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Preface

1 Background of the study
1.1 Necessity to assist African countries

After a decade of disinterest towards Africa caused by aid fatigue and aggravating debt problems, the
international community such as the United Nations, OECD and the G8 reaffirmed the necessity to
develop African countries and started discussions on debt reduction, poverty reduction and prevention
of conflicts. The Tokyo International Conference on African Development (TICAD) hosted by Japan
in 1993 was one of the precedents to spur such assistance. African countries also took initiative in the
“Revitalization of Africa” and established a New Partnership for Africa's Development (NEPAD).
This has become a turning point to African development.

On the other hand, the establishment of World Trade Organization (WTO) enabled us to recognize
developing countries including African countries as important players in the world market. Africa has
drawn attention as the last emerging market and as a key supplier in the natural resource markets.
However, a sharp division of opinions between the developed and developing countries remain on
various issues discussed at the Doha Round meetings. A key discussion in the multilateral trade talks
has become the issue of how to mitigate growth constraints of developing countries. Today, bilateral
trade talks between African countries and the USA, the EU and China are also closely linked to
development aid policy.

TICAD’s basic principles are ownership (self-help efforts) and partnership with developed countries,
and it aims at poverty reduction through economic development. It is noteworthy that this TICAD
process led by Japan closely follows and complements these international movements and further
appeals the importance of assistance to Africa along with this approach.

1.2 Positioning of assistance to SMEs within the TICAD process

At the TICAD Asia-Africa Trade and Investment Conference (TICAD-AATIC) held in November
2004, it was confirmed that the promotion of trade and investment between two regions is an
important issue for African development. During the discussions, the common understanding raised
and accepted by participants is the TICAD’s principle of ownership and partnership, especially the
philosophy that assistance from partners should depend on the ownership of African countries.

Under this philosophy, the role of government based on the “JIRITSU-1 (independence) — JIRITSU-2
(self-governance) — HATTEN (growth)” model was advocated as a “roadmap” to African
development'. Assistance to Small and Medium Enterprises (SMEs) and supporting industries can be
viewed as a type of assistance required at the self-governance stage, which tackles the constraints in
the “intermediate environment” which embrace enterprises at this stage. In addition, four keys factors
in the promotion of trade and investment between Asia and Africa (Appropriate policymaking,
Product development, Promotion of local SMEs, and Social contribution of private companies) were
addressed by Mr. Koizumi, prime minister of Japan, and Mr. Nakagawa, minister of Economy, Trade
and Industry, at TICAD-AATIC. Promotion of local SMEs includes financial assistance such as
microfinance and technical assistance in one-village-one-product promotion programmes and in
network building to technical/information exchanges between SMEs and the supporting industries.

1 Refer to "Issue Paper for TICAD Asia-Africa Trade and Investment Conference: A Clarification of the Development
Process of African Countries and its Concepts through “H 37 (JIRITSU-1)”, “EHf (JIRITSU-2) and “%§/& (HATTEN)” at
the TICAD-AATIC presented by the UFJ Institute Ltd., November 2004.

1



13 Relationship with United Nations Development Programme (UNDP) and member
organizations of Technonet Africa

SMEs in African countries face serious problems in areas such as technology and finance. In addition,
there is often a lack of government-led support system to mitigate these problems. Countries have in
turn suffered from increasing unemployment and social instability. To increase employment
opportunity and to stimulate regional economy through SME promotion is one of the most important
issues in these countries. In response, seven African countries (South Africa, Mozambique, Tanzania,
Uganda, Ghana, Nigeria and Cameroon) agreed on April 2003 to establish “Technonet Africa,” which
was subsequently set up by UNDP in July 2004. The Technonet Africa is modelled after Technonet
Asia and aims at innovation and capacity building of policies and programs in order to promote SMEs
in these seven countries. Main programs are people-to-people exchange, training of policy makers,
entrepreneurs and engineers, and training and commoditization of information by utilizing
information-communication technology (ICT).

2  Objectives and scope of the study
2.1 Objectives

The objectives of the study is to identify and to make a recommendation of assistance approach to the
relevant African countries in a manner that will spur the promotion of the SMEs, based on the
information regarding the environment and the trends that surrounds SMEs in these member countries
of Technonet Africa. In addition, the study also clarifies the ways in which Japan should form
partnerships with these African countries, by examining closely the present situations of SMEs and
SME promotion policies. The study also examines the current trade and investment climate, which
affects a country's SME development greatly. It covers all areas of the country. However, the study in
rural regions is limited to collection of secondary data and information. The results of the study might
be helpful for the member countries of the Technonet Africa.

The specific scope of work of this study is as follows:

(1) Preparatory work in Japan

(2) Survey of SMEs promotion policies in relevant countries

(3) Survey of current situation on SMEs in relevant countries

(4) Review and assessment of trade and investment climate in relevant countries
(5) Holding of a “Wrap-up Meeting” in South Africa

The study is composed of three elements:

(1) Survey of SMEs promotion policies
(2) Survey of current situation of SMEs (SMEs diagnosis and management)
(3) Trade and investment promotion policies

2.2 Project team members

It is requested to complete all work starting from basic research, field surveys in multiple countries to
the wrap up meeting of the study within a very limited timeframe. To achieve this, it is vital to form a
TA consultant team, which consists of SMEs policies and institutions specialists, SME management
specialists and a trade and investment specialist. In addition, the consultant team members must have
a good understanding of the current climate for SMEs in the African countries concerned.

In these regards, the consultant team composes of the best eight members. They are separated into
four groups based on the tasks and countries.



Team Task and experts in charge* Countries to survey
Group No.1 - Team Leader: IAI and FUKUNAGA:
Mr. Nori [AI Cameroon and South Africa
- Trade and Investment Expert: IAIL: Nigeria and Ghana
Mr. Tetsuya FUKUNAGA** FUKUNAGA: Tanzania and Uganda
Group No.2 - SME Promotion Policy Expert: South Africa and Ghana
Mr. Kensuke SHIMURA
- SME Management Expert:
Mr. Yoichi HARA
Group No.3 - SME Promotion Policy Expert: Uganda and Tanzania
Ms. Mikiko IMAI
- SME Management Expert:
Mr. Yoshiyuki OBA
Group No.4 - SME Promotion Policy Expert: Nigeria and Cameroon
Ms. Hisatsugu FURUKAWA
- SME Management Expert:
Mr. Toru SUETAKE

*: Schedule to conduct in each country is attached later.
**: Vice Team Leader

2.3 Scope of the study
2.3.1 Countries to be surveyed

The study covers the following six countries, which are the members of Technonet Africa excluding
Republic of Mozambique.

(1) Republic of South Africa
(2) Republic of Tanzania

(3) Republic of Uganda

(4) Republic of Ghana

(5) Federal Republic of Nigeria
(6) Republic of Cameroon

2.3.2 Establishment of close cooperative relationship with UNDP and with TECHNONET
Africa

The TOR by JICA of this study includes the intent for JICA and UNDP to cooperate with each other
in the study on the six member countries of Technonet Africa. Therefore, under the instruction of
JICA, the study was performed with close cooperative relationship with UNDP offices and member
institutions of each member country as well as Technonet Africa’s main office and offices in each
country.

3 Organization of “mini-seminars” and a “wrap-up meeting”

During the field survey in African countries, a “mini-seminar” was organized in 3 countries upon
request of the country’s responsible agency and a wrap up meeting was held in South Africa at the
beginning of March. The outlines of the mini-seminars and the wrap up meeting are as follows:

(a) Mini-seminar:

The “mini-seminar” was successfully held in Tanzania, Nigeria and Cameroon.

The aim of the seminar was as follows:



* To inform the purpose and conduct of the study to all parties concerned.

* To explain the evolution of SMEs and the roles they played in the development process of Japanese
economy after World War II.

* To introduce the Japanese SME promotion policies and institutions as well as legal frameworks
which have been established and implemented in Japan.

Thanks to the mini seminar, the understanding of the purpose of the study in these countries has been
deepened and resulted in making the overall study more successful.

(b) Wrap-up meeting:
Wrap-up meeting was held during March 7 to March 11, 2005 in Pretoria in South Africa.
The aim of the wrap up meeting was as follows:

* To clarify the issues and the obstacles, which the African countries concerned face. (This is based on
the survey in six countries and analysis of data received from various sources including UNDP and
TECHNONET Africa.

* To share information regarding issues that African countries are tackling related to MSE promotion,
among persons responsible from UNDP and Technonet Africa, local consultants of 6 countries and
the project team members.

* To make Recommendations on inter or intra-regional bases as well as a country-by-country basis,
keeping in mind regional and industrial variance in each country.

Through fruitful discussions at the wrap-up meeting, recommendations about necessity (needs) of
future cooperation are successfully made.
4 Basic methodologies of the study

The methodologies of the above-mentioned three elements of the study are referred to individually in
the relevant chapters.



I. SME Policies
1 Introduction

Many donors have attempted to promote and assist SMEs in Africa. However, among the three
major elements of management (fund, market and materials), they have mostly focused on the
access to fund. Recently, the necessities to pay more attention on improvements in the access to
markets, technology and information have been recognised. Assistance in transforming informal
sector enterprises into the formal sector is difficult to achieve and measure its effectiveness. In
addition, the limitations of enterprise creations via microfinance assistance have been pointed
out. While assistance to improving productivity in the agriculture and mining sectors is
requested, concerns are also raised regarding the economic structure of these countries with
heavy reliance on export of primary commodities, which in turn is affected by the international
volatile market.

It is clear from the above that these African countries face a spectrum of problems and thus the
required policies are diverse. Under these circumstances, consistency, harmony and
transparency of policies are strongly requested in order to make an appropriate and effective
package of SME promotion policies. Therefore, good coordination among the governments,
governmental organizations, the implementing agencies and the private sector is important. In
particular, because of the vital roles that the local enterprises play in regional development,
more attention is warranted on the coordination and the demarcation of the roles between central
and local governments.

Based on the abovementioned understanding, the survey of SME promotions policies was
conducted as follows:

(a) To research the vision and/or medium-long term plans (or substitute) concerning SMEs
promotion (if any). This includes researching the level at which this vision/plan was agreed at
(parliament, presidential order or ministerial ordinance), which will allow one to gauge the
importance and the likely effectiveness of the implementation of the vision/plan.

(b) To study the actual implementation of the vision/plan as follows:

* Is the vision/plan broken down into realistic individual policies (legal, financial, human
resources)?

* Is the medium-long term plan broken down into an annual plan, and is it backed by budget
and the organisation of necessary implementing forces (institutions and human resources)?

(c) To recognize the priority and the relative importance of SME promotion policies among
other government policies; to understand how they interact with other government policies
aimed for example at poverty reduction, rural area development, conservation of environment
and trade promotion; to measure the extent to which domestic policies and measures take into
account the compliance with the global economy such as standardization, mutual recognition
and so on.

(d) To understand in detail the availability of major financial assistance (short and medium
term). For example, comprehensive structures of financial assistance, ceiling of total loan
outstanding, lending record, situation of collection, loan condition (such as loan amount,
interest rate, lending period, repayment schedule, collateral and guarantor) credit analysis,
loan application procedure and so on.

(e) To understand the division of roles between the central and local governments, and among
the different agencies, especially in the development of indigenous industries. This includes
distribution of budget, and dealings with donors and beneficiaries.



2 Survey Results by Country
2.1 South Africa
2.1.1 Policy, Regulation and Strategy

Although SMEs are perceived as the path to job creation and economic growth in many
countries in the world, this sector was totally neglected prior to 1994 in South Africa®. The
post-Apartheid Government of South Africa has focussed on and made it a key pillar of
government policy to support small, medium, and micro enterprises (SMMEs).

1) White Paper on the Development and Promotion of SMMEs

The White Paper on National Strategy for the Development and Promotion of Small Business
in South Africa (1995) provides the framework for South Africa’s SMME policy. The White
Paper identified the position and role of SMMEs in South Africa’s economic development,
stipulated the objectives and principles of the national small business development strategy,
elements of the support framework, institutional settings for implementing bodies, action
programs and funding strategies.

The White Paper defines the basic purpose of the SMME policy as follows’;

“The primary objective of the national policy framework is to create an enabling environment
for small enterprises. Given such an enabling environment, it is expected that the hundreds of
thousands of SMMEs will themselves accept responsibility for the operation, growth and
progress of their enterprise.”

“Such a national framework will need to be complemented with programmes developed and
implemented at regional and local level. Besides, small enterprises do not in themselves
constitute an economic sector by themselves. Therefore, policies need to be in tune with
national and regional as well as sectoral developments, taking into account differences between
sectors like manufacturing, tourism or construction as well as differences between categories of
SMMEs.”

In addition to this basic objective of the national small business-policy framework, five more
specific objectives underlying the support framework are mentioned. They are, i) facilitating
greater equalisation of income, wealth and economic opportunities, ii) creating long-term jobs,
iii) stimulating economic growth, iv) strengthening the cohesion between small enterprises, and
v) allowing bigger and small business to compete more in a level playing field.

2) National Small Business Act

The National Small Business Act (No. 102) was enacted in 1996 to translate the policy
objectives set out in the Strategy into practical use by providing for the establishment of the
institutional framework to support small business development. The Act also provides the first
comprehensive definition of SMMEs and the establishment of new institutions, including the
Ntsika Enterprise Promotion Agency, the National Coordination of the Manufacturing Advisory
Centre (NAMAC Trust), Khula Enterprise Finance Limited, and the National Small Business
Council (NSBC).

2 DTI, Annual Report 2003-2004.
3 DTI, “The White Paper on National Strategy for the Development and Promotion of Small Business in
South Africa”, 1995.



The Act defined a small business as “a separate and distinct business entity, including
cooperative enterprises and non-governmental organizations, managed by one owner or more
which, including its branches or subsidiaries, if any, is predominantly carried on in any sector or
sub-sector of the economy® Small business is also classified as micro, very small, small or
medium enterprises, following the criteria in terms of size, employment, turnover and assets’, as
well as adding a further distinct category of the ‘survivalist’ business, which is defined as
providing income only below the poverty line.

The National Small Act was amended in 2003 mainly to legalize the dissolution of NSBC, and
again amended in the December 2004. The National Small Business Amendment Act No. 29 of
2004 repeals all provisions pertaining to Ntsika Enterprise Promotion Agency, and provides for
the establishment of the Small Enterprise Development Agency (SEDA). The Act 29 has made
provision for the incorporation of Ntsika, NAMAC and other designated institution into SEDA,
and provides for the necessary transitional arrangements to this effect.

3) Other Policies and Strategies

An important part of government’s response to ongoing economic challenges is a
Microeconomic Reform Strategy. In recognition of the continued existence of microeconomic
constraints to higher levels of growth, employment and equity that became apparent with the
development of an outward orientation, this strategy is planned to achieve its vision of a
restructured and adaptive economy characterized by growth, employment and equity, built on
the full potential of all persons, communities and geographic areas by 2014. In this strategy,
small business development is identified as one of the six key performance areas.

The Integrated Manufacturing Strategy is another pillar of the government’s strategy to
harness the central role of manufacturing in the South African economy to contribute towards
accelerating growth, employment creation, and greater equity. The essence of the strategy is the
development and strengthening networks of economic activity linked into specific
manufacturing activities throughout the economy. Partly due to its close inter-relation with the
Microeconomic Reform Strategy, this integrated Strategy clearly includes critical strategies and
programs for SMMEs.

The Broad-Based Black Economic Empowerment (BEE) Strategy, which is provided with the
legal base by the Broad Based Black Economic Empowerment Act 56 of 2003, is the
government’s strategy to significantly increase the number of black people who own, control,
and manage enterprises and thereby reduce economic inequalities. Although the target area of
BEE does not necessarily coincide with SMMEs, the advancement of black people in the
SMME sector is perceived to bring about a narrowing of income and wealth gap and facilitating
growth in rural areas. The relatively high labour intensity of ‘survivalist’ and micro-enterprises
is of particular significance in this regard®.

2.1.2 Financial Assistance System

The government support for SMMEs in South Africa is broadly divided into financial support
and non-financial support. Financial support is provided by three government agencies, namely
Khula Enterprise Finance, National Empowerment Fund and Industrial Development
Corporation (IDC), as well as the Department of Trade and Industry (DTI). Their main

* National Small Act 102 of 1996.
5 See Annex I-1.
6 Nitsika, State of Small Business Development in South Africa: annual review 2002.



financial programs and products are summarized in Annex 1-2.

It is noteworthy to identify the difference of characteristics, mission and target between the three
governmental financial agencies, all of which are under the umbrella of the DTI. Khula
Enterprise Finance is a limited liability company with the DTI as a major shareholder,
established by the National Small Business Act 102 of 1996. Its mandate is to facilitate loan and
equity capital to small, medium and micro enterprises through the medium of Retail Financial
Intermediaries by offering a range of financial resources and information to the public.

The National Empowerment Fund (NEF) was established by the National Empowerment
Fund Act 105 of 1998 for the purposes of promoting and facilitating economic equality and
transformation, by redressing the economic inequalities bequeathed by apartheid by providing
historically disadvantaged persons (HDPs). In 2003 the NEF reformulated its business plan and
shifted focus to maximise the empowerment dividend in line with the government's aim to
formalise BEE transformation across industry sectors. Therefore, it is now given a clear
mandate to be the catalyst of broad-based Black Economic Empowerment, making its products
aim at supporting the BEE Act No 43 of 2003.

The Industrial Development Corporation of South Africa Limited (IDC) was established by
the Industrial Development Act 22 of 1940 as a state-owned, self-financing company. Its
primary objectives are to contribute to the generation of balanced, sustainable economic growth
in Africa and to further the economic empowerment of the South African population, thereby
promoting the economic prosperity of all citizens. According to this mandate, IDC coverts wide
range of industrial sector and various size of business, to which SMEs and BEE have been
involved as relatively new targets.

These agencies provide not only financial assistance, but also consultancy or mentorship service
to the entrepreneurs who lack business skills and/or project management skills. However, it is
obvious that, from the observation of above characteristics, mission and target of each agency,
Khula is the only public financial institution that focuses on SMME financing, and NEF and
IDC partially involve themselves to it. This difference is reflected in the conditions of their
products. It could be roughly said that Khula has the most appetite for risk-taking, whilst IDC
behaves as commercial banks, which are generally recognized as risk averse. NEF also takes
relatively higher risk, but their target is different from Khula’s.

In addition to these existing financial institutions, to further facilitate access by SMMEs, in
particular those who are in rural area or bottom end of the sector, DTI has just set up the ‘APEX
Fund’ to provide micro finance up to R 10,000 through intermediary organizations.

There is also a private financial institution that provides SME finance called Business Partners.
Business Partner is an unlisted public company, established in 1981 as the Small Business
Development Corporation. Its major shareholders are Khlula, DTI (through investment
company), Business Partners Employee Share Trust and major companies listed to
Johannesburg Stock Exchange. It is the only private company providing debt and equity
investment, mentorship and property management services for SMEs in South Africa through 22
offices, with the mission to fulfil its vision by investing capital, skill and knowledge into viable
SMEs. Business Partners Investments focuses on investing in enterprises requiring from
R250,000 to R15 million to finance a start-up phase, a growth phase, a franchise, a management
buy-out or a management buy-in, using equity, shareholders’ loan accounts, royalties and term
loans or a combination of these. Its financing conditions are more market oriented than that of
public financial institutions.

Notwithstanding the above financial assistance system in the public and private sectors, it is



widely recognised in the public and private sector that SMMEs in South Africa lack access to
finance and that this is one of the most serious problems faced by them. The reasons are
believed as follows:

-Absolute small volume of SMME financing supply, compared with the financing demands,

-Highly risk-averse attitudes of commercial banks, which actually deal with financial

products, although they are thought to be gradually changing,
-Cumbersome procedure to access public assisted financial schemes,
-Low awareness of public assisted financial schemes by entrepreneurs.

2.1.3  Status and Major Issues of SME Promotion Organizations
1) Government Organizations

Since its formal establishment on 13 December 2004, and its incorporation of Ntsika and
NAMAC Trust according to the National Small Business Amendment Act No. 29 of 2004,
SEDA has became the government’s key agency for supporting the development of small
business in South Africa. It is supposed to ensure a coordinated approach to the design and
implementation of development support programs and the creation of a service delivery network
for small businesses throughout the country.

The institutional mandate of SEDA is to deliver an integrated service for small enterprises by
providing coordinated government services from a single point, promoting a service delivery
network that facilitates access to opportunities and information, as well as addressing issues of
outreach by establishing access points at least at every district level throughout the republic’.

The integrated service delivery by SEDA aims to achieve the following®:
- Improve geographic outreach,
- Achieve the desired impact on Small Enterprises,
- Provide a single access point for Small Enterprise support,
- Be inclusive of all relevant stakeholders,
- Leverage resources in service delivery,
- Optimize resource utilization, and,
- Align government strategy of service delivery in a coherent manner.

The programs and schemes conducted by Ntsika and NAMAC are, as a matter of course, taken
over by SEDA. Among various programs and services provided by Ntsika, whose mandate was
to facilitate non-financial support and business development services to SMMEs through a
broad range of intermediary organizations, Service Provider Network Programme and Tender/
Procurement Support are supposed to be prominent. These program and service provides
SMMEs various business information, assistance and training through Ntsika’s nation-wide
network, Local Business Service Centres (LBSCs) and Tender Advice Centres (TAC).

NAMAC Trust, whose mission was to supply high-quality advisory and information services to
new and existing SMMEs in line with best practices globally, had the overall responsibility of
the MAC, BRAIN and FRAIN Programs. MAC (Manufacturing Advisory Centre Program) is
that dedicated Industrial Advisors make contact with potential SMMEs to supply high quality
advisory services. BRAIN (Business Referral and Information Network) is the system in which
dedicated information consultants deal with client (HDPs who own small business or want to
start business) queries and have access to BRAIN’s website and international database. FRAIN
(Franchise Advise and Information Network) is another information and support providing

; CEO letter to SEDA stakeholders, dated on Feb 1, 2005.
Ibid.



service for potential Franchisees and Franchisers in all sectors, as well as entrepreneurs who are
interested in becoming franchisers.

SEDA has absorbed these programs and services with the physical and human networks into its
nation wide network, which ranges from the Head Quarter in Pretoria, Provincial and District
Offices, to Municipality Access Points. Other programs that fit into above mandate are also
being incorporated into SEDA, namely the Community Public Private Partnership Programme
(CPPP), which was previously located at the Development Bank of South Africa.

As emphasized in the mandate, SEDA needs to “deliver integrated service for small enterprises
by providing coordinated government services from a single point”. This reflects the fact that,
under the former system, SMME supporting programs and services were delivered by various
organizations without coordination, thus brought about duplications and inefficiency in
execution. SEDA is required to overcome this problem, along with the effort to improve the
recognition by entrepreneurs, many of those are not familiar yet with this new agency.

2) Private Organizations
Chambers and Associations

Although there are a number of Chambers and industrial/professional associations in South
Africa, organizations actively involved to SMME promotion are limited, due to constraints in
budget and personnel or member companies’ structure. The Chamber of Commerce and Industry
South Africa (CHAMSA), established on 11 October 2003 as the independent umbrella body of
the four national chambers (AHI, FABCOS, NAFCOC and SACOB), is committed to
progressively assist in policy making and advocacy, business linkage, a constructive enterprise
development, training in business conduct and business development for SMMEs. One
conspicuous program for SMMEs is SALGA Partnership Program. In this program, CHAMSA
has come into an agreement with the South African Local Government Association (SALGA),
in terms of which SALGA will provide office space to chambers throughout the country.
CHAMSA intends to use SALGA infrastructure to retail all DTI products and services needed
by businesses on the grounds, especially SMME:s.

Business Unity South Africa (BUSA) was launched on 11 October 2003, as a unified and fully
representative organization of South African private sector, that is a confederation of Chambers
of Commerce and Industry (CHAMSA and its constituent organizations), Professional
Associations, Corporate Associations and Unisectoral Organizations. As it puts its mission in
“achieving an environment in which business of all sizes and in all sectors can thrive”,
developing enabling business environment through lobbying, advocating, coordinating,
conducting research and other activities for SMMEs is one of its main missions.

Those business organizations have close relations with the government, some of them receiving
financial support from it (called “Chamber support”), and seem to have influence to reflect their
opinions on the policies to some extent. However, as memberships of the organizations
sometimes overlap, or organizing abilities of the umbrella bodies are not strong enough, their
function as BDS providers or intermediaries seems not to be sufficiently fulfilled.

BDS Providers
While there are a number of mentors, consultants (individual and organizational), NGOs and
NPOs which provides BDS to SMME:s, the whole picture is not clear on this sector, in terms of

the numbers, categories of services, level of skills, financial conditions. Among few surveys
focussed on BDS providers in South Africa, there is an analytical survey conducted for BRAIN
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of NAMAC Trust, to assess the information and other needs of affiliated business support
organizations (BSOs) to BRAIN program. According to this survey report, which was based on
questionnaires compiled by 100 affiliates (including Chambers, community centres, financial
organizations, independent consultants, LBSCs, MAC offices, etc.) in early to mid-2004, SWOT
(strength, weakness, opportunities and threats) of BSOs is analyzed as follows’:
Strength: presence of BSO network per se, and peoples’ awareness of its existence.
Weakness: human resource development, limited recruitment capacity stems from their low
pay-scales, and costly communication infrastructure.
Opportunities: facilitating knowledge sharing between BSOs, facilitating local business
networks, learning from experiences, and exploiting digital technologies.
Threats: erosion of credibility on BSOs brought out from the limited impact they have on real
business development, and difficulty of keeping focused on client needs only when a
supply-driven, bureaucratic layer of service provision system would be developed.

The report also reveals that limited or no access to online information, shortage of staff, funding
and staff training are relatively common problems expressed, on the other hand, a substantial
number of respondents did not list any problems.

Apart from the above survey result, situations of BDS providers supposed to be quite various.
On the one hand, there are organizations conducting quite unique activities, like ‘business
linkage program’ between SMEs and larger corporations, or networking of ICT entrepreneurs
with providing BDS including loan guarantee fund'’. They may be in relatively favored position
in financial terms due to a substantial amount of financial support from international donors.
But on the other hand, there are numbers of BDS providers facing with problems mentioned
above.

2.1.4  Standardization and Mutual Certification Policy

There are three government agencies, which are all under the DTI, to cover the issues of
standardization and certification. South African National Accreditation System (SANAS) is
the National Accreditation Body for South Africa, established in 1973 by Act 61 (Companies
Act), and provides laboratory, personnel and certification body accreditation in South Africa as
well as mutual recognition agreements with international accreditation organizations. Its
activities include: to facilitate the acceptance internationally of the South African technical
infrastructure by providing an internationally recognized and effective accreditation and
monitoring system in an efficient manner; to adopt, adapt and develop new programs of
accreditation and for monitoring; to ensure the continual relevance of accreditation and
monitoring programs; to shape/influence international development of accreditation and
associated standards. Due to its small scale as an organization (28 staffs), as well as its status
and mission, SANAS functions as a regulatory body, rather than as a service provider for
individual or groups of companies.

The South African Quality Institute (SAQI) was registered in 1993 as a Section 21 company,
not for gain, as the unifying national institution for quality in South Africa. While SAQI has a
wide range of accredited training programs and conducts Quality Health checks and ISO

? BRAIN, “Assessment of Affiliates’ Information Needs: Analysis of Aftercare Checklists for Brain
Affiliates”, September 2004, prepared by Paul Crankshaw, Research and Editorial Consultant.

1% ‘Business linkage program’ has been conducted by a NPO named SBP. The program has created more
than R 1 billion of contracts and 3,000 sustainable jobs. ICT entrepreneurs networking is now pursued by
a NGO named ‘enablis’. They provide qualified ICT entrepreneurs with guarantee fund, collaborating
with Khula Enterprise Finance and FNB Enterprise Solutions. See ‘Enablis-Khula Fund’ in the table of
Annex I-2.
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implementation, it is also now accepted and used by commerce and industry as the national
quality co-ordinating and promotional body, with special focus on SMMEs. Bringing quality
systems within the reach of small entrepreneurs and how big business can play a major role in
this SAQI has developed a stepping-stone approach known as the QIDP (Quality Infrastructure
Development Programme) that enables SMMEs, with the help of big business, to take
continuous steps towards certification not only in their particular field of operation but also in
the areas of bookkeeping, finance, administration and human resource management.

The most important government agency in the context of standardization and certification is the
South African Bureau of Standards (SABS). SABS was established in 1993 by Standards Act
(Act 29 of 1993) to provide standardization services that improve the competitiveness of South
Africa through the understanding, maintaining and development of standardization product and
services within South Africa and internationally. The activities of SABS can be divided into
Non-Commercial and Commercial. SABS is in the process of transforming itself from an
inward looking organization to one which is customer oriented, focussed on service and
representative of the demographics of the region.

On the non-commercial side, the core business of the SABS is to:
- Develop, maintain and disseminate standards
- Provide support for Regulatory services
- Support Presidential imperatives
- Provide research and development into standardization, test methods and regulations
- Encourage the design function through the Design Institute.

On the commercial side, the SABS offers:

- Certification (of products, processes and a new registration scheme)

- Test House - testing for a wide range of commodities. The protection of the consumer is
a high consideration

- NEFTA - testing of power distribution equipment

- Coal and Minerals Technologies - testing of coal and other minerals

- Global Conformity services - regional services covering the Western Cape, Eastern
Cape, KwaZulu-Natal and Namibia

- Bathekgi Corporate Services - the provision of services such as Human Resources
Management, Management Information Systems and Events Management

- Eurotype Test Centre - equipped to perform vehicle exhaust emission testing to
European, American and Japanese environmental standards, as well as all automotive
related testing.

For SMMESs, SABS provides training program called “Missing Link Training Program”, which
fully subsidizes SMMEs to participate in training on technical and managerial skills. It has a
similar training program to attain ISO 9000 certificate. Another service for SMMEs, called
“Tender Board Service” is the support for SMMEs to apply for the business with “Tender
Board”, which is the procurement body of the central and local governments, in assisting
preparation for tender documents, and holding workshops on specifications of tenders.

As South African industries basically use international standards as ISO, they are not required to
adapt their standards or make special arrangements for mutual certification with neighbouring
countries that adopt international standards as well. However, there are some areas where South
Africa has its original standards, which in turn have become de facto standards in neighbouring
countries. In these cases, SABS provides technical assistance for those countries.

2.15 Local Business Promotion Policy
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South African constitution (Chapter 3: Co-operative Government) constitutes government as
national, provincial and local spheres of government. It describes these spheres as distinctive,
independent and interrelated. The constitution provides for nine provinces, each with its own
legislature. Thus, provinces have legislative and executive powers concurrently with the
national sphere over many areas including agriculture, trade and industrial promotion. Provinces
have exclllusive competency over a number of areas, such a liquor licenses and provincial
planning .

SMME promotion is also the one area, over which provinces have legislative and executive
power. Provinces have their own SMME policies, which are guided by economic development
strategies of each province, with funds for small enterprises and Local Business Service Centers
of the provinces. Economic development strategies of the provinces are to be formulated based
on the National Economic Development Strategy. However, the provincial strategies do not
necessarily have consistencies with the national strategy, therefore many provincial programs
overlaps with the national ones.

This situation is supposed to have stemmed from the over development of the provincial
governments’ executive power under the former SME promotion system (Ntsika-NAMAC system).
Presently, national government tries to reconstruct the cooperative relation with provinces, through
utilization of the “Provincial Coordination Committee”.

2.2 Tanzania
2.2.1 Policy, Regulation and Strategy

Tanzania has recently formulated a SME Policy, the Small and Medium Enterprise
Development Policy 2003 (hereafter SME Policy) published by the Ministry of Industry and
Trade (MIT).

SME Policy (2002-2012)

The stated objective of the SME Policy is to “foster job creation and
income generation through promotion of the SME creation and through
improvements on the performance and competitiveness of the existing ones
to increase their participation and contribution to the Tanzanian
economy”'?. It aims to achieve this by (1) reviewing policies and
regulations that discriminate against or hinder SMEs development (start-up,
survival, formalization and growth), (2) enhancing the growth of the sector,
(3) assigning clear roles to key actors, (4) developing strategies to facilitate
provision of financial and non-financial services to SMEs and (4)
developing and institutionalizing public-private partnerships (PPP) for
SME sector development.

The official definition of the different categories of SMEs in Tanzania as stated in the Policy is
as the following'’:

"' DTI, Provincial Economies, May 2003.

12 SME Policy 2003

3 However, there have been some criticisms from the private sector regarding this definition. For
example, some disputed the size categories for the capital investment, and others advocated use of annual
sales for the criteria. As a result, many organizations (e.g. CTI, banks) use different definitions for their
categorization.
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Category Employees Capital Investment in Machinery
Microenterprises 1-4 Up to Tsh 5 mil (US$5,000)
Small enterprises 5-49 Above Tsh 5 mil to 200 mil (US$ 5,000 — 200,000)
Medium enterprises | 50-99 Above Tsh 200 mil to 800 mil (US$ 200,000 — 800,000)
Large enterprises 100+ Above Tsh 800 mil (US$ 800,000)

(In the event of an enterprise falling under more than one category, then the level of investment
will be the deciding factor)

The SME Policy is intended to be guidelines to all stakeholders replacing ad-hoc and piecemeal
measures with sustainable, integrated and coordinated interventions. It describes the roles and
responsibilities of implementing agencies. Moreover, it breaks down the objectives into smaller
more digestible policies and draws a plan of action for the implementation of these individual
policies together with a clear timeframe and key actors to achieve this.

Despite the well-established framework of this policy, the implementation of it has not started
because there has not been any budget allocated to it yet. This is in part due to the lengthy
government budgetary process. It takes nine months from the formulation of Budgetary Policy
(November each year) to the authorization of the Budget by the Parliament (July the following
year). For the Budget due to be authorized in July 2005, budget requests for the SME policy
implementation have been submitted. Thus, officials expect the implementation to commence
once there are budgets allocated for it."*

However, more importantly, like any policy in Tanzania, the ultimate implementation of this
policy is decided by the national strategies and priorities, which are identified in the long-term
development goals, Tanzania Development Vision 2025, and more directly to the shorter-term
strategy of the Poverty Reduction Strategy Paper (PRSP). As one of the poorest country in
terms of per-capita GDP in the world and as a HIPC Initiatives-qualified country, Tanzania
places foremost importance to the PRSP. The budget allocation and assistance from the
international community are based on the priority areas and required interventions outlined in
the PRSP.

From this perspective, one can be optimistic about the future potential for the implementation
of the SME Policy. The Government of Tanzania has shown strong interests in SME
development. The long-term Tanzania Development Vision 2025 stipulates the importance of
private sector development for the development process of the country. Furthermore, in the
long-term Sustainable Industrial Policy 1996-2020 (SIDP), it clearly states the “promotion of
small scale industries and the informal sector activities organized in all industrial branches™" as
vital means to enhance sustainable development of the industrial sector. Moreover, Tanzania has
just formulated the new PRSP (referred to as PRSP2), the National Strategy for Growth and
Reduction of Poverty (NSGRP). Whereas the PRSP1 focused on seven priority sectors for its
financial interventions, NSGRP does not specify priority sectors but instead present three major
clusters of broad outcomes. One of these is to achieve and sustain a broad based and equitable
growth. As regards to this, NSGRP states that along with the informal sector and cooperatives, a
well developed SME sector is vital for the economy in order to achieve sustainable and broad
based growth. Thus, in this cluster of strategies, a number of intervention packages are
advocated for SME development. This was not the case for PRSP, where neither SME
development nor private sector development was one of the seven priority areas of interventions.
By NSGRP advocating the SME development, the implementation of the Policy is greatly
facilitated, not least because of the increased likelihood of securing funds for its

4 Based on interview with Mr. D. Massawe, Assistant Director/Head of SME Section for MIT, 14/02/05
and Ms. Y. Suzuki, Programme Analyst, Development Management Unit, UNDP, 10/02/05
"* SIDP 1996
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implementation.
Below gives a brief overview of the main policies that are relevant for SME development:

Tanzania Development Vision 2025

The national long term vision is to transform the country from a low productivity predominantly
agricultural economy to a semi-industrialized one led by modernized and highly productive
agricultural activities. This should be enhanced by supportive industrial and service activities
through active mobilization of people and other resources towards achieving shared goals.

NSGRP 2005/6-2009/10

The NSGRP is the second national organizing framework for putting the focus on poverty
reduction high on the country’s development agenda. The goals are grouped into three clusters,
with each relating to one of the three groups of core NSGRP outcomes. These goals are broken
down further into cluster strategies. For each cluster strategy, an intervention package, sector or
area of collaboration and key actors are identified. The first cluster is “growth and reduction of
income poverty”. In this section, for many of the cluster strategies, SME development is
mentioned as the required intervention package. For example, in order to achieve the goal of
macroeconomic stability, one of the strategies identified is “to make trade more inclusive
through facilitating expansion of a wide range of enterprises especially SMEs in exporting
activities”. The intervention package required to achieve this is SMEs development, and the key
actors involved would be the MIT, President’s Office — Planning and Privatization, and the
private sector.

SIDP 1996-2020
The policy aims to enhance sustainable development of the industrial sector. As regards to
SMEs, the policy states that “the promotion of small scale industries and the informal sector
activities organized in all industrial branches which offer broad based entrepreneurial
development potential for employment and income generating opportunities”'® should be met
with special efforts. SMEs are promoted through the following measures:

- Support existing and new promotion institutions

- Simplification of taxation

- Licensing and registration of SMEs

- Improve access to financial services

SIDP also emphasize the formalization of informal sector, and on enabling indigenous

entrepreneurs, youth, women and people with disabilities to take a more active part in

economic activities.

Business Environment Strengthening for Tanzania (BEST) Programme 2002

In an effort to create an enabling environment to enhance enterprise development, the
government identified 5 key programme components. These are regulations, commercial dispute
resolution, Tanzania Investment Centre, government culture and private sector advocacy. It is
intended that by implementing these, the government is able to improve the legal and regulatory
framework and administrative practices, which unnecessarily increase costs of doing business in
Tanzania.

National Micro Finance Policy 2002
The Policy covers the provision of financial services to micro and small enterprises in rural

areas as well as urban sectors engaged in all types of activities.

There are a number of other policies relevant for the development of SME sector. These include,

16 SIDP 1996
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the National Investment Promotion Policy (1996), National Employment Policy (1997),
Minerals Policy of Tanzania, Agricultural Policy, Gender and Women Development Policy,
Cooperative Development Policy, and Rural Development Strategy.

2.2.2 Financial Assistance System

Tanzania’s financial sector is relatively well developed following monetary and financial
structural reforms that began in 1990. This has resulted in a relatively stable macroeconomic
framework for private sector development. There are 20 commercial banks and 11 non-bank
financial institutions operating in the country, with an approximate total deposit of Tsh 1,507.4
billion (US$ 1,507.4 million) as of December 2002."” The insurance market currently consists
of 10 insurance companies, 38 insurance brokers, 285 insurance agencies and 22 loss assessors
& adjusters. The sector, previously monopolized by state owned National Insurance Corporation
(NIC), was liberalized in 1997 leading to the establishment of several foreign and local privately
owned companies.

The National Bank of Commerce (NBC), which used to account for over 75% of the country’s
banking services, was split into NBC 1997 Ltd (sold to the Amalgamated Banks of South
Africa: ABSA) and the National Microfinance Bank (NMB), which is currently undergoing
the process of privatization.

The diagram below roughly depicts the corporate clienteles for the Tanzanian banking sector.'®
The shaded triangle represents the number of enterprises in each segment: few large enterprises
and a vast number of microenterprises. On the other hand, the inverse triangle represents the
bank loans accessed by or available for each segment. In the segment of loan market aimed for
large enterprises, the segment is dominated by foreign banks such as StandardChartered Bank,
Barclays and Citibank. Large enterprises normally have access to these credits. Medium
enterprises are able to access credit from a mix of national banks and foreign firms (e.g.
Stanbic). Small enterprises typically borrow from NMB, but the loan size is very small."”
NGOs such as FINCA (The Foundation for International Community Assistance) MEDA
(Mennonite Economic Development Associates) and PRIDE (Promotion of Rural Initiatives and
Development Enterprises) are the main providers for very small loans. These institutions tend to
operate in group lending and impose very high interest rates.

Diagram I-1: Main actors for corporate lending relative to size of enterprise

Large Sta_n_dardChartered Bank,
Citibank, Barclays, etc
Medium NBC,CRDB,
Stanbic, etc
Small \ NMB /
Micro \%FINCA,etC

7 US & Foreign Commercial Service and US Department of State (2005), “Tanzania Country
Commercial Guide FY 2004”.

18 Based on interview with Mr. J. Giles, Chief Executive Director and Mr. J. Lwande, Chief Manager
Microfinance, National Microfinance Bank Ltd., 15/02/2005.

' NMB currently only operates Microcredit ($650-$3,000), but these are often taken out by the “Small”
enterprises as defined by SME Policy definition. Furthermore, SME lending ($5,000-$13,000) is due to
start this year.
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It is evident that SMEs, especially small start-up companies face difficulty in trying to access
credit. The banking sector rarely lends adequate amounts to small enterprises. This is not due to
the lack of resources available in the banks. Rather, banks are reluctant to make loans due to the
risks associated to loans to small enterprises. The banks blame the entrepreneurs’ low capacity
and knowledge regarding book-keeping and managerial skills. In addition, due to the lack of a
sophisticated method for evaluation of the business plan, they are not able to distinguish
between the good enterprises to the bad. Thus, banks are only able to give out loans to those
with collateral or to larger enterprises.

There are several capital funds in the private sector that provide equity to the start-up SMEs. For
example, FEDHA Fund Ltd is a private equity fund, which makes equity or quasi-equity
investment in Tanzanian companies with high growth potential. FEDHA is managed by First
Capital Partner Ltd. (FCP)*, which provide risk capital investment services and who also
manages Tanzania Venture Capital Fund Ltd (TVCF), owned by UK based Aureos Capital.
However, enterprises only have very limited access to funds from such venture capital schemes.

The government has attempted to improve access to capital for SMEs where the private sector
fails, by supporting a number of special schemes funded by the budget. Some of these are:

National Entrepreneurship Development Fund (NEDF) — This scheme is operated by
SIDO. The maximum loan size is Tsh 500000 (US$500), and the government has
allocated Tsh 1.5 billion (US$1.5 million) for this fund.

Regional Revolving Fund — This is funded (at initial stages only) and operated by SIDO,
designed to be self-sustainable. The size of the loan is larger than the NEDF, set at a
maximum of Tsh 5 million (US$5,000).

Youth Development Fund — managed by Minster of Labour, Youth Development and
Sports.

Women Development Fund (WDF) — managed by Ministry of Community Development
and Women Affairs and Children.

In addition, there are other related programmes established through government/donor joint
efforts including the Small Entrepreneurs Loan Facility (SELF), National Income Generating
Programme (NIGP), Presidential Trust Fund (PTF), and Community Development Trust Fund
(CDTF).

2.2.3 Status and Major Issues of SME Promotion Organizations

The first major attempt to promote small industries sector in Tanzania can be tracked back to
1966 when the National Small Industries Corporation (NSIC) was formed under the National
Development Corporation (NDC) (subsequently replaced by SIDO in 1973). There are many
SME promotion or support organizations present in Tanzania, both at the public sector and the
private sector. Below gives an overview of the main organizations:

1) Government Ministries/Organizations

MIT

The main ministry responsible for the SME development is the Ministry of Industry and Trade
(MIT). The SME Development Policy explicitly states that the MIT “shall have the overall
responsibility for coordinating the implementation of the SME Development Policy”.?' In
particular, MIT will function as the secretariat of the SME Forum and publish the Annual SME
Report that will include information on the status of the SME sector. Furthermore, MIT will

2% First Capital Partners is a subsidiary of Commonwealth Development Corporation (CDC)
I SME Development Policy 2003
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establish a data bank to function as research and information clearing house, interconnected
with major stakeholders.

Within the MIT, there have consistently been officers studying the Tanzanian SME sector from
the 1970s, although the emphasis placed on this sector has changed over the years. At the
beginning, there existed a SME department where the departmental head reported directly to the
Permanent Secretary. However, in the 80s, the department was dissolved and only a couple of
officers remained to deal with SME issues. In 2000, following structural reforms of the MIT, the
SME Section was created as one of the three sections under the Department of Industry. There
are 4 staff members currently specializing in SMEs (allocated positions for the Section is 12).
This Section is responsible for policymaking, monitoring and evaluation of SME issues. The
annual allocated budget is approximately US$67,000. In addition, it receives assistance from
many donors (e.g. USAID, etc) and international organizations (ILO, UNIDO, UNDP, World
Bank) in many forms.

Small Industries Development Organisation (SIDO)
The Small Industries Development Organisation (SIDO) was established in 1973 by Act of
Parliament “to plan, coordinate, promote and offer every form of service to small industries”.*?

SIDO is a parastatal, under the MIT’s jurisdiction.

Structure of the institutions: HQ in Dar es Salaam, 20 regional offices

Staff No.: 330 (20% in HQ)

Budget: 50% internally generated, 50% funded by government and donors

Mission: “To create and sustain an indigenous entrepreneurial base through promotion and
support of SMEs. Priority given to priority economic sectors that contributes to wealth
creation.”

Type and No. of SMEs targeted: Micro- and small enterprises in the following target industries:
(1) leather; (2) textile & garments; (3) handicrafts; (4) light engineering; (5) agro-food
processing; (6) metal work

Main activities: (1) Technical development, search and development - technical assessment,
incubation, skill upgrading, etc. in a wholly manner; (2) Business development and extension
services - advisory service, entrepreneurship (esp. women) development through training
courses, service centres; (3) Market and information services - trade exhibitions; and (4)
Financial services - investment financing; working capital fund (Regional Revolving Fund),
credit guarantee, linkage to banks and financial institutions

As an organization under the MIT, SIDO remains the main government arm for promoting
SMEs in Tanzania. SIDO appears to be modestly successful in achieving its aim, and the
responses by enterprises that received SIDO assistance appear to be positive overall. However,
SIDO’s primary target is very small enterprises. It has been criticized that due to this target, the
overall impact towards the Tanzanian economy has been small. In addition, SIDO does not give
adequate support towards enabling small enterprises to scale up their businesses.

Tanzania Investment Centre (TIC)

TIC was created by the Tanzania Investment Centre Act of 1997. Its organization is directly
under the President’s Office. This is to ensure credibility regarding the country’s emphasis on
SME development. Its headquarters is in Dar es Salaam and there is also one zone office in
Moshi-Kilimanjaro. With an organization of 40 professional staff and a budget of $1 million, the
organization aims to act as a one-stop office for all investment, foreign and domestic, without
making any distinction. The focus industries are (1) agriculture; (2) value addition of

> SME Policy 2003
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agriculture; (3) tourism; (4) fisheries; (5) mining; (6) timber; (7) services.”> The TIC was
heavily involved with the formulation and is responsible for the implementation of the BEST
Programme. TIC is complementary with SME development and promotion, to the extent that
SMEs are able to take advantage of the facilities and advice that are given by the TIC. However,
many SMEs are too small to be able to fully benefi