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Can Management Consulting
Help Small Firms Grow?

BY ANNIE DUFLO & DEAN KARLAN

P> Should we assume that
small enterprises in developing
countries are lacking in busi-
ness skills—and that guidance
and training will improve these
businesses? Economic theory
says that firms do as much as
possible to maximize profits—
including paying for
advice from manage-

SSIR Reader Predictions

Action (IPA) in Ghana (by
Dean Karlan, Ryan Knight, and
Chris Udry) and in Mexico (by
Miriam Bruhn, Dean Karlan,
and Antoinette Schoar) explore
this question for small and
medium enterprises (SMEs).
We aim to shed light on when

almost half expected positive
impact in both studies. The
consulting advice did positively
impact enterprises in Mexico,
but generated some adverse
effects in Ghana.

Why did we study these
programs with randomized
evaluations? For years, evalua-
tions of such programs would
follow participants over time,
observing the change in their
business afterward compared

IPA Study of Small Firms
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control addresses these factors.
In Accra, Ghana, IPA part-
nered with Ernst & Young
to provide urban tailors and
seamstresses with customized
consulting advice on record
keeping, customer service, and
management of employees.
Those offered the consulting
services were randomly selected
from a group of 160 tailors and
seamstresses; we subsequently
compared business outcomes
for those selected to
receive the consulting

ment consultants. In  of Management with those who got no
developing countries, Consulting Impacts N c+ana  [RNMEXICON p—-—
interventions ranging Industry Tailors and Various manufac- Our results showed
R seamstresses turing, commerce,

from quick lectures and services that although the con-
during microcredit Selection of Participants were | Participants applied sulting intervention

. busi directl hed | to participate and
meetings to extended usinesses g ofleprsache p(;%a; gl caused short-term

. consulting services | rate for consulting : :

engagements with carvices changes in business

international con-
sulting firms aim to
improve manage-
ment practices.
These interventions

17.1%

presume that the
existing management
must be missing
something. And
whenever there is a

M Positive effect in both countries

M No significant impacts in
either country
Positive impacts in Ghana,
negative/negligible impacts in Mexico

W Positive impacts in Mexico,
negative/negligible impacts in Ghana
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practices, these
impacts dissipated
within a year after
the consulting ended.
On average, we found

no long-term benefit

from the consulting,
and actually lower

Duration of 12 months 11 months
consulting
Average hours of 10 208

consulting per year

short-term profits.
We believe some

ton of activity, ques-
tionable data, and competing
theories, researchers often try
to fill the knowledge gap. We
want to know: What is all this
interventionist effort for? Can
mere advice really help these
enterprises run better, earn
more money, and create more
jobs—and, if so, why?

Two randomized evalu-
ations recently conducted
by Innovations for Poverty
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DEAN KARLAN is professor of econom-
ics at Yale University and president

and founder of Innovations for Poverty
Action.

advice will help SMEs, so that
policymakers can decide how
best to support them. The
evaluations also challenge our
assumptions.

In February, we asked SSIR
website readers to predict the
results of the two studies. Most
got the answer wrong. Granted,
the online article was short,
with little room to provide the
full contexts from which read-
ers could make their predic-
tions. Nearly everyone expected
the consulting advice to affect
enterprise growth positively in
at least one of the studies, and

to beforehand. But count-
less outside factors influence
the success, or failure, of a
business. This fails to answer
the question of impact: How
have the businesses changed
compared to how they would
have changed had the training
or consulting not taken place?
Even if an analyst compares
nonparticipants to participants,
one must ask: Why are some
participating and others not?
Could it be that those partici-
pating are striving to improve
their businesses? Random
assignment to treatment and

businesspeople hoped
the advice would work and
thus took it. But better book-
keeping and other business
practices potentially took time
away from the physical act of
sewing clothes. Once profits
took a hit, enterprise owners
likely abandoned the practices
and reverted to their previous
methods.

If these tiny firms don’t
benefit from consulting, would
they benefit from more capital?
To test this hypothesis, we
handed out unconditional
cash grants of $160—roughly
equal to the businesses’ aver-
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age monthly revenues—to a
random subset of the tailors
and seamstresses. The cash
was generally invested in the
businesses. As with the advice,
the cash grants did not lead to
increases in profits, but rather
decreased profits. We see the
capital infusion as not much
different from the advice infu-
sion: both represent a push
from afar to expand opera-
tions, when these businesses
were actually operating at
their optimal scale. Following
these interventions, the
business owners made some
changes, but they didn’t work
out well. So they eventually
reverted to former practices
(which is good).

Note that 61 percent of
respondents to our online
survey assumed that the con-
sulting in Ghana would raise
firms’ profits. This corresponds
with the common development
practitioner and donor assump-
tion that motivates advice-
giving interventions for micro
and small enterprises around
the world. Our result does not
mean, for the record, that no
such program works. But it
should make us think harder
about the conditions necessary
for success, and to test rigor-
ously to see if we are right.

As for the Mexico study
results, 77 percent of respon-
dents to the SSIR online survey
who thought we would find
positive results from consult-
ing in Mexico were right. We
found an average 80 percent
increase in sales and an average
120 percent increase in profits
for firms receiving consult-
ing advice, compared to the
group that did not receive the
intervention.

But the Mexico study was
different from Ghana in that
the program openly advertised
to find interested firms. Those
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that responded were then
entered into a lottery, and win-
ners were matched with a local
consultant who worked with
the firm to define the scope

of the consulting services.

‘We must note, however, that
we did not study the impact

on firms that did not go out

of their way to get consulting
services (whereas in Ghana, we
approached the businesses, not
the other way around).

Thus a policy-relevant
question remains: Would an
expansion of this program have
a similarly positive effect on
those who did not self-identify
as needing consulting advice?
The effect could go up, or down,
for those who do not seek the
advice. In an earlier study on
microenterprises in Peru, IPA
found that the impact was
higher on microentrepreneurs
who expressed lower interest
in business training. Thus the
answer may not be as simple as
providing the service to those
who demand it the most.

We believe that economic
development efforts are best
served by testing and refining
assumptions about what works,
because despite the hopes and
best intentions of smart people,
not all interventions work.
Finding different results in
different contexts encourages
us to look deeper into specific
contexts and into the interven-
tions themselves to determine
which factors matter. Several of
the differences in the chart on
page 7 could explain the strik-
ingly different results, but, in
a sense, we have only two data
points: one for Ghana and one
for Mexico. In fighting poverty,
simple questions typically have
complex answers. This doesn’t
mean the questions are unan-
swerable. It does mean that no
one study, or in this case no two
studies, will answer them all.

“Doctors, Gilby, Beam, and Henson. Ears, nose, and throat....”

HEALTH

Focused
Cardiac Care

P> Companies as diverse as
FedEx, Motel 6, and Southwest
Airlines have found success

by picking the right customers
and focusing on a well-defined
service. Now some hospitals are
becoming customer-focused,
specializing in a particular

type of medicine or medical
procedure.

“Over the last 10 years,
there’s been almost a threefold
increase in the number of
specialty hospitals,” says Diwas
Singh KC, an assistant professor
of information systems and oper-
ations management at Emory
University’s Goizueta Business
School. Many such hospitals
focus on cardiac care or ortho-
pedics because they are profit-
able specialties. KC, along with
Professor Christian Terwiesch of
the University of Pennsylvania’s
‘Wharton School, wanted to
know whether specializing helps
these hospitals to excel in treat-
ing patients—or if the patients
themselves are simply easier to
treat in the first place.

KC and Terwiesch analyzed
data from more than 500,000

cardiac patients treated at
California hospitals to examine
the effect of specialization on
quality of care. In their study,
the researchers distinguished
between three levels of focus:
at the hospital level, at the
department level, and at a pro-
cedural level.

“We found that there are
benefits to focus at all levels
of the organization,” KC says.
For example, hospitals that
specialized in cardiac care had
better patient outcomes, as
measured by shorter lengths of
stay and reduced death rates.
Furthermore, hospital depart-
ments that focused on patients
needing coronary revasculariza-
tion—treatments for clogged

arteries—also got better results.

And on an even more granular
level, departments that special-
ized in a particular procedure
for clearing those clogged arter-
ies, such as bypass surgery or
angioplasty, also showed better
patient outcomes than depart-
ments without such a focus.
That was not particularly
surprising, KC says. But he and
Terwiesch also examined
whether those improved results
were due to “cherry-picking,”
or attracting patients with
lower risk factors to begin with.

CARTOON BY JACKSON GRAHAM/CARTOONSTOCK
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