technical institutes.
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Note on policies

Industrial districts can be said to have advantages and disadvantages
with respect to large firms. But while, for the latter, appropriate
measures of industrial policy have already been designed and
implemented, in Italy for the former a .coherent framework is still
lacking. It should be noted, moreover, that the need for an
industrial policy for industrial districts is independent of the fact
that  these districts are preferable to other forms of
industrialization. It emanates, above all, from the specificity of
the districts and from the importance of guaranteeing a continuity

with their present development.

In spite of the lack of a coherent framework in the areas of maximum
concentration of industrial districts, different types of policies
have already been adopted. One such example consists in making
industrial parks and sheds available at the lowest possible cost to
small firms. Another attempts to facilitate small firm access to
financial loang. 0f particular interest is the creation of centres
which offer real services to small firms. These centres have been
created to respond to needs for collective services that the firms,
given their limited size, are not able to internalize, and that the
‘market cannot offer spontaneously. The ability, for example, to
obtain information about new components and new technologies, to
evaluate the trends of the international markets, to be familiar with
the norms regulating imports for other countries, are not within easy

reach of small firms.

Up to the second half of the '70s, the need for such a policy was not
clear. Local historical resources and relatively low average cost of
labour compensated the lack of information, but now the price
competition from other western countries, high rates of introduction
of new technology and quick changes in fashion make wvisible the

delay.
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Even if the centres for real services work for the same indust;ial
district, they can have different shapes: a single person who works
with a data bank to answer the request of a final firm looking for a
subcontractor having certain characteristics, or the capacity of a 17
people group who provides, collects and supplies information on
trends in fashion and in consumer tastes, and on new materials and

light technology. Anyway, some important threats can be singled out:

1. The presence in the centre's board of directors of private actors

to legitimate the centre as regards the entrepreneurs.
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