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1 Introduction

Trends in developing countries over the last two decades show that the involvement of small and very
small enterprises makes a constructive contribution to building economies, especially during periods of
economic receery (Government of South Africa, Detea et al. 2012a). Small, Medium and Micro
Enterprises (SMMES) play a vital role in encouraging job creation and their successes are influenced
greatly by their ability to enter the value chains of larger organisatiom®ththe private and public
sectors.

Though valuable to the progression of African economies, the challenges facing SMMEs are many.
Lack of access to capital, limited infrastructural capacity, limited access to markets and of resources to
enable businesactivity as well as a lack of economic skills are some of the peevesinstraints faced

by SMMEs.

This was the background that motivated the Southern Africa Trust to successfully submit a research
proposal t olnvadstmers Climaief & Busasa EngironmentiICBE) Research Fund, and i

September 2012, the Southern Africa Trust undertook a research study eiti8eaha | | busi ne
devel opment in connection .with the inclusive bus
The International Finance Corporation (IFC) defimegil usi ve business as, “mode

to goods, services, and livelihood opportunities for those abdabe of the global economic pyramid
(BoP) in commercially viable, scalableways ( | FC 2011: 2) .

As part of its core mandate through its Business for Development (B4D) Pathfinder project, the Southern
Africa Trust seeks to contribute to social, lamand economic development in Southern Africa through
programmes that foster the growth of SMMESs that adopt inclusive business models. The Business for
Development (B4D) Pathfinder Project of the Southern Africa Trust is underpinned by the ethos of
inclugve business practices. B4D is responsible for the implementation of the research study.

2 Project Description
2.1Project Purpose

The purpose of the research is to critically describe and examine the factors that either promote or hinder
the growth of SMMEs in five African countries.

This includes the analysis of options to link smaller and reczed enterprises with larger firms, a
concept which is known as inclusive business. In general, inclusive business means the profitable
integration of the podnto the value chain of a company.

The overall objective of the project is to provide the necessary knowledge to improve the performance
and competitiveness of SMMEs so that there are increased entrepreneurial and employment
opportunities and,dsed on tis, wealth creation.

The project has two components, namely:

1 acomprehensive research study in five target countries, and
1 theconvening of multistakeholder dialogues at a country level and regional level (SADC) to
discuss research findings with policakers and key players.

The research examines the factors that have promoted or inhibited the growth of small businesses in the
selected countries and how success stories can be replicated in the region. The following questions
guided the research:

1 How canthe development of SMMEs be described in the five target countries?
1 What kind of regulatory framework works best for business development?
0 To what extent is such a framework supportive of business development?


http://www.ifc.org/wps/wcm/connect/as_ext_content/what+we+do/inclusive+business/news+and+highlights/defining+the+base+of+the+pyramid
http://www.ifc.org/wps/wcm/connect/as_ext_content/what+we+do/inclusive+business/news+and+highlights/defining+the+base+of+the+pyramid

o0 What are possible hindering factors or fastthat have not been implemented in
practice?
1 What kind of support structures exists to foster business development?
0 How functional and successful are these support structures?
1 What are the major factors that hinder the development of SMMEs, in partiétiiaegard to
the regulatory framework and supporting structures?
1 To what extent has the concept of inclusive business been introduced in the five countries?
o0 Which (regulatory) factors promote or hinder inclusive business in these countries?
0 What optionsare available to promote SMME linkages with larger companies
(inclusive business)?
1 What are the challenges that need to be overcome to achieve this, and how can this be done?

Based on preliminary research undertaken by the Southern Africa Trust itrisedsthat,

a) Although SMME development is universally acknowledged as an effective instrument for
employment generation and economic growth for development, and although governments and
other key players have made various efforts to foster SMME developroantries still fail to
support the enterprises in being successful and sustainable; and

b) The concept of inclusive business currently only plays a secondary role in SMME development
and thus in the growth and development of a country, however the stramgkement of
larger companies that implement Inclusive business practices can trigger SMME development
and lead to economic growth and employment of a country.

2.2  Research Methodology
2.2.1Research Scope

The research scope is focused on the developmeS8MMES in the SADC region, analysing the
enabling environment for SMMESs, and to deepen the study, examining the relationship between very
small enterprises and larger organisations, and the enabling environment relevant to: (1) opportunities
within the vale chain for very small enterprises; and (2) the ability of very small enterprises to do
business with larger organisations. This includes research on enabling agencies and organisations and
findings on macreeconomic conditions.

Consideration was also giveo the sector focus as an indicator of where SMMEs are most likely to
have access. In the target countries, the agriculture, manufacturing and retail sectors play an important
role in the development plans of the countresvith the exception of Mauritis with regard to
agriculture.

The studies were conducted in Malawi, Mauritius, Mozambique, South Africa and Zarhkise
countries were selected on the basis of existing processes on SMME development in a country, or the
absence thereof; and with regatol the research focus sectors, such as food and legera
manufacturing and retail.

In two of the selected countries, South Africa and Mauritius, the promotion of SMME development has
been under way for some time and it is possible to shareéomgeperiences:

1 In Mauritius, a joint enterprise development approach involved government and other key
stakeholders. Two of the four major strategies of the Mauritius Government since the
independence of the country have beéndiprovide income earning pprtunities through the
creation of jobsand (ii) to provide norwage income opportunities through entrepreneurship,
where the government functioned as a developmental state, facilitator, operator and regulator in
promoting an enabling environment for SNasl

1 In South Africa, various initiatives have been undertaken to foster business development by
different stakeholders like government, the banking sector, companies from other industry sectors,
SMME-related organisations and other players. In addisaveral initiatives in the field of



inclusive business have been started in the country that will provide solid data on concepts,
successes and obstacles in relation to SMME development.

These two countries were therefore selected to provide good prextiogles and information on
promoting and hindering factors for SMME growth and development, based on the recgefrem
long-term processes.

Malawi, Mozambique and Zambia were selected as they are characterised by extensive agriculture
and the lack oproper infrastructure and wealth (as is the case in Mauritius). All three countries are
targeted by retailer companies which, in South Africa, have commenced inclusive business activities,
but still retain their former traditional business concept in f@kets in Zambia, Malawi and
Mozambique, importing their products from their homertouSouth Africa.

However, SMME activities still play a role in Malawi, Mozambique and Zambia and concepts of SMME
development exist. SMMielated organisations or busiss associations often implement these.
Inclusive business approaches are being implemented but are still in their infancy at the broader national
level. The study intends to provide a comparison of activities in countries with differing situations,
frameworks and experiences in SMME development, including inclusive business.

2.2.2Research Design

The research examined the factors that either promote or hinder the growth of SMMEs in five African
countries, including the analysis of options for linking SMMB larger companies based dre t
inclusive business concept.

The qualitative research method was selected to obtain -depth understanding of political
frameworks, policy decisions and other factors that determine the enabling environment for SMME
development and inclusive business. In selecting a qualitative research method, of greater importance
was the fact that the studies scrutinize mindsets, attitudes and reasons for the decisions that the various
stakeholders made, as well as their perceptibtise enabling environment.

Box 1: Key aspects of the Research
The following five aspects that are relevant for SMME development and inclusive business
the focus of the research:

Macro-economic environment and status of SMMEs in the target gesintr

Regulatory framework in the target countries

Support structure in the target countries

Factors based on the above three aspects that either promote or hinder SMME deve
Inclusive business and the enabling environment thereof

Recommendations improve the current situation

E R I

Based on these six key aspects, desktop research and qualitative interviews were conducted. The desktop
study provided an overview of the political and economic processes that result in an enabling
environment for SMME devepment and inclusive business and provided insights in the following
ways:

I The situation in each of the five countries that impact on SMMEs, including raacrmmic
factors;

1 The focus research sectors (agriculture, manufacturing and retail) in tHectanggies and the
selected research provinces within these countries;

1 The status and legal framework for SMME development and business linkages, including
political intentions and historic developments

1 Existing public and private structures that fostttME development and business linkages
(supporting agencies);



9 Factors that either promote or prevent SMME development and business linkages, in particular
those related to regulatory frameworks, supporting agencies and other aspects of the enabling
environnment;

1 Examples of successful inclusive business activities; and

1 Options to improve the current situation.

This overview provided the basis for further res

as to whether and/or how the regulatory framew and the SMMEupporting agencies had improved

the development of SMMEs and business linkages in practice. This information was obtained through

interviews, using opeanded questions completed by sumtracted local partnerBhe semistructured

interview guidelines addressed the following questions:

I What are the factors that advance or inhibit the growth of SMMES in the target countries, and
allow for SMMEs to start or extend an inclusilbusiness approach?

1 To what extent are SMMESs using supportiagtbrs provided by the governments, SMME
related agencies, and the private sector to foster business linkages? Which limiting factors can
be changed for short, medium and ldgegm impact?

1 How strongly are SMMEs linked to larger firms, in particular edai food, beverages and
manufacturing? What are the enabling and disenabling factors?

1 What conditions need to be in place for larger companies-tiperate more closely with

SMMEs? Which of these factors can be realistically implemented or changkd irear

future?

What examples of good practice exist and what can be shared and replicated?

Are there ways in which SMMESs can get better access to people at the Base of the Pyramid

(BoP) by ceoperating with larger firms?

1 What needs to be changed to teean enabling environment for SMMES to better establish
themselves and serve these markets, as part of the value chain of a larger firm?

E |

The aim of the interviews was to gain insight into the positions and perspectives of three key
stakeholder groups oié subject matter and on the dynamics that will be practical for application
within the Southern African context. The interviews also supported the desktop research with regard
to knowledge on the implementation of laws, policies and strategies to sSMIME development.

Of particular interest were the levels of awareness regarding inclusive business, as well as factors that
hinder or support its expansion. The research also considered whether a parallel can be drawn between
the views of larger organisans in the private sector, government officials and the experiences of the
owners of very small enterprises.

The mixed methodology approach was selected to strengthen the validity of the data elicited and to
overcome any weaknesses inherent in eithehadkett allowed the research to provide greater insights,
interpretation and discovery in cases less suitable for hypothesis testing.

The basis for study findings and recommendations was the comparative results and recommendations
at a general level (asscountry/regional level) and at the national level.

In a third step, the research findings and recommendations were discussedstakefiblder policy
dialogues in the five target countries and within one regional policy dialogue. While thisrsteg fo

part of the distribution strategy, the additional recommendations of each policy dialogue were
incorporated in this present study report. In the graph below the design and procedure of the project is
summarised.



Figure 1: Structure of the Project
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2.2.3Data Collection Method

The desktop research consisted of national and international studies, publications on SMME
development and inclusive business in the target countries, and analysis of documents about the
regulatory framework, including White Papers, political strategiekcies, laws and guidelines.

The activities ofthe SMMEE upporti ng agencies were analysed us
websites and direct communication with representativetedet agencies. Newspaper articles were
included, for instance in the case of South Africa, so as to be updated on SMME devetdfimentb

contracted local researchers, where applicable, also participated in workshops in which new
developments of legakrdmeworks for SMMEs were discussed. In Mozambique, for example, the
researcher took part in a workshop on the follgwStrategy for the Improvement of the Business
Environment Estratégia de Melhoria do Ambiente de Negd&dHAN I1).

In the second stepath was obtained through qualitative interviews using -stmctured interview
guidelines exploring the opinions and experiences of different stakeholders. For each of the target
countries selected, the sample of qualitative interviews included aboulytweny small enterprise
owners; eight representatives from larger organisations that influence procurement processes and
policies; and four officials from national, provincial or local government that influence policy
development with regard to SMME deopment and inclusive business. In South Africa, the sample
also included one representative of a business chamber represateipgiges on a national level.

2In South Africa, in 2012, the Government announced its intention to significantly change the Codes of Good Practices for
the Broad-Based Black Economic Empowerment (BBBEE) which will have an impact on SMME development in the country.
The Government provided a draft of the new Codes of Good Practice which were discussed with key stakeholders, such as
large businesses. These announcements and discussions received extensive media coverage that was taken into account by
the South African researcher.



Geographical Focus

In the larger target countries (South Africa, Mozambique, Zambia), tharcesevas conducted in
geographical focus areas outside of the capital cities. For example, in Mozambique, the poorer region
of Nampula was selézd for interviews with SMMEs.

The geographical focus of the South African study falls on theabed povertynodes’ incorporating

the rural and urban poor areas or communities that have been dészsilieel spatial manifestation of

the second economy, and are characterised by underdevelopment, contributing little to Gross Domestic
Product (GDP), and absorbihnghe | ar gest pr opor t i.oTherefofe, thte Bathc ount |
African part of the study looked at provinces chosen because of the incidence of prominent rural nodes

that are not close to any urban, metropolitan areas with their particuleariodls and because they share

relatively high populations outside of the more urban and central Gauteng Province. They also have in
common a high incidence of rural communities and high unemployment rates within those communities.

The study was mindful thawhen focusing on specific geographical areas, a mévkased approach

had to be adopted; so that the realities pertaining to local environmental conditions are taken into account
(in order to avoid creating unrealistic expectations); that basic camglin the specific rural area need

to be in place first, such as transport infrastructure, electricity and institutional capacity; and that there
is sound cepperation between the private and public sectors.

2.3 Data Analysis

The data were mainly examineding the method of content analysisieTinput was not analysed for
frequencies but rather according to categories. The main categories of the content analysis were based
on the key research objectives described in the research design (see Box 1 irRchapteamely:

1 The status of SMME development in the target countries, including the @a@nomic

situation;

1 The regulatory framework for SMME development and linkages between SMMEs and larger
companies;

1 The support structure for SMME development dimitages between SMMEs and larger
companies;

1 The factors that promote or impede SMME development and inclusive business, with a focus
on macroeconomics and linkages;

9 Existing inclusive business activities; and

1 Recommendations to improve the current situe

As indicated in chapter 2.2.2., these five major research goals wedivildd into more detailed

research aspects and questions, as described in chapter 2.2.2 and usedtagaiiks to analyse the

results in a structured way.

2.4  Challengesof the Research Project

As is often the case with qualitative research, smaller but more focused samples are used and this
brings an element of subjective interpretation into the study. The qualitative method investigates the
“why’ and ‘ h-makihg,nooft doencliysitome * what ', “wher e’ an.
focused samples are moreasf needed than large sampliéss suggested that future research of this

nature should be aimed at obtaining more data poawe statistical significance.

Even thoud guidelines to structure the desktop research and detailed interview questions covering
guidance notes were sent to the local research partners, the results and quality of the studies varied

3 Previously referred to as Presidential Poverty Nodes: South Africa Department of Provincial and Local
Government/Business Trust, 2007.

4 South Africa Department of Cooperative Governance (DECOG)

5 Previously referred to as Presidential Poverty Nodes: South Africa Department of Provincial and Local
Government/Business Trust, 2007.



with regard to deciding on the country study focus (policy \&etise macro economy), the length,
extent of detail, style and qitgl These aspects had an unavoidable impact on the comparability of
the studies.

3 Summary o Desktop Study Findings

3.1 Literature Review

The Southern Africa Trust comprehensively gatheredalitee relevant to the project and also other
sources such as websites. These are listed as Appendix Il. During this phase of the research project, new
literature published after the project began was also taken into consideration.

3.1.1Literature review on SMME development in the target countries

The literature refers to SMME development including challenges, solutions, support agencies and the
regulatory frameworks of the five target countries. Very few publications focus on only one of these
issues. Mst of the publications analyse the holistic picture of SMME development in a country. Recent
publications that were released during the present research project are introduced first, followed by brief
descriptions of the literature that was availdi#éore the project commenced.

It is important to note that the available literature on SMME development at national level varies
significantly. While there is already comprehensive information in countries such as South Africa and
to some extent in Mauritiusd more recently in Malawi, the literature on recent processes of SMME
development in Mozambique and Zambia is limited. Even in Mauritius and Malawi, there is a lack of
statistics, especially with respect to the informal sector and business developmgof thansources

were published already in the beginningrad-2000s The same is true for Malawi, where many studies
have become outdated, with the exception of the studies by the International Labour Organisation (ILO)
and FinScope that are describetbine®

Literature on the situation of SMME development in Malawi

In Malawi and Mozambique the recently created new key components of the legal framework for SMME
development, in particular new SMME development strategies and policies, have not yet lyeen full
implemented and can therefore not be pripassessed for this report.

SMME policies in Malawi have historically been strongly criticised. The International Labour
Organisation, for example, which published one of the few more recent repoitvia &velopment
observed that,

“ Wedesigned and clear regulations, including those that uphold labour and environmental standards,

are good for the promotion of stanps and enterprise development. They facilitate formalization and

boost systemic competitimess. The Regulatory Quality Index measures the ability of a government to
provide sound policies and regulations for the p
this regard has been poor and below 0, shifting ff@#8 in 2005 t¢0.70 n 2011, on a scale from

2.5 10 2.5, with higher values indicating better performance. The country scores poorly, having achieved

a value lower than that of Mozambique, Tanzaniaanaid i a i n 2011” (1 LO 2013:

This observation refers to the periodioie before the new SMME policy was implemented and it also

hi ghlights that t heankingia Maawichds ddereasedgHoviieues, ivteeges s
companies were asked to describe the regulatory environment as it affects their daily busiaess, abo
80% assessed it as “supportive” or “very suppor:
SMMEs were asked ¢hsame question (ILO 2013:31).

6 FinScope (2012), for instance, has published a list of literature on SMME development in Malawi in the annex of their
publication, indicating that most of the studies were published before the year 2006. This lack of current information was
confirmed by the local researcher of the present study.



The report from the ILO focuses on the enabling environment for sustainable enterprises in M@lawi (IL
2013), analysing political, economic, social and environmental factors for SMME development in the
country. It addressemter alia, good governance; trade; the regulatory framework; competition; access

to finance; infrastructure; entrepreneurial cudtutraining and education, as well as responsible
stewardship of the environment. The analysis is based on indicators for each of these aspects and draws
comparisons between Malawi, Mozambique, Tanzania and Zambia as well as the Southern African
median. Tle study does not, however, examine the regulatory framework and the support structures for
SMMEs, including identifying their challenges. The findings of the ILO study supported to a large extent
the findings of the Southern Africa Tttua the Malawi coutry study.

There have been other recent releases in this field in Malawi. For example, in 2012 FinScope, which is
a FinMark Trust initiative, disseminated a series of survey results on SMME development in Malawi,
via a survey that was supported by taawi Ministry of Industry and Trade and the Reserve Bank of
Malawi as well as the United Nations Development Programme (UNDP) and the Department for
International Development (DFID) (FinScope 2012). This supreyidesan overview of the size and

scope ofSMMEs in Malawi, the profile of the small business owners, their financial capability and
money management, constraints and support mechanisms and, in particular, reveals comprehensive
knowledge about the current situation and options of financial inclusidalawi (FinScope 2012).
Additional studies conducted in Malawi by FinScope focus on women in small busireslyzing the

extent of their financial inclusion (FinScope 2012a), and the issue of education regarding the educational
profile of businesewners and the options of finaatinclusion (FinScope 2012b).

Literature on the situation of SMME development in Zambia

In Zambia, more recent reports focus on specific aspects of SMME development, such as the mining
and agriculture sectors. Relativégw recent publications analyse the situation of SMMEs in Zambia,
including the regulatory framework of the country and its support structure for SMMEs. Based on
specific projects, the ILO has published brief articlesusirtess linkages in agricultudé© 2009) and

the Broad Based Wealth and Job Creation Programme (ILO 2011). Chisalag2a0®ed the SMEs
performance in the country and identified practical lessons from &@#hAsian countries that Zambia

can draw on to facilitate industrial devptoent through unlocking the potential of its SMEs sector.

Literature on the situation of SMME development in Mozambique

Mwanza (2012) prepared a review for USAID on the
Enterprise Dev € Whch wesestablisheS ByEESBID ih Mozambique. The review
refers to the Mozambican ‘fl agship’ programmes
are called MozLink I and Mozlink A Mwanza recommends stronger investment by the public sector in

SMME devebpment and calls for improvement of, and investment in, the manufacturing sector. The

report also calls for more joint ventures between larger companies from neighbouring South Africa and
SMMEs from Mozambigue and recommends donor programmes to fosteessiinkagesMwanza

2012).

In line with this comprehensive review by Mwanza, a number of publications on recent Sl
processes focus on the approach and effects of MozLink | and MozLink Il. For instance, there are brief
overviews by MozLink (203) and an online presentation by BHP Billiton (2010).

A recent publication on SMME development in Mozambique was released by UNCTAD in 2012 and
focuses on Foreign Direct Investment (FDI) for SMEs in the country, the investment framework and

7 SPEED’s approach to improving the climate for private sector trade and investment divides into four broad topics:doing
business, competitiveness, macroeconomics, and governance. (USAID/SPEED 2013)

8 Both programmes bridge the needs of a large company bound by business, operational, and technical standards with the
needs of local SMEs striving for an opportunity to build their capacity and become competitive economic players. Whilst
MozLink | was implemented by BHP Billiton’s Mozambican company ‘Mozal’, MozLink Il was implemented by the four
companies Mozal, Sasol, SABMiller and Coca Cola. Both programmes were supported by the International Finance
Corporation (IFC) and the Mozambican Investment Promotion Centre (Centro de Promogdo de Investimentos - CPI).


http://www.speed-program.com/our-work/by-topic/doing-business
http://www.speed-program.com/our-work/by-topic/doing-business
http://www.speed-program.com/our-work/by-topic/competitiveness
http://www.speed-program.com/our-work/by-topic/macroeconomics
http://www.speed-program.com/our-work/by-topic/governance
http://www.google.co.za/url?sa=t&rct=j&q=&esrc=s&frm=1&source=web&cd=1&cad=rja&ved=0CCsQFjAA&url=http%3A%2F%2Fwww.cpi.co.mz%2F&ei=7NE6UojWCsPNhAe8-IGoAg&usg=AFQjCNEyXVYfLQJiNMF9zNqGhzO7Vq3qZw&sig2=fMMsCTUVlINhpra_GIhaUg

suggested stratly (UNCTAD 2012). The ILO survey (ILO 2013) also provides useful information on

aspects of the regulatory framework in Mozambigueé the SMME support structurblone of them,

however, analyse these in depth as was done in the present research prejsictdpanalysed the key
governmental support agency of Mozambique, Itis¢ituto Para aPromocéo das Pequemadlédias
Empresas(IPEME). It analyses the capacity and activities of IPEME at an early stage after its
establishment, the envisaged implementathatrix to support SMMES in Mozambique, provides input

with regard to international experiences that can be replicated and makes recommendations to improve

the enabling environment for WEs in the country (GTZ 2009Results of the study were used and
compared to the actual state of I PEME's current

In the target countries of Mozambique and South Africa there were some political discussions on new
movements regarding SMME development and inclusive business during the phase resém p
research project. In Mozambique, public discussion on theStmtegy for the Improvement of the
Business EnvironmentEgtratégia de Melhoria do Ambiente de NegocEMIAN II) commenced in
August 2013 and, the relevant local research partnercipated in related information workshops
(Southern African IDEAR013; StarAfrica.com 2013).

Literature on the situation of SMME development in South Africa

In South Africa, current discussis focus on the call for more inclusivity and the change of the codes
or regulations relating to Broad Based Black Economic Development which will foster a stronger
involvement of SMMEs into the value chains of larger companies. Media releases weredaljpand
incorporated in the present studies (Fin24 2013; South African Government 2013; KMG Att&rney
Associates/ Klopper 2013).

A general overview on the situation of SMMESs in South Africa (basic data) was provided by FinScope
(2010). The researchgyect also coveredthe SME Toolkits by IFC and IBM for South Africa (IFC/IBM
2011), and Zambia (IFC/IBM 2013).

A recent report of the Small Business Project (SBP 2013) confirmed many findings of the South African
desktop study calling for the reductiontofu r eaucr ati ¢ processes related
small scale companies (SBP 2013:43). In both the SPB study and the present study, small scale

companies named their need to be “integreeed int
on firms’ abilities to make a productive contril
hi ghlighted that, “as a group, SMEs are freque

Consequently, another strong hindering factor is the tddknowledge of governments, supporting
agencies and also larger firms regarding the specific needs and conditions of SMMEs, and this lack of
knowledge can be the basis for failure of SHNevelopment from the outset.

A recent study commissioned by theuth Africa Small Enterprise Development Agency (SEDA)
focused on the needs, state and performance of SMEs in various industry sectors in South Africa and
provided a valuable resource (Mthente 2012). The study provides a comprehensive overview of the
barriers that SMMEs face in the above sectors in South Africa and provides highly relevant
recommendations for SEDA as the central governmental support agency for SMME development in
South Africa.These recommendations include, amongst others:

1 The establishmermf more satellite offices of SMME supporting agencies to improve the reach
of programmes, products and services;
T I'mproving the alignment of these agencies’ S
SMMEs operating in rural areas of the country;
The use of other official languages in addition to English;
The introduction of sectespecific business advisors, with expertise in designated sectors;

Avoiding a numbersdriven approach that is only focused on the quantity of SMMEsS;
The provision of followup support services.

=a =4 —a A
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http://saideas.com/

In addition, in South Africa, the Department of Economic Development, Tourism and Environmental
Affairs of the Free State Province in South Africa (Detea), together with the ILO and the University of

the Free State, published a ssrie o f r e pSouth Africat SME Oleservatory Review of the

efficiency and effectiveness of past and ongoing SME development initiatives in the Free State
province” (Detea et al. 2012a). This syteadaehesi s
al. 2012a) and an Annotated Biography (Detea et al. 2012b), as widld¥erk (Detea et al. 2012c¢).

These four reports were published only after the present research project had started, but were included
in the desktop study for South Africadagise research for this project ahd been undertaken in the Free
State Provinceé.

The reports by Detea et al. focus on the following aspects:

1 The literature review reflects on the most important service providers at national and provincial
level, and onkie role and context of SMEs in South Africa and the Free State in four selected
industry sectors. This review also includes the key problems and challenges related to SMEs
drawn from comparative research.

1 The annotated biography summarises literature aekte the SME and SMME sectors in South
Africa.

1 The fieldwork report analyses the efficiency and effectiveness of past and ongoing initiatives
concerning Business Development Support (BDS) to SMEs that are taking place in two
municipalities in the Free &te province.

1 The synthesis report provides an overview of the business development services, training and
education, marketing and markets, administration and regulations, funding, entrepreneurial
development as well as recommendations. It integratasatimus findings of the three reports
mentioned above and reflects on the key themes that run through the three reports.

Literature on the situation of SMME development in Mauritius

In Mauritius, recentpublications on SMME development are scarce. Thektde study for Mauritius
identified few publications in this field that were more recent than 2000, othedehders (2008) and
localresearch partn&@traConsult (2002 his may be because enterprise development in Mauritius has
been implemented fobaut 35 years and policy changes are characterized by the involvement of various
stakeholders. The publications do not analyse the regulatory framework for SMME development or the
support structure in Mauritius, but rather focus on motivation of entreymseard the youth in Mauritius

to become more interested in entrepreneurship.

Literature on the situation of SMME development in the S@ahara region

UNIDO et al. (2008) reveals five structural deficits of the Subhar an r egi on’ s enter
namely rising informality; a “missing middle” an
company linkages; low levels of export competitiveness; and a lack of innovation capabilities. The
publication also explains the characteristics of theleggry framework. Its recommendations include:

1 Reforms to ease business registration and the acquisition of licences;
1 Property titling programmes; and
1 Simplification of labour regulations.

These recommendations are supported with regard to the taugeties by the findings of the present
research project. The study by UNIDO et al. provides a series of recommendations that have been
followed up in the present research project and have contributed to the recommendations in the research

9 For this reason, the ILO was also invited to present their study results within the national policy dialogue on SMME
development and inclusive business in South Africa, which was part of the second component of the present research
project.
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studies in thdive target countries (see Chapters 4 and 5). The specific suggestions made by UNIDO et
al. (2008) are:

1 Providing active government support for private sector development;

1 Ensuring good practices of service delivery;

1 Selecting policy interventions forigate sector development;

1 Improving statebusiness relations;

1 Supporting innovative entrepreneurship, which has a strong relation to the inclusive business
concept analysed in the five target countries in the present research project;

Strengthening intefirm specialization and linkages;

Promoting exports; and

Developing financial services for SMEs.

= =4 =9

3.1.2Literature review on inclusive business

Literature on inclusive business at the global level

There is an extensive list of literature and websites watfard to inclusive business. UNDP has
published a series of more than 120 case studies on their websites that are linked with their Growing
Inclusive Markets (GIM) initiative, initiated in 2006 (UNDP 2013). The case studies are classified
according to setors and countries, and the fimiblications became available in 2008, including the
Heat Map Methodolog}’

In addition, in 2010, UNDP and its African Facility of Inclusive Markets (AFIM) published various
documents on inclusive business that connelieivhium Development Goals (MDGs) to the approach

of inclusive business or support companies and other stakeholders to assess (inclusive) markets, (UNDP
2010a). The UNDP also moved towards providing guidance around brokering (UNDP 2010b) as well

as a manal (UNDP 2010c). The UNDP publications also become more strongly $ectmed (UNDP

2010d) . The recent p uRcelail ¢ azti inogn AdfBuiltdingelnsiusifd® R 'l ¢ h
Businesses for SharedaPtedpeecbgysaeml yesesi nhhbus
the role of enabling organisations for inclusive business (UNDP 20T8&).pblication provides
complementary information on suppontgttures for SMME development.

All the recent UNDP publications illustrate that the concept of inclusive business can be regarded as a
globally accepted approach and newer publications thereforafe on t he “how to i mp
by developing tools and methodologies and sharirdejsths knowledge for specific industry sectors.

In this regard, Wach2012) published a summary of methods and tools that are related to the
measurement of inclusidalisines.

The World Business Council for Sustainable Development (WBCSD) in alliance wittetherland
Development Organisation (SNV), is an important international publisher with a focus on inclusive
business. Both organisations became closely inddlvénclusive business activities in Latin America,

and are now active globally. WBCSD and SNV have established a website that (amongst many others)
provides the reader with case studies (categorised into industry sectors, events, advocacy, reporting) as
well as regular updates on inclusive business activities and processes, recommended links and best
practice (WBCSD & SNV 2013). In addition, WBCSD has published a comprehensive toolkit that
includes case studies and Dmingfbusméssliwitlythei pdee fieldor i nc
gui @wBCSD 2010).

Connected to UNDP, WBCSD/SNV and many other organisations is the United Nations initiative
Business Call to Action (BCtAJhat has published a series of 13 case studies involving companies that
are active in Africayarious briefs on inclusive business, and also convenes regular information webinars
(BCtA 2013).

10 Heat Maps are an analytical tool that provides detailed information on the nature and composition of markets pertinent
to human development. Their visually compelling combination of information allows for a quick read of market
inclusiveness (UNDP 2008).
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http://www.undp.org/content/dam/undp/library/corporate/Partnerships/Private%20Sector/UNDP%20AFIM%20Realizing%20Africas%20Wealth.pdf
http://www.undp.org/content/dam/undp/library/corporate/Partnerships/Private%20Sector/UNDP%20AFIM%20Realizing%20Africas%20Wealth.pdf
http://www.undp.org/content/dam/undp/library/corporate/Partnerships/Private%20Sector/UNDP%20AFIM%20Realizing%20Africas%20Wealth.pdf

There is a strong link between WBCSD and the World Economic Forum (WEF) which has published
documents on “ The NetkattheRntdpped mankets will playnap imposgantadlen g
in promoting the growth of companies in the future (WEF 2009; WEF 20i@ddition, a specific
online discussion forum cal | &drld Resaurcas In|itute ini on”
partnershp with the Acumen Fund@Next Billion 2013), bringing together business leaders, social
entrepreneurs, civil society organisations, policy makers and academics for networking and knowledge
sharing purposes.

Anot her internet plandegtm,c ovhmwri tiy dfhep wofrd gds iso
business for social impact” is provided by Busin
to about 11,000 members, of which 50% are from the private sector. The organisation sends out weekly
newsletters to its members on specific topics in the field of social impact, and often provide information

and updates on inclusive business activiti@ss{ness Fighting Poverty 2013).

The DeutscheGesellschaftfir Internationale Zusammenarbeit (GlBgas published secteoriented
studies on inclusive business activities such as agribusiness (GIZ 2012).

Literature on inclusive business in Africa

Kubzanskyet al. (2011) had already identified in 2009 about 430 examples of inclusive business in nine
African countries, the mayity of them including SMMEs.

A recent publication by GIZ addresses value chain management and inclusive business in Africa (GIZ
2013) and GIZ also produced industyyecific factsheets in partnership widingecompanies.

Two main inernet platforms provide comprehensive information on inclusive business in Africa. One

was developed by the Business Innovation Facili it
I nclusive Business” t hat c u r8rinelusivd businese pr@ects in pr oj e
Zambia and Malawi (Business Innovation Facility 2013b and 20IB8u¢. other main African internet

platform is provided by Business Action for Aficasce 2005, “for harnessing
businessinsuppostf Africa’'s devel opment (Business Action
partners and devel opment organi sations #0060 “advoao

business partnerships to drive-the-ground action on business issues; anarestand disseminate
practical knowledge inading between practitioners.

The organisation Reciprocity provides case studies for the South African context and has produced 24
fact sheets of companies implementing inclusive business in South Africar@eéegig013).

In Mozambique, théetherland @velopmenOrganisation SNV provides information in the field of
agriculture, water and sanitation as well as renewable energy (SNV Mozambiqué'2013).

The focus of the study was on SMME development and therisf@i®@outhern Africa Trust mainly used
sources that were relevant for this issue. In summary, all local research partners were provided with
sufficient information with regard to inclusive business at the national, regional and global level with
the excepon of the research partner in Mauritius, where the concept of inclusive business has not yet
been fully adopted.

3.2 SMME Definitions

SMMEs are generally defined by revenue, assets or the number of employees (see table below). In
Zambia, the Small EnterpasDevelopment Act of 1996 does not provide the definition of medium
enterprise, and even though there is specific legislation in place for SMME development, unlike the
other four target countries, there is no nationally accepted definition for SMMEs ibi&Zalm the

11 Consequently, in the second phase of the present research project, SNV Mozambique also co-presented in the national
policy dialogue on inclusive business in the country.
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absence of an accepted national definition, many SMMESs are not able to access the financial and other

services provided for in law, as their eligibility is not officially recognized.

Table 2: Definitions of micro and small enterprises in the taget countries

Country Micro enterprises / Micro enterprises / Small enterprises / | Small enterprises /
Employment Income Employment Income

Malawi Employs up to 4 - Employs 5 to 20 --

(Mal awi ' s | persons. persons.

policy)

Mauritius It is important to note that the concept of mici -- Annual turnover of

(Small and Medium| enterprise is not stated in the law and thereforg notmore than 10

Enterprises official reference to this sector relates to sm million Rupees (USD

Development and medium enterprises. 330,000).

Authority

(SMEDA) Act

2009)

Mozambique
(Official Gazette-
Boletim da
Republica- BR No.
38 of 21st of
September 2011)

Employs up to 4
persons.

Up to 1, 200 000 Meticais
Mtn. (USD 41,551) annua
turnover.

Employs 5 to 49
persons.

Annualturnover more
than Mtn. 1,2 million
and less than or equg
to Mtn. 14,7 million
(USD 509,002);

South Africa
(South African
Department of
Trade and Industry
(1996)

Turnover of less than

R 500,000 (approximately]
US$ 56,600) for
enterprises in the
agricultural sector, and

Part of the formal
economy, use
technology,
employs less than
ten (10) paid

employees in less than
agiculture and R 5,000,000
less than twenty | (approximately US$

(20) in
manufacturing.

566,000) for businesses i
manufacturin

Dependiry on the
industry sector:
Agriculture: 1150
persons
Manufacturing: 21
50 persons
Retail: 2350
persons.

Depending on the
industry sector:
Agriculture: up to

R 3 million
(approximately US$
309,600)
Manufacturing:

R 13 million
(approximately US$
1,301800)

Retail:

R 19 million
(approximately US$
2,150,800)

Zambia
(Small  Enterprise
Development Act off

Total investment,
excluding land and
buildings, does not excee

Employs up to 10
persons.

Employs 11 to 50
people.

Total investment,
excluding land and
buildings: ZMK 80 to

1996) ZMK 80 million (USD 200 million
16,000); annual turnover (approximately US$
that doeshot exceed ZMK 16,000 to US$
150 million (USD 30,000) 40,000), for
manufacturing and
processing

enterprises; and for
trading and service
enteprises: ZMK 150
to 250 million (USD
30,000 to USD
50,000).

3.3 Macro-Economic Environment and Status 8§SMME Development

3.3.1Macro-Economic Environment

Africa is considered the second fastest growing continent in the world after Asia. Growth in Africa has
been driven by the boom in minerals, agriculture, transport, telecommunication and retail. In Southern
Africa, the continent’s | argest recipient of
and 2012 was 3.5% and 4% respectiVéesktop stdies reveal that South Africa was the only country

(of the five target countries) to perform below the average real GDP growth rates experienced in Africa

Fol

12African Economic Outlook (2013), Estimation for 2011 and projection for 2012.
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at-1.5%?3 largely as a consequence of high exposureaoglobal economic downturiblone of the
other target countries in the study experienced an economic recession. The macroeconomic indicators

in the five target countries are presented below.

Table 3: Summary of macreeconomic indicators

Country GDP GDP Unemploy SMME Agricultur Manu- Retall
Growth Growth ment Rate Contrib - e (% Of facturing (% of
(%) - (%) 1 2012 | (%) - 2012 ution to GDP) - (% of GDP)i
2011 GDPi 2012 GDP) - 2012
2012 2012
(Estimate)
South 25 3.2 25.5 54 2.4 9 12%
Africa
Zambia 6.8 6.9** 14 Not known 20 9.1 17.5**
Mauritius 3.8 il 8 30.9 3.5 6 55
Mozam 7.2 7.5 27 Below 15 30.9** 13.2** 17.9**
Bique il
Malawi 4 5L5x* Not known 17 31.6:5* 11.3 7 23.58*

*In cases where official data could not be found, the symbdl) has been in inserted in the table.
** statistics obtained from African Economic Outlook 2013c for Mozambique and African Economic Outlook 2013d for Zambia)
*** Data of World Bank found in SME World (2013).

Mozambique has the highest reported unemployment rate (27%) in the 5 target countries. Hiswever,
GDP growth rate was 7.5 in 2012, the highest of the 5 target countries. According to the Mozambique
desktop study, GDP growth was largely driven by infrastructure spending and Foreign Direct Investment
(FDI). In contrast, Mauritius experienced a G@Bwth rate of 4% in 2012, the second lowest reported
GDP growth rate. The unemployment rate was 8% in 2012 (lowest of all 5 countries), and the Mauritius
desktop study indicates that the contribution of SMMEs to employment has been materially responsible
for this relatively low rate. For example, the contribution of small and micro enterprises to employment
increased ¥ 17.5% between 2002 and 200he contribution of SMMEs to GDP is 30.9%. In contrast

to Mauritius, South Africa, which experienced theasethighest reported unemployment rate of 25.5%

in 2012, had the highest reported contribution dMESs to GDP, estimated at 54%.

South Africa and Mauritius are similar in a sense that both countries are relatively exposed to the
international economy inomparison with the other target countries. These two countries are therefore
vulnerable to global economic growth cycles. Furthermore, both South Africa and Mauritius illustrate
that the contribution of SMMEs to GDP does not automatically translategat@DP growth, given

the unfavourable global economic climate over the past few years. In addition, there was no direct
correlation observed between the high GDP growth rate in Mozambique and theutiomiof SMMES

to the economy.

In Zambia, official fgures are not available on SMME contribution to GDP. Furthermore, Zambia was
reported to have the second highest GDP growth rate (6.9%) of all the five target countries. However,
unlike Mozambique, Zambia has attributed its growth in the economy todtemge in the growth of

the SMME sector. A further driver of the 6.9% GDP growth was the agricultural sectaf whi
contributed 20% towards GDP.

Malawi, on the other hand, whose agricultural sector has the highest reported contribution to GDP
(316%) ands t he country’'s main economic a%hasthe t vy

BAfrican Economic Outlook (2013)

1African Economic Outlook (2013b), Projection for 2012.
15African Economic Outlook (2013b), Projection for 2012.
16African Economic Outlook (2013a), Projection for 2012.
7African Economic Outlook (2013a), Projection for 2012.
18African Economic Outlook (2013a), Projection for 2012.
19African Economic Outlook (2013a).
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second lowest recorded SMME contribution to GDP at 17%. Though the importance of SMME
development is highlighted in government policy, the desktop study did not indicagéetecdirelation
between GDP growstand SMME contribution to GDP.

South Africa (which had the highest contribution of SMMEs to GDP) had the lowest level of agricultural
sector contribution to the economy at 2.4%. The agricultural and manufacturing sextesoated to

have the highest multiplier effect of all the sectors in the ecorbiiye study also draws a direct
correlation between agriculture and manufacturing, stating that a boost in the manufacturing sector,
through agreprocessing, could lead farther gravth in the agricultural sector.

A further illustration of the correlation between agriculture and manufacturing is seen in Zambia, which
experienced the second highest recorded GDP growth rate, and attributes its growth in the manufacturing
secor of 9.1% of GDP to the agarocessing sector. In addition, continuous investment in the
manufacturing sector i dgerm goptloand enplaymentstrategye count r vy

In direct contrast to Zambia, Mauritius does not consider the agmalsiector as a priority. Agricultural

activity is therefore not recorded by the Census of Economic Activities. The study indicates that
Statistics Mauritius has reported a consistent decline in most agricultural activities between 2010 and
2011, mainly de to the decline in the demand for sugar from that country. The growth in the
manufacturing sector was largely due to the expansion of the textile industry, which grew by 7% in
2011; this was offset by a 6.8% contraction in sugar milling ¢agroessingf* The manufacturing

sector in Mauritius contributes only 6% to the GDP. The experiences from these three countries are a
clear indication that the correlation between th
to GDP and their multiplieeffed needs to be explored further.

The retail sector in Mauritius accounts for 55% of GDP, the highest sector contribution towards GDP
of its category. Bouemtedtinolustty larel expaswrentd theEUr® Delet gripisofror
2008 to 2012GDP growth remained flat at 3.8% and 4% between 2010 and 2011 respectively. As a
result, the retail sector had a minimal effect on positive economic growth. This is further illustrated by
findings in Malawi in which the retail sector contribution to GD&&swomparatively the second highest
reported (23.5%), although mining and agriculture are reported as the key drivers of economié’growth.
In addition to Malawi, the Mozambique retail sector represents 17.9% (see Table 3) and has also not
been mentioned askey driver of economic growth. This trend is observed in all five target countries
of the study. This indicates that relations between the positive economic growth of GDP and SMME
development cannot simply be assumed. The same is true for the ofteredssarrelation between
SMME expansion and a strong contribution of the laliotemsive sector of agribusiness to GDP.

3.3.2The status d SMMESs in the target countries

There are significant differences in SMMEs and SMME development between the fitetangies.

For instance, there are differences in the entrepreneurial mindset, in the establishment of SMMEs, and
also in the size. The Mauritian legal framework, for example, does not cover micro enterprises, yet a
vibrant sector of small and meditsized enterprisewas established over decades.

Mauritius has seen a significant increase in SMMEs in the last decade. There have been notable increases
in the wholesale and retail trade business and in transport, storage and communications. These and the
business of personal and household goods top the list of sectors with 55% of business activity while
manufacturing only has 6% of the sectrlowever, leather and garments, food and beverages as well

as the profession/vocation/occupation category are theestors wherenoreenterprises have started
operations. With the higher level of educational attainment in Mauritius, many entrepreneurs are

20For instance, a R1 (R1 or $0.1132) investment spending in the agriculture and manufacturing sectors will lead to more
than a R1 value, R1.8 ($0.20) and R1.13 ($0.13) respectively in overall output (Manufacturing Circle of SA 2012).
21African Economic Outlook (2013b).

22African Economic Outlook (2012a).

23 Statistics Mauritius (2012).
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opening offices to provide services to SMMES such as consultancy, legal advice and company secretarial
services?

The agribusiness sector does not play a significant role in Mauritius itself, in particular due to imports

and the decline in sugar production. There is a strong culture of entrepreneurship, although this is not
emulated by younger adults, who are paltidy opposed to careers as planters or farmers. With the
overall rise in the education | ev bdreis alpoecaonptl e t en
regression in the number of women who engage in entrepreneurship not as employees but@semploy

or ownaccount workers. In 2002 the proportion of women stood at 16.6% of total number of employers

and own account workers; by 2007 this had fallen to a mode$t B8&. major challenges for SMMEs

in Mauritius can been seen in the access to finangearimncular working capital, the availability of

skilled labour and compi@on with foreign countries.

In Malawi, there were some 758,118 small business owners in the country, operating 987,480 enterprises
in the year 2012 and creating jobs for abou6@,820 peopléé They are overwhelmingly involved in
retailing, although almost 1 in 8 (13%) were involved in service provision. SMMEs generate revenue of
some US$ 2 billion. Due to Malaisi highly rural population, most SMMEs in Malawi are linked in

some vay to agriculture, and operate on small pieces of land. Some 30% of these businesses sell
agricultural products, and a further 23% conduct general trade and vending. Many are ruratufamily
husbaneéandwife firms that operate only on a pdirne basisoutside of the agricultural production

cycle, and are largely stagnant, and used to provide subsistence fidomentrast to many SMMEs

in Mauritius, these people are driven by necessity. They are established mostly as a result of the decline
in formal employment rather than as a response to opportunities in times of economic growth. Many
such businesses have a short lifespan, and thus do not benefit from economies of scakriande=xp
accumulated over time.

Previous efforts by government have fallgmort and many Malawians thus remain in unprofitable
businesses, while foreign investors dominate in larger, profitable firms, with a lack of vibrant businesses
in the central space that could link and eventually upscale enterprises across the?tdDotmynon
barriers to the development and growth of SMMES include the high cost of doing business; weak value
chain integration; lack of specific policies aimed at women and the youth; limited access to credit and
business development services; lack of angfraoherent and organised MSME voice to represent the
sector; inability to meet production standards; and few opportunities tgeeimgaxport®

In Mozambique, 86% of the companies are sole proprietorship®yameronly) and 89% are micro or

small enteprises with less than 10 employees, whereas 14% are corporations. However corporations
hire 65% of the workers and contribute to 69% of the annual turnover of the private sector. Large firms,
with 100 or more employees, represent only 1% of firms in Mbkgue but they provide 54% of the

work positions and contribute to 44% of the annual turnéver.

As in Malawi, most SMMEs in Mozambiguespecially thenformal ones, are created either as
response to a lack of wedkid formal employment or as a souafeadditional incomeThey appear
whengiven market opportunitied heseentrepreneurs usually have no prior knowledge about business
management or entrepreneurship and generally avoid the risk etfelongnvestment that would result

in quality improvemat and structuring the enterprise

The deficit of entrepreneurship and rsking exists also in Zambia, where many enterprises are
primarily engaged in the supply of traditional goods and services to the domestic market. Many business
owners in this cagory lack the selbelief, innovation and foresight required to envision a growth

24 |bid.

25 statistics Mauritius (2013).

26 FinScope (2012).

27 |bid.

28 Government of Malawi/ UNDP (2012).
29 |bid, as well as UNIDO et al (2008).

30 |nstituto Nacional de Estatistica (2009).
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trajectory for their enterprise that goes beyond the fulfilment of their basic income requirements. The
lack of innovation also implies that the sector is challenged byidieaff business practice that does
little to improve quality, reduce costs and improve their competitiveness.

Despite the SMME proliferation that resulted from economic liberalisation in 1991, the predominance

of the informal sector in Zambia (approximagt€l0%) and the awsequent lack of documentation,
accounting and reporting makes it difficult to (¢
development. The majority of the SMMEs are active in the field of manufacturing, trading and
services?

I n South Africa, on the other hand, the situatio
ease of doing business”, the Worl d Ban®DedpileC r ank
these relatively high rankings, the GloEaitrepreneurship Monitor report for South Africa predicts that

nine out of ten staip initiatives in South Africa fail very quickB?.Thus the vast majority of SMMEs

do not reach their full potential and fail to grow, resulting in lost jobs and direihislealth for the

region in which they are based. Nonetheless, South Africa is home to 5,979,510 small entérprises.
There has been a significant increase in the number of registered enterprises from the reported 800,000
that were originally recorded in 9.3

Similar to the above countries, other than Mauritius, the SMME environment is dominated by retail,
which comprises 78% of the sector, and is mainly emerging enterprises that are not globally competitive
or integrated into global manufacturing and dymhains, as well as poorly skilled, less innovative and
undercapitalised enterprises, particularly in terms of technology and c#pitamited beneficiation

by the manufacturing, mining and agricultural sectors as wélleadominance of a few lardgems in

critical intermediate industries affects the creation of SMMEs downstream. However, there are potential
markets such as, for example, the manufacturing sector, which currently represents over 76% of the
country’'s exports’ and 13.4% of its GDP.

Scoe for growth can also be found in the agricultural sector which currently represents about 9% of the
country’s exports an @& Athougt large laraas ef anutifizeddatable land dret s GL
available and South Africa covers less than 4% e#frican continent, the country has thest rapidly

transforming food sector on the continent and is one of the six net food exporting nations in ti& world.

Regardless of other interventions that need to take place in South Africa, the spotlight éalleation

as an aspect that deserves critical attention. The World Economic Forum, cited in the GEM 2012 report,
indicates that, in terms of the quality of mathematics and science education, South Africa rates 143 out
of 144 against other efficienayriven economie$’

3.4 Regulatory Framework in place to assist with SMME Development and
Business Linkages

For most SADC countries, SMME development as a means of economic growth and job creation is a
recent realisation. Having a regulatory framework in platester SMME development is characterised
by:
1 A specific government macroeconomic policy or strategy in place that has led to legislative
and/or financial and/anonfinancialinterventions; and/or

31 Government of Zambia/Ministry of Commerce, Trade and Industry (2007).
32 World Bank/IFC (2013).

33 Herrington et al (2012).

34 FinScope (2010).

35 Lloyd (2002).

36 Herrington et al. (2012).

37 World Bank 2011.

38 See also Index Mundi (2013).

39 International Trade Centre (2010).

40 World Economic Forum (2011); see also Herrington et al. (2012).
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1 Specific legislation(s) in place that lead to financial/annonfinancialinterventions.

The desktop studies reveal that the regulatory frameworks in place to foster SMME development in the
target countries came into effect as a resul't
of involvemant in the international economy.

Mauritius, for example, began its legislative interventions for the purposes of small business
development with the Small Scale Industries Act of 1988 which was formed as a result-péar 20
industrialisation process aiport substitution strategy. Even before this Act, SME development was
promoted by government, starting in the 1960s and in 1976, the Small Scale Industry Unit (SSIU) was
established under the aegis of the then Ministry of Commerce and Industry. Thaebia® been a
stable exporting country that is well integrated into the global ecoffbmy.

In keeping with the trend followed by Mauritius, albeit only to a certain extent, Zambia, which
liberalised its economy in 1991, effected its Small Enterprise DevelopAct in 1996. Already in

1981 the Small Industries Development Organisation (SIDO) was created through the Small Industries
Development (SID) Act. SIDO was charged with promoting the MSMEs sectimtéyalia, addressing

the financing needs of smaltale companies as defined in the Act. In other words, the key issue of
access to finance famall scale businesses was already discussed in Zambia before other target
countries (except Mauritius) had established any significant legislation on SMME pieegioat all.
Notwithstanding all these efforts and pronouncements in the early 1980s, there was little impact on
SMME development as significant gaps remained in the implementation, funding management of the
supporting institution&

There was furthermorthe added constraint of a history of state dominance in productive enterprise that
had, over a period of nearly three decades, inculcated a culture of state dependency into the population
and resulted in a near complete lack of entrepreneurial Spidlowing the liberalisation of the
economy in Zambia in 1991, the Industrial, Commercial and Trade Policy was issued in December 1994
to encourage private enterpri$e.

In South Africa, however, though well integrated in the international economy today, the
commencement SMME development was heavily influenced by what happened during the apartheid
era? The change in the political landscape after 1994 led to more focused attention on SMME business
development, and tHéational Small BusinessAct of 1996 wagromulgated.

The end of the apartheid era also led to a concept that today is known a88BseddBlack Economic
Empowerment (BBBEE)The BBBEE Act aims at increasitige number of historically disadvantaged
persons who have an ownership stake in, amdral of, enterprises assets as well as their indirect
empowerment through preferential procurement and enterprise development, mainly by government.
The regulatory framework focusing on BBBEE has a significant impact on the SMME development in
the county. It clearly fosters SMME development, but also leads to a more complex situation as legal
approaches of BBBEE andVBIE development might overlap/Vhilst BBBEE leads to (idirect)
empowerment through preferential procurement and enterprise developn®&vivilis, the general
concept of SMME development does not only address formerly disadvantaged persons, but all potential
entrepreneurs. To properly understand and foster SMME development in South Africa, entrepreneurs,
startups, larger companies and othekeholders must be aware of the complex regulatory framework
that can be synergic but may also present obstacles for entrepréneurs.

Although Mozambique and Malawi have no legislation specifically for the purpose of SMME
development, there are governmpalicies and strategies in place.

41 Lal/Peedoly (2006).

42 Mauzu (2013).

43 SME World (2013).

44 Government of Zambia/Ministry of Commerce, Trade and Industry MCIT (2007).
45 Stanton/Polatajko (2001).

46 Herrington/Overmeyer (2006).
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In Malawi, the government approved a first Small and Medium Enterprise Policy in 1998. In 2012, the
government introduced a new MSME policy for the period 2013 to 2017. This new policy was approved
to better enhance poyi implementation and integrationtrengthen the capacity of the Ministry of
Industry and Trade; foster busingssbusiness linkages and support high potential value chains in
export promotion and import substitution crops; amdnmote an enabling envinment for SMME
development e SMME Policy is one way of safeguarding
economy for SMME development by ensuring that there is less direct intervention. In this regard, the
government of Malawi through its Ministry dfidustry and Trade is in the process of reviewing all
economic laws to ensure that the entire legal framework is budimsdly. This process will ensure

that economic laws complement each other and are not in conflict. This development will gavaylong

to facilitate business activity in the country angyars well for the MSME sector.

Mozambique has a Strategy for the Improvement of the Business Enviroiitaratégia de Melhoria

do Ambiente de Neg6cidSMAN 1) which was approved in 2008 and termtedhin 2012. EMAN I

was approved in 2013and focuses on the further reform of the legal and institutional framework and the
refinement of the processes. In 2007 the Mozambican government approved a strategy for the
development of Small and Medium Entegpg sk n o wastratgéggpatta bDesefivolvimentalas
Pequenas e Médias EmpresasMo ¢ a mb i q umdvided the fauhdation for the creation of the
Institute for the Development of Small and Medium Enterpiibetituto Para Promocate Pequenas

e Médas Empresak’EME). EMAN | and Il complement this strategy. In 2010, Mozambique developed
Procurement Act No. 15 that covers the legislation of public tendering from small scale enterprises.

In all the target countries, government macroeconomic poligidsstrategies have led to specific
interventions in the form of legislation and/or financial support and/o¥financial support for
SMMEs.Key government macroeconomic policies/strategies in the target countries include:

1 South Africa:Integrated Small Bsiness Development Strategy (2003)

1 Zambia:Micro Small and Medium Enterprise Policy (20659)

1 MozambigueStrategy for the Promotion of Small and Medium Enterprises (2008)
1 Malawi: Micro Small and Medium Enterprise Policy (1998, revised 2012)

The prevailhg trend in the four countries mentioned previously is that, within the regulatory framework,

an SMME development macroeconomic policy is generally followed by specific legislative
intervention(s) put in plze to foster SMME developmemih. Mozambique, foexample, the creation of

a solid tax regime for SMMEs was mentioned as ar
the Promotion of Small and Medium Enterprises’ (
Small Contributors (Imposto Simplifida para Pequenas Cobuientes (ISPC)) was introducekhe

ISPC applies to some small and micro enterprises and constitutes 3% of turnover. Businesses that qualify

for ISPC are also exempt from VAT and other taxes.

Tax incentives in Zambia are provided byrthe Zambia Development Agency (ZDA) incorporated as
aresult of the ZDA Act of 2006The ZDA also provides SMMEs with access to markets and financial
support. The ZDA Act of 2006 is the main legal provision for development of the SMME sector in
Zambiaand is the principal legislation under which the SMMEadepment policy is implemented.

47The primary objective of this strategy is to create an enabling environment for the accelerated growth of small businesses
following a history characterised by the dominance of large, capital-intensive firms and the continued neglect of small
enterprises.

48The primary objective of this policy is to create a vibrant, dynamic sector that contributes 20% towards GDP and 30%
towards the creation of decent employment annually by the year 2015.

49The primary objective of this strategy is to facilitate SMME development by (1) improving the business environment; (2)
capacity building; and (3) the development of strategic support for SMMEs.

50The primary objective of this policy is to create a conducive environment in which SMMEs can operate by (1) enhancing
policy implementation and integration; (2) improving the operations of value chains; (3) improving business development
services; (4) improving information, skills and technology standards; and (5) promoting an enabling environment.
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Unlike Zambia, with one specific law pertaining to the implementation of SMME development, the legal
framework for SMME development in South Africa under the Integr@mall Business Development
Strategy (ISBDS) is relatively bro&tFor example, one of the key targets for development support in
the ISBDS is the promotion of blackvned SMMESs. The proposed intervention to these is underpinned
by at least 5 different Ves: (1) Preferential Procurement Act of 2000; (2) Public Finance Management
Act of 1999; (3) Broad Based Black Economic Empowerment (BBBEE) Act of 2003; {dp€ratives

Act of 2005; and (5) Competition Act of 1998.

In contrast to the other four countri¢ise regulatory framework in Mauritius, a country in which SMME
development contributes 30.9% of GDP, only makes uspatificlegislative interventions that foster
SMME development. The SMEDA Act of 2009 is the focal law in place for SMME developitent.
provides for the establishment of the Small and Medium Enterprise Development Authority (SMEDA)
in Mauritius. Furthermore, the SMEDA Act provides for a number of strategic interventions similar to
those in the Micro Small and Medium Enterprise Policiafawi. The SMEDA Act also provides for
interventions similar to those in the Mozambican Strategy for the Promotion of Small and Medium
Enterprise¥ which has led to the establishment of over 500,000 SMMEs. The legal framework in
Mauritius, which regulatebusiness operations including SMME operation, is comprehensive and each
piece of legislation serves a specific role with the SMidEted activities being regulated by only four
major laws. The laws are complementary and clearly define the role ofiiostit in facilitating
business operations.

The desktop studies on Malawi and Mauritius indicate that within a regulatory framework the
macroeconomic policy specifically designed for the development of SMMEs does not necessarily need
to precede a focal lafer the development of SMMEs in order to yield positive results. The opposite is
also true. The existence of a (comprehensive) regulatory framework does not necessarily mean that the
framework in place is successful. In particular in South Africa, atcpwith an extensive network of

plans, policies, strategies and laws in place, the challenge of limited capacity and proper implementation
means that in spite of all efforts made and South Africa being ranked in the best 40 countries globally
regardingte “ease of W% T6Y ofthe SMME®haw to close down again within the

first yearsy* with most SMMESs being unaware of the strategies, policies and laws that are it? place.

While there was no information on the exact number of failures ifigta in the other target countries,
it can be assumed that the failure rate of SMMEs in Mauritius is comparably low as SM(M)Es are
regarded as an important component of the economy.

In Zambia, SMMEs have emphasised weaknesses and threats of the redrdatework, but the

relevant ministry, the Ministry of Commerce, Trade and Industry (MCTI) has responded to these
concerns and developed a Strategic Plan addressing these issuesevidratjrstruments are up for

review including the Zambian DevelopmeAgency (ZDA) Act, the Weights and Measures Act, the
Standards Act and the Companies Act, all of which should have been reviewed by December 2012 in
accordance with the timeframes contained in the MCTI Strategic Plariolietays and challenges in
implementing this Strategy Plan, adde to various factors including poor intra and k#gency ce

ordination, lack of policy alignment across institutions and sectors, deficiencies in implementation
capacity and inadequate, or untimely, resource allocatiany of the benefits have not yet been felt

“on the ground” by the smal/l business owners and

51The research partner identified over 20 laws pertaining to the legal framework for SMME development.

52The SMEDA Act Provides for (1) the promotion of SMMEs; (2) the provision of support services; (3) the implementation of
a registration scheme for SMEs; (4) facilitation of access to productive resources; (5) facilitation of networking among SMMEs
and business linkages between SMMEs and large companies; (6) devising and reviewing policies relating to SMMEs; and (7)
the co-ordination of public and private sector initiatives relating to SMEs.

53 The newest World Bank Report ranks South Africa 39 (World Bank/IFC 2013).

54 Herrington et al (2012).

55 This has been confirmed through the interviews with SMMEs that were conducted by the local research partner in South
Africa.
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In Mozambique many parts of the regulatory framework are not known to the SMMEs, some of whom
have indicated that they do not regard the fraork as helpful. A significant exception to this applies

to the more recent simplification of laws and regulations which have been well communicated by the
government and thus are known and valued by SMMEs. This can be regarded as a success story which
coud also be replicated in other countries.

In Malawi, the current awareness of SMMESs about the regulatory framework is difficult to assess as the
policies were recently reviewed with the intention of improving their implementation. Up tah@ow
challengesof the regulatory framework have been perceived as being complex. The business
development services and the lack of access to finance are also seen as being bureaucratic and costly
and place MSMEs at a greater disadvantage than their counterparts thagear® size. One example

is the high cost of compliance with regulations which may discourage potential entrepreneurs from
formally setting up a business, while driving some existing enterprises out of business and those working
for them into unemplayent.

In Mauritius, on the contrary, SMMEs are aware of the four main laws that affect them and concede the
legal framework as important for them to operate but explained that business laws do not influence their
decisionmaking about their business. Thdsusiness laws are rather seen as entry points that allow
SMMEs to be officially recognised and therefore to obtain access to grants, to loans and to market spaces
dedicated to SMMEs or hawkefSMMEs indicated that there are enough laws to regulate dassin
operations and most of them stated that reforms of the Companies Act and the Business Facilitation Act
are not necessary.

Support to the SME sector is ongoing. It is worth noting that, in his latest budget speech, the Minister
of Finance and Economibev el opment vi ewed SMEs as <cruci al
democratise the Mauritian economy. The democratisation of the economy has been the motto of the
government since coming into power in 200bthat respect a series of measures to boosSithie

sector was announced. These measures are a continuation of measures of previous government
budgets®

1 Banks will now loan an amount of 250 million rupees (USD 8,333,300) annually to micro and
small enterprises with turnover under 10 million rupees (3S&300).

I The VAT registration threshold is increased from a turnover of 2 million rupees (USD 66,600)
to 4 million rupees (USD 133,300) per annum, thereby allowing SMEs with turnover lower than
4 million rupees to forego administrative costs which aqmg VAT computation.

1 One of the main reasons why few SMEs do not participate in Government tenders is because of
the need for performance bonds and other bank guarantees. Most SMEs do not have the
necessary funds to obtain a performance bond. In thatagggovernment has decided that
performance bonds for government tenders will not be required for contracts of up to 5 million
rupees (approximately USD 166,667). The requirement to provide advance payment guarantees
will also be considerably overhauletihis is meant to allow more SMEs to tender for
Government contracts.

In all the other target countries the interviews revealed that SMMEs and the private sector feel excluded
from the design and development of legislation and policies. The request govkatments should
engage them more proactively in the process and commuthiedtegislation more clearly.

56 Doubling the amount of refund to SMEs for participation in international fairs from 100,000 to 200,000 rupees and
providing a grant for freight expenses of up to 20,000 rupees is yet another measure proposed by the Minister of Finance in
his budget speech (Laporte 2012).
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Table 4: Regulatory frameworks in the target countries

INDICATOR MALAWI MAURITIUS MOZAMBIQUE | SOUTH ZAMBIA

AFRICA
Start of 1998 1976 2007 1994 1981
framework
Type of core Policy?” Law®8 Strategie® Laws, policies, Law®! but also a
regulation that strategies, plans | SMME Policy, a
targets SMME and framework® | Strategic Plan ang
development a Development

Programme

Complexity of Low Low Low High Medium
framework
Awareness of Low High Low in general, Low Low, but this
SMMEs on but mediumhigh might be changed
framework with regard to through the new
(Based on simplifications Strategy Plan
interviews)

Appreciation by
SMMEs (Based
on interviews)

Low until now

Mainly positive
feedback

Low, but high
with regard to
simplification of
administration

Varies, but due to
lack of
knowledge and
failure rate ranked
as low

Low up to now

criticized due to
the lack of
implementation

(sustainable)
enterprises have
been created.

replicated in other
countries.

Attempt for For example the | Through the Through the Through various | Through the
business linkages| revisedPolicy SMEDA Act Strategy of the regulations, e.g. | Zambian
inclusive business from (2012) (2009) Support for thelntegrated Development
SMMEs (2007) | Small Business | Agency Act & the
Development new Strategi
Strategy (2003) | Plan
Success/impact | LowS?until now, | High as the Low, changes Varies, but low in | Low until now,
(est) the new SMME | awareness of might happen dug terms of failure the new SMME
Policy isonlyin | SMMEs of the | to new Strategy | rate of SMMEs. | Strategy is only in
place for a short | regulatory Plan. Higher impact place for a short
time. The framework is Simplification for | through Black time. The
preceding high anda SMMEs can be | Economic preceding
regulatory significant seen as success | Empowerment, framework was
framework was number of that even can be | but also led to criticized with

confusion on
which framework

is applicable.

regard to capaty
issues and lack of
policy alignment.

In terms of business linkages/inclusive business there are no specific laws in place although the
regulatory framework in each target country offers opportunities mainly through ehatoar of
supporting agencies.

It needs to be noted that the implementation of a given regulatory framework is often one of the major
challenges in relation to SMME development and inclusive business. For example, though it is the legal
mandate of SMEDA in Mauritius to create linkadretween smaller and larger business, about half of
the interviewed SMMEs in Mauritius prefer to link with the larger companies by themselves. In other

57 Amongst others, this policy is embedded in growth strategies and poverty reduction strategies as well as laws that
regulate the operational level (taxes etc).

58 There are only 4 major laws covering SMME development, namely the Companies Act; the SMEDA Act (which regulates
the major SMME-supporting agency of the government; Business Facilitation Act which covers administrative aspects such
as registration or classification; and the Mauritius Revenue Authority Act which among others covers the issue of taxes.

59 In Mozambique, laws are used to target specific issues such as taxes, procurement/tendering, single attendance counters,
licensing, etc. For SMMEs these laws simplify administrative processes.

60 In South Africa, there is a complex mix of White Papers, frameworks, strategies, policies and laws that regulate SMME
development. In addition, SMME development is also strongly influenced by the Broad-Based Black Economic
Empowerment Act (BBBEE 2003) and a related framework.

61 The law is embedded as National Development Plans, SMME policy of the year 2009 and accompanied by laws on funding
and taxes as well as the Companies Act. Recent approaches also cover a new Strategic Plan by the Ministry of Commerce,
Trade and Industry (MCTI) and a Private Sector Development Reform Programme.

62 Malawi and Mozambique were ranked lower in the current World Bank ranking “Ease of doing business” compared with
the report from last year (World Bank/IFC 2012 and World Bank/IFC 2011).

23



countries, the approach of business linkages often requires a moreimated effort from the
stakehol@rs involved, in particular the SMM8&iipporting agencies.

3.5 Institutions in place to assist wth SMME Development and Business
Linkages

The establishment of public sector institutions specifically offering financial andimancial support

to SMMEs is bas# on the promulgation of specific legislation or the implementation of government
policy. Private sector institutioffs offering the same support take advantage of the regulatory
framework in place for SMME development. Business development supportvetiahould assist
enterprises in overcoming hindrancestartup, growth and survival.

South Africa

Legislation in support of SMMEs has made inroads in promoting change on the economic landscape. In
1995 a White Paper was published as a national strégeglye development and promotion of small
business in South Africa. This paper addressed the establishmentpgat frameworkn the form of
enabling legislation, institutional reform and leveraging financial and other forms of assistance for small
business development. SMME support structures were formed as a result of such national and provincial
strategies. The landscape of the SMME support structure in this country is almost asxcasnits
regulatory framework.

The South African Departments dfrade and Industry (DTI) and the Department of Economic
Development (EDD), as custodians of SMME development, play the most significant role in developing
policy and support structures to grow enterprises in the country. The support structure in Soath Afri
covers a variety of organisations, training institutions, facilitators, consultants and government
departments at national, regional and local level. It is offered by public and private organizations in the
form of a more general support, but also cmgeindustry sectoispecific support.

National and provincial departments and government agencies such as the Industrial Development
Corporation (IDC), Small Enterprise Development Agency (SEDA, also see below) and the Small
Enterprise Finance Agency (SEF offer support to SMMEs and facilitate access to markets and
finance; beneficiation and value addition of products and services; promote regional production; equity
and economic participation; and support knowlenhgensity and services integration. Taés also the
National Youth Development Agency (NYDA) which advances youth development and promotes the
participation of youth in small business activities. The Development Bank of Southern Africa (DBSA)
is another player that offers support to SMME diepment although this is done in an indirect way,
namely through the financial support of governmental programmes such as the JoB% fhend,
Development Furfd or third party projects of municipalities or other inives initiated by
Government.

Again, as a result of the important development component of black economic empowerment, there is
also theNational Empowerment Fund (NEF) which supports BBBEE by anticipating future funding and
investment requirements that may be needed to assist black erdtgprand communities to achieve

each of the elements of the BBBEE codes of good practice, such as placing a focus on preferential
procurement and broadening the reach of equity ownership.

Although each of these support agencies have as their core madneddéye¢lopment of SMMES, there
is an overlap of activities which also leads to confusion for SMMEs. In addition, the landscape of support

63 Private sector institutions include companies and non-governmental organisations.

64 The objective of the Jobs Fund is to co-finance projects by public, private and non-governmental organisations that will
significantly contribute to job creation. This involves the use of public money to catalyse innovation and investment on
behalf of a range of economic stakeholders in activities which contribute directly to enhanced employment creation in
South Africa (Jobs Fund 2013).

65 The mission of the DBSA Development Fund is to capacitate municipalities and communities for effective and sustainable
service delivery and economic development in order to improve the quality of life (Development Bank of Southern Africa
2013).
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structures is barely known by SMMESs, in particular in rural areas, and also differs at local level with
regard to theuality, engagement and capacity of lazifices and SMME incubators.

The best known agency is SEDA, under the auspices of the Department of Trade and Industry, and one
of the most important agencies supporting SMMESs in South Africa. Currently 80% & SED s uppor t
is targeted at startp, very small and micro enterprises and only 20% is directed at what SEDA refers

to as highgrowth small and medium sized enterprises (SMES). These are the enterprises that have been

in business for more than three yeard have theotential to create more jobs.

SEDA has nine provincial offices, 42 national branches and 30 incuBatGa@mpared to its
international counterparts, the budget allocated to SEDA and its provincial offices is relatively limited
and it is requied to demonstrate the quantum of its successful interventions (such as formalising
informal businesses), with less attention being given to the impact of these interventions. As with the
financiers, the risk element influences the selection of ventureSEL»A supports, and their focus has
recently shifted from very small enterprises to small and medium enterprises (SMEs). This is in line
with the National Devel opment Pl an (NDP), t he Ne
Industrial Policy Actim Plan (IPAP), placing increased focus on developing programmes and support
products and services for SMEs in the higgbwth agriculture, mining and beneficiation,
manufacturing, green economy and tourism seétorke lack of resources and capacity ofD®Eon

the one hand, and the plethora of support agencies on the other hand, clearly reveals the need for a more
co-ordinated and consolidated paradigm for SMME development in the country.

Malawi

A similar situation is seen in Malawi where a confusing nundfeorganisations at national, and in
particular at local, level aims at supporting SMME development in the country. Recently some of these
organisations were merged at national level and as a resunall Enterprise Development Institute
(SMEDI), thenew merger of three former support organisations, is now the responsible government
agency providingraining, starting and growing SMMES, and also providing finance to trained SMMEs
and related business advisory services. The focus of SMEDI will renmitheo micro level of
enterprises, particularly wittegard to vocational training\s separate institutions there was excessive
duplication of effort® owing to their respective strategic drifts, but there were also gaps related to
mentoring and businesgiasory services, amongst otheFurthermore, training service costs are
unaffordable to potential clients.

Another merger in Malawi resulted in the Malawi Investment and Trade Centre (MITC) being set up
with a mandate to promote investment and expatié agriculture, agrprocessing, fisheries, forestry,
manufacturing, mining and tourism sectér&urthermore, a variety of business associations support
SMME development, such as thational Association of Small and Medium Enterprises (NASME);
the Naional Association of Business Women (NABW); the Indigenous Business Association of Malawi
(IBAM); and the Employers Consultativessociation of Malawi (ECAM)AII these organisations face
limitations and constraints and thus support to SMMEs remains dtigéfe often because the
associations are not availablelz¢ hational level to all SMMEs.

Finally, an almost similar situation was seen with regard to access to finance. There are several finance
institutions and arrangements that have emerged in rgeams, including in the Malawi Rural
Development Fund (MARDEF), Malawi Rural Finance Company (MRFC), Youth Enterprise
Development Fund (YEDEF) and BLUE Finariéé.is of concern, however, that some of these finance
institutions chage exorbitant interesates.

66 Mthente 2012.

67 Ibid.

68 |LO (2011a).

69 |bid.

70|t needs to be noted that the political and economic climate has not been encouraging for investment and export promotion
in the past five years.

71 See also ILO (2011a).
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In Malawi and also in South Africa, a more-aadinated effort is necessary to strengthen the work of

the various agencies and make their efforts more effedtivather countries, the support structure is
either more centralized, which means therene central governmental organisation that offers a broad
spectrum of support, or support tasks are clearly divided among a smaller group of organisations, thereby
avoiding an overlap of support offers.

Mozambique

A more centralised approach was foumdlozambique. Based on the work of t@istry of Industry

and Trade of Mozambique that has focused its efforts on the improvement of the business climate and
the promotion of SMMEghe Institute for the Promotion of Small and Medium Enterpribesitluto

para a Promocéo das Pequenas e Médias Empré2BME) was established in 2008Since 2010

there has also been support provided by the Netherlands Development Organization (SNV), the World
Bank (PACDEMESE and IFC), the International Labour Orgatima (ILO), the Japanese
International Cooperation Agency (JICA), the United States Agency for International Development
(USAID), the German International Cooperation Agency (GlZ), the European Union, and the
International Trade Center (ITC). These orgatiims particularly promote the following activities:

Business information targeted to meet the needs of entrepreneurs;

Business consultancy provided through direct and customised monitoring of business owners
and managers of SMMEs and their support thinatlng training and development of strategies

to grow their businesses;

1 Business training through various courses (entrepreneurship, business management and skills,
marketing, access to investments), and an entrepreneurship training model monitoredrby a te
of professional trainers;

Facilitating corporate financing by providing information on financial solutions;

Creation of new businesses by providing support during the conception of the idea, business
creation, financing and first steps of the compamg

1 Promoting entrepreneurship.

1
1

1
1

IPEME has established three Entrepreneurs Guidance Centres (Centros de Orientagdo ao Empresario
COREY3in Maputo, Chimoio and Tete provinces. In the course of 2013, three more CORESs will open
in Nampua, Beira and Pembarovinces Even with the support of international donors, IPEME does

not yet have the capacity to meet the commitment of providing a spectrum of serkimethah in
Maputo.

Other SMME support organisations in Mozambique provide training through tRBMECT oolkit (the
IFC-SME toolkit is offered in all target countries, always in collaboration with a local partner
organization)? access to finance through the World Bank Mechanism of Business Grants (PACDE
MESEY?® or the 3FP Programme of the organizafnlding Markets?® and information about quality

and standards.

Mauritius
An example of shared roles and responsibilities can be seen in Mauritius. According to the country
study, support to SMEs in this country has improved significantly and since @@08jnistry of

72 General information can be found at GIZ (2009).

73 |PEME (2013).

74 |FC/IBM/PACDE (2011).

7> The Mechanism of Business Grants (Mecanismo de Subsidios Empresariais MESE) was launched under the World Bank
Project to Support Competitiveness and Enterprise Development (Projecto de Apoio a Competitividade e Desenvolvimento
Empreserial PACDE), Macamo/PACDE (2011).

76 3FP works with different financial instruments to catalyze financing to local suppliers in need of capital. 3FP may offer a
number of different services, including invoice factoring to improve business liquidity through partial risk-sharing
agreements.

for loans from local bank partners. In addition, 3FP promotes growth capital for qualifying suppliers (Building Markets
2013).
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Business Enterprises & Cooperatives (Business Enterprise Divisiofgriragated policies pertaining

to SMEs. The Ministry comprises three pillars: the Small and Medium Enterprise Development
Authority (SMEDA); the Mauritius Business Grdwscheme (MBGS); and the Cooperatives Division

of the Ministry. This division of responsibilities can be described as follows:

1) SMEDA is seen as the entry point for SMMEs including for business registration. The
organisation offers general training entaprise developmenincluding grants (for training,
counselling, mentoring services, business facilitation, marketing of local products);
the development of linkages; the promotion of technological and managerial capabilities; the
acquisition and moderrast i on of S MMESs'’ production equi pmer
finally co-ordination with other support organisations and stakeholders.

2) The Mauritius Business Growth Scheme (MBGS) aintsoasting growttsupport to SMMEs
around innovationcreativity, higher productivity, value addition, and mentoring.

3) The organisation Enterprise Mauritius (EM) supports SMMEs with regard to markets and in
particular exports, and therefore offeraslmess assessment, consultancy and monitoring,
market and competitor felligence, assistance to access regional and international markets, the
development of sector strategies, and information on technology and skills trends.

4) Whilst SMEDA is the primary organisation for SMME development, the Development Bank of
Mauritius (DBM) is the reference in terms of financial help to SMMEs, and offers an array of
financial support schemes to SMMEs with preferential rates and favourable repayment
schedules.

More organisations became involved into the support structure and while thadmsof the above
four organisations overlap to an extent, it is relatively easy to identify where to get which business
development service.

Zambia

Whilst the approaches in Mozambique and Mauritius mainly highlight the involvement of one or two
ministries, the Zambian concept includes the ideandhtersectoral, multagency approach, where the
Ministry of Commerce, Trade and Industry (MCTI) has committed to collaborate with other government
institutions and departments, local authorities and othkeBolders involved in the development of the
SMME sector, currently leading to the-operation of the MCTI with six other ministries. A similar
approach was observed in Malawi (with the involvement of three ministries) and in South Africa (two
departmets in collaboration with the Department of Agriculture adl a® provincial departments).

With regard to the main governmental agency for SMME development, the Zambian Development
Agency (ZDA), the approach can be compared to the Mozambican model. ZBAcéastralised
organization covering all the aspects of capacity building, business linkages, market development (local
and export) and SMME facilitation services. There are, however, other agencies that also cover parts of
this aspect, but in a specialisevay — similar to the Mauritius model. For example, the organisation
TEVETA offers technical education, vocational and entrepreneurship training, and the Zambia Chamber
of Small and Medium Business Associations (ZCSMBA) also offers capacity buildingcendsaa

SMME intermediary organisation. Further financial inclusion is offered by the Bank of Zambia and the
Citizens Economic Empowerment Commission (CEEC).

Compared to these three models, the concept in Malawi advocatedistrictoriented model raer

than a provincial approach, where central government resources are channelled directly to the district
administration structure with oversight by a district commissioner. Consequently, village development
committees, area development committees anidislevelopment committees are responsible for
executing development projects, including provision of support for SMME development at district level.
SMME issues receive attention under the Deepening Enterprise Development initiative of the Local
Developnent Fund which is implemented by the Government of Malawi at district level under the
supervision of sector ministries, including the Ministry of Industry and Trade, the Ministry of Local
Government and Rural Development, the Ministry of Agriculture &edMinistry of Finance. This
approach, however, also leads to the negative effect of an unmanageable, less formal and fragmented
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group of business service providers that struggles in terms of individual capacities and may be drawn
into unhealthy competitioto attract membership.

All the models in the target countries provide for governmental agencies to address the issue of business
linkages, supported by the regulatory framework and the relevant ministries. This does not appear to be
implemented effectidlg as yet, with the exception of Mauritius where, for example, government
integrates SMME interests into all aspects of work by all the ministries.

In Malawi it was observed in the desktop study that there is a deficit in linking larger firms with SMMEs.
This might be changed through the new merger of the government agency for SMMEs, SMEDI.
However, SMEDI tends to focus on mieeaterprises and will face challenges in linking these with
larger companies. A similar challenge is faced by the South AfriE&RAShat focuses on formalisation

of startups rather than on linking these with business. This might change as SEDA shifts towards a
stronger focus on small businesses and reduces its interest in micro level business in the future. In South
Africa, but abo in Mozambique, Zambia and Malawi, enablers such as TechnoServe, Solidaridad and
others offer their support in linking micro and srethle enterprise with business. In South Africa,
while organizations like the National Business Initiative (NBI) haeated tools for business linkages

that are also offered by the provincial agencies, overall efforts remain scattered and insufficiently co
ordinated.

In Mozambique it is expected that the newly created Council for Inclusive Business, with a focus on the
promotion of inclusive business, could be a useful partner to more effectively link SMMEs with larger
companies. In Zambia, the Zambia Development Agency has the clear mandate of promoting business
linkages but will need support and innovative ideas, suchha inclusive business approach, to
convincingly engage the larger firms.

Promoting business linkages requires a shift in mindset of agencies and ministries with regard to the
selection of entrepreneurs, in particular for stgr$. Successful businegskages require a foundation

of strong entrepreneurial spirit. However, in 4 of the 5 target countries it has been established that small
scale enterprises are often set up only because formal employment is not available rather than as an
outcome of indivilual entrepreneurial will and mindset. It is thus likely to be difficult for the
government al SMME agenci-byx htam clei”"n kwi tt tho d ea r “geen tbrues

The work of the various government agencies for SMME development is summarised below
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Table 5: Key public sector institutions in the target countries

COUNTRY | INSTITUTION | TYPE OF IMPLICATIONS
SUPPORT
South Africa | Small Business | Non SEDA (and other development initiatives) promoted by the
Development financial government @ not well communicated to SMMEs. Entrepreneurs 4
Agency (SEDA) therefore often not aware of all the services available to them and
these services can be accessed. Due to issues of finance and risk
management, SEDA meanwhile shifts away from focusing on mic
andvery small enterprises. A bigger challenge is based on the lack
co-ordinated effort of involved support agencies and the overlap in
activities.
Zambia Zambia Financial ZDA has (at least partly) succeedediiffilling its mandate.
Development and non According the interviews with SMMEs, ZDA is known by formal
Agency (ZDA) | financial enterprises but not known by the informal ones. The organization
not satisfactory manage to support SMMEs in their desired accesg
markets. In addition, access tndnce remains a major challende.
specific concern noted with respect to ZDA was the apparentafads
between its investment promotion and MSME development
responsibilities due to limited funding (and staffing) which may als
i mpact t he gnegotiationsywithofdreigd ibBvAstors.
Malawi Small Financial It should be noted that SMEDI is a recent merger of 3 former
Enterprise and non organisations. It is thus too early to assess the work of SMEDI. As
Development financial threeseparate institutions, there has been much duplication of effg
Institute owing to the respective strategic goals of these three organisation
(SMEDI) The focus was and still is on the micro level of enterprises, particu
with regard to vocational training. Gapslumed business support
services such as mentoring and business advisory services. Itis
expected that the new institution will provide services to enterprise
all levels. In addition, the new institution is expected to fill the
identified gaps includig business support services as training servi
costs are unaffordable to potential clients. Until now Malawian sup
organisations lack necessary investment to provide-aate services
and consequently, do not satisfy the SMME development needs in]
industrial development. Some of the challenges include limited hu
resources, centralized presence of these institutions, and use of
obsolete technologies. Thus SMMEs in Malawi cannot compete
favourably on the national and international markets.
Mozambique | Instituto paraa | Non IPEME is a comparatively young organization. Although the progr
Promocéo das | financial of IPEME seems appropriate, it has not had yet a viidgact. The
Pequenas e (but biggest challenge of IPEME lies in the lack of capacity. Therefore
Médias providing is focused on Maputo at the moment. As a result, IPEME is not kn
Empresas information | all the SMMEs that have been interviewed. These SMMEs do not
(IPEME) on aboutthe mechanisms that caenefit or complicate their operations
financial Currently, only a few of the interviewed SMMEs feel supported by
solutions) | the supporting institutions, but complain about too much bureaucr
of activity and transparency (corruption). There is a demand for m
technical assistance. The main concern of the interviewed SMME;
about the lack of support with regard to access to markets.
Mauritius Small and Non SMEDA is the central, public sector bofty SMME development anc
Medium financial the entry point for smakcale businesses. Since its inception there
Enterprise been a consistent increase in the registration and contribution of
Development SMMEs to the economy and employment. In an interview with
Authority SMEDA it was mentioned that s@ 20,000 SMMEs are registered
(SMEDA) and benefit from its services. The general positive feedback is als

valid for the predecessor models of SMEDA. In the interviews with
SMMEs it was suggested that SMEDA should be more involved in
following up with startups ace the phase of starting the enterprise
over, and that SMEDA should be more readily available to provide
advice.
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In South Africa there is a large number of SMME supporting agencies in both the public and private
sectors, as well as donor organisasio civil society organisations and consultants. There is a
comprehensive regulatory framework in place, and a broad network of supportmgeag&his does

not, howevernecessarily result in significantly successful SMME development. In other woeds, th
almost confusing number of public and private agencies has not contributed to reducingrieafail

of startups in South #ica. One major reason is the lack of follayy activities and support by these
agencies once the SMME has been establishedita people trained. This lack of follewp was
confirmed through interviews in other tatgcountries such as Mauritius.

Similar to government departments, supporting agencies tend to operate in silos, strategies are not
aligned, and communication wiBMMEs and with other supporting agencies requires improvement.
Duplication of the efforts of supporting agencies should be minimized and the resulting cost savings
should be utilised in a eordinated manner to assist SMBIE a more comprehensive way.

A more important challenge, particularly in the rural areas, is that services of supporting agencies are
not well communicated to entrepreneurs and entrepreneurs are thus often not aware séalicié=
available to them and how these services couldcbesaed. In South Africa, for example, this was
confirmed by a study commissioned by SEDA in 2042d also by the interviews conducted in South
Africa and other target countries. The interviews reveal that many small and micro enterprises in the
periurban or rural areas are not aware of most parts ofabalatory frameworkhat underpins their
initiatives, and there is a view that these regulations are excessively complicated and may constitute
barriers to success rather tharvdrs of success amon@VIMESs.

In Malawi, the desktop study revealed that the relevant Ministry lacked data and human resources, and
that the SMME policy required revisions to be more current. Consequently, Government has recently
undertaken measur es pedormame including revisior of thenSMMIE policy i o n’ s
and collecting better data on SMMEs. These are recent initiatives and their imys¢bibe seen.

The challenges of not having sufficient data on SMMEs and thus on the impact of supporting agencies
is also in evidence in Maitius, Zambia and Mozambiqu&his led to challenges within the desktop
studies to properly assess current situations and interventions by government and other stakeholders.
While supporting agencies in Mauritius and Zambia seetreteelatively successful, information is
lacking as to whether the SMMEs are doing well or not. Apart from this concern, the Zambia report
acknowledges the positive role of the Zambia Development Agency in helping SMMEs to obtain
incentives and access tibance, although access to finance and markets remain key challenges for
SMMEs.

3.6 Challenges Faced By SMMESBased on the Regulatory Frameworks rad
Support Structures

The United Nations Development Programme has identified five global challenges thateregtna
SMMEs and also with the concept of inclusive business (UNDP, 2008). These global challenges relate
to the lack of (market) information, skills, resources and infrastructure, as well as existing regulatory
frameworks. The purpose of the present wtwds not to examine these five challenges, but rather to
analyse the challenges of the SMMEs based on the existing regulatory frameworks and support
structures, taking these five challenges ouasideration in that process.

Not surprisingly, the deskpostudies and interviews indicated that the challenges SMMEs face in the
five target countries are similar, with some differences in Mauritius, perhaps also because the focus of
the Mauritius study was on smaltale enterprises rather than mierdgerpries or informal
entrepreneurs and hawkers. It should also be noted that inclusive business is a relatively new concept in
Africa and there is little distinction made between key challenges hindering SMME development and
growth and inclusive business chathes faced by SMMEs.

77 Mthente 2012.
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In all target countries, the full potential of the SMME sector has yet to be tapped due to the existence of
a number of constraints that hampering the development of the sector:

1. The regul atory framewor k,stirmdlnudi,ng si thotb g rf euf
SMMEs .

The interviews in all target countries except Mauritius gave a clear indication in this regard. This
indicated that the SMMESs are not aware of possible benefits that could support them in their activities.
Asarep esent ati ve exampl e, Rrdcteallycathaf thd small busineastbwnerst at e c
interviewed in Zambia showed little understanding of the legal provisions affecting their businesses and
were not able to describe the implications and carsscps of the various laws for their decision
making” . This speaks to the need for a programn
around the rights and obligations attached to the operations undertaken by SMMEs and the products and
services thg deliver. This should also serve to strengthen contract enforcement and, hence, help
promote a culture of excellence by raising the bar of expectations on the demand side.

2. The regulatory framework and, in particul ar
obstacle rather than a support.

The existing regulatory frameworks are not well
unf avour abl e because they regsuvhnsiparewndr lapwdcacmoplt

and pr oceiscsaetse,d aisn itnhde i nterviews. The high cost
Zambia coume rgost uafy.cdmpl i ance with regul ations
from formally setting up their buséesessgtespf wbub:i

thosegwdokinhem into unempl oyment.

I n Mozambique, SMMEs responded in t Hreoti nHelrp/fi lelw:
where the framework was known at all .i Bbr SEMMESs at
in all the target countri es.
I n SoutthheAfmajcaar,ity of interviewees from all sect
and pol‘woi ¢ g” teltescshal | engien |tihees,i nmpolweenetnmjaltairolny ,t
SMMEisn Zambia pointed to the | ack of i mpl ement a
feedback was given in the country study in Mal a
ozambiqgue and Zambia new policeesnt bpyrroaveeedg i aanpd ¢
ay yet blen aSnewntdle dAf rica, the discussion about t
ncorporate more directly the concept of incl us|
e

M
m
i

rel evant s tMME ,deivneclloupdnmenngt .S

(@)
o

first example to address these issues w
fications were made -pegpodgéngetviceasi nghi
l'y welcomed by mSMNEs Mosz aweblilquaes | arger fir
3. There is a need to improve business devel opme

ient human resource and technical caf
studies and interviews in all target
mation thaebh GBWNMMEs@avaetaebive instituti
by desk studies and interviews 1in
Mal awi from 2808h2rssowded stmaht whrieasn Inye
ware of in&8%imuktaonaéssuppowere confirmed
with SMMEs in South Africa as part of t he
interviewed partly knew of the e(lftew)hadupgpar tsi
was inadequate.

78 FinScope (2012).
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SMME devel opment in Malawi, South Africa, anc

Ineffective and poorly cordinated institutional supportn iparticular in countries with a

complex support structure (South Africa, Malawi, Zambia and Mauritius). In South Africa and

Malawi, in particular, the efforts of the numerous support agencies require a more consolidated

approach, or as recently happenedlialawi, the merging of institutes. The need for better co

ordination of institutional support was also mentioned in the desktop study in Mauritius

although the tasks of the organisations are relatively clear and do not overlap too much. In

Mozambique, incontrast to the other target countries, one agency, IPEME, is in a central

position with regard to SMME development. The challenge, however, is that this organisation

is strongly undecapacitated.

In addition, a more cordinated effort among supporteawies and also third parties (enablers,

educational institutes) is required to address the issue ofofgkoper workforce. This

challenge was explicitly mentioned in all country studies.

In all countries,decisionmaking structures for both the pubbaid private sectors are often

located at national offices and not in the rural locations; this makes tbadication of

institutional support even more important since it presents obstacles and challenges in all

countries except the small country of Miéius.

On the | acrdfi natmadr eandojoint effort towards

mited technical and business skill s, bu

provided through theustppyort uagemsci ed h

e issue odpd oofmadn siad imor eft tse¢ afracus of

ic training; and (ii) the type of entr

sti n‘enttiroenp-bbgeievienad entrepreneur from ch

oad spectrum of entrepreneurs makes it
range of needs.

focus on thepisnianidatlt heghpnede kppod st awil tohwi n t

ear | ife cywmplse wafs tnthd seed satsarat concern i n a

Mal awi , Mauritius and Zambia the | ack of

o]

t

d

(@]
—
5 —

== i © B ()]
(@]

€D —0o0m>——
o wn

- =

rts was menti oned arsesaulcthadfl einrgaed e githd tse n=
he one hand and the regulatory frameworKk
y

©

does not explici

tly identify this aspec¢
th Africaaltbiosrehatl leédn

g® ispecific industr.
caussecaimal Farmers are not able to compete
armers of the country nor with i mported sub:c
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MMEs al so mentioned corruption (Mozambique)
l uence where an entrepreneur is required t
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Access to finance emains the main challenge for SMMEs.

|l ack of working capital was mentioned in e
el opment. An i mportant | ogistical considerat:i
ess to fsi.nalrhdisali ss epravitdeaid ead | ggnttéreprciases .f oGo v
d to step in to provide incentives, such as t
expanding their branch nebesrkhoonkd berabnasai
ouraged including greater adoption of mobil e
enti al for financi al product and mar ket de
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that 59% of SMMEs were exolppodesddf tom3flionamaitalar
by some type of financial system, with th@ bal an
Over -guharreteer s do not borrow funds, primarily bec
thosédowhow, informal credit syst ehhsn t2e0n0d7 ttoh eb eUnt
Nations Capital DevsetlaorptneediRa rmaumadji e dUXNICDEDFUKSSM on i n
t hateeks to broaden access to financi al services,
of t en gob%Tsh eurnemeits al so a Nati orfaMe afiwhdtilee aMal awi
government i s wor ki ng donFianaFicn aan ¢ iEadlu clantc lowns iParmo g
wi || l ead to the development of a Financi al Il nc
contribute to business inclusion since access t
sdor in Mal awi encounters.

a counamyappepapodtit bHteg de ®inmsvZeBSA ment pr omo
opment responsibilitlinesadduet itoon,| imnictreod
ef i nm tbhiaonnk, cerxecdliutd ebdy ftrhoe turnover thres
ve provisions wild/l have the effect of ¢
e Companies Act No. 26 of t2994 imphovideg
rs, peompelei veanksowever, i mited | iabi
d potentially 1increassesr esipsoknsfeort ot htehil
Xposure is toaregalrenphlheitaltmcoflfixed plant

I n South Africa, as in Malawi, Mozambiqgue and Za
and also private funding institutions reqtuire s
rates charged to SMMEs reflect their risk profil
institutions.

I n Mauritius SMMEs experienced problems obtaini
gover nment

for nottiodd ewhinagh tereem d wiatnaldflaec itld t he
is also connected to high bureaucracy. The Devel
banking institution to address the Dbar micer 9 sto
i mpacted on the one hand by a high | evel of corr
the supporting agency.

5. Inability to access local and international markets remains a constraint.

This chall enge was maings ohexceémt fMauwr ictoiumg )y isn u
interviews with SMMEs, even though the regul at ol
exists in each of the target countries,agaeassome
I n Mauritius, however, entrepreneurs often bypa
t hemsel ves. It should be noted, however, t hat
practiced in Maur it iaudse abnedt vae ecrl efaorr rda Isltyi nrcetgiosnt a1
and infor mal (micro) entrepreneur s. SMMEs i n th
and interesmiefs taoargod |l abompate with t hem.

I n Zambi a, the VAT moesgti nceh ailsl ecnigtiendg absa rtrhi er t o m

79 FinScope (2012) notes that already in 2007, a perception study on SMMEs development in Malawi was done by USAID. Of
particular relevance was that over 70% of firms rated access to finance as a major constraint while over 40% of formal firms
stated that it was a severe constraint to the operations and growth of their business. Cost of finance was ranked as the
second concern. Since the time of the survey in 2005, the cost of finance and the macro-environment have seen
considerable improvements, with the Reserve Bank of Malawi (RBM) base rate falling to 20% and expectations of further
falls. However, in terms of access to finance, the most commonly repeated issue in the survey for this study is that banks
require stringent collateral, often at levels in excess of 120% of the loan. This is very restrictive if the level of the loan is well
below the value of the asset pledge, such as a property, as this asset cannot then be used for collateral for another loan
(USAID 2007).

80 |bid.

81 United Nations Capital Development Fund UNCDF (2013).

82 FinScope (2013).
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explained that the threshold of K800, 000 (about
(recently increased fourfold from K200, 000) excl
for business with public sector organisations a
Effectively, these SMMEs can only compete for sm
The high VAT registr aetfifoenc tt horfe schoonl fdi naiInsgo thhaes mah
operators to the informal sector where they do n
or services of any quantity to any cliemdedThe
effect of discouraging formalisation in the SMME

6. The lack of infrastructure remains a problem.

While the lack of infrastructure presents a range of challenges for SMMEs, it was noted that activities
by the public and private sectors that addrthis challenge were in evidence in all the country studies
except Mauritius, due to its small size and relative wealth, where the challenge might rather occur with
regard to trade between Mauritian SMMEs and companies with suppliers from Madagasba ,afam
elsewhere. It needs to be mentioned that the issue of infrastructure was not a key aspect of analysis in
the present study and in any event, the deficit in infrastructure throutff@&ADC region is well

known.

The country studies also identifi¢hat some of the challenges lie within SMMEs themselves The studies

on South Africa, Malawi and Mauritius highlighted that SMMEs demonstrate a lower demand for
business development services such as training even where this is offered, counsellimg aaddisi
consultancy due to cost considerations, opportunity cost concerns and lack of knowledge on the benefits
of external services in improving competitiveneSSMIMEs observed that leaving their businesses to
attend a workshop becomes very challengingeeially “when you are a oa@an show or do not have
reliable employees to keep the business running during thi. tiGleallenges due to language barriers

and the lack of ability to understand and speak English were also identified, especially sirafatmost
training courses are offered in English. Furthermore, most of the training workshops were of a general
nature and do not address indusipecific training needs.

In all countries other than Mauritius, the studies revealed a lack of entreprendndaet. Here it

clearly needs to be distinguished between the entrepreneur who starts an enterprise because of will and
passion (thepportunitydriven entrepreneur) and the entreprengloio starts an enterprise due to the

lack of a job as an employeregcessitydriven entrepreneur)There is a higher likelihood o&ifure

within the latter groupSMMES are often under the impression that opportunities will be given to them
because of promises made by government. They often have a lack of persisippodiinities do not

open up immediately and may not be familiar with the hard work required to establish and grow a
business. Orthe other hand, the institutes of the target countries like Malawi, South Africa,
Mozambique and Zambia try to support bogpes of entrepreneurs, which, while it is correct and
understandable, will continue to contribute to the high rate of failure. This links to the different survival
needs of the various entrepreneurs and contributes to the challenges experienced bygampestin
attempting to meet a diverse range of training and support requirements. There is thus a need for the
support agencies to review their approach to the different SMMEs anavide more targeted services.

The lack of business management skélsoleads to cash flow problemfyr example througmot
separating personal and business expefsEsviews with companies in all the target countries also
revealed that the majority of SMMEs do not have a high level of commitment to quality assiitaac
mainchallenges to SMME development and growth shared by the five target countries are highlighted
below:
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Table 6: Summary of SMME development and growth challenges in the 5 target countries

CHALLENGE COUNTIRES PRIMARY SOURCE OF THE CHALLENGE

EXPERIENCING THIS

CHALLENGE
Limited access to | Mentioned in all target - High commercial bank lending rates
finance and countries - SMMEs' lack sufficient col
working capital - Inconsistencies in cash flows of SMMEs

- Limited financial literacy

Inadequate levels | Mentioned in all target - Inadequately educated workforce
of Skills countries - Many SMMEs lack basic management skills and need trair|

in that aspect.

- There is not enough training in business, management and
financial literacy skills, with poor knowtige of available
opportunities or the benefits of such skills by many rural
entrepreneurs.

- Training of employees is not seen to be a priority by SMME

Limited access to | Mentioned in Mozambique | While in Mozambique and Zambia it is possible that opportunitig

markets South Africa, Zambia and | are not always available, whereas in South Africa, though these

less explicitly in Malawi opportunities are available, there is a lack of awareness that thq
exist.

Lack of Mentioned in Malaw Lack of business planning and an entrepreneurial mindset/

entrepreneurial Mozambique, South Africa, | entrepreneurial spirit

development and Zambia

Insufficient Mentioned in Malawi, - Inefficient government departments

regulatory Mozambique, South Africa | -  Duplication of functions

framework and and Zambia - Lack of caordination of support agencies (also mentioned i

public sector Mauritius)

support

3.7 Status and Framework br Inclusive Business

The UNDP (2010b) observed thét,.inclusive businesses include kimcome people on theéemand

side as clients and customers and on the supply side as employees, producers and business owners at
various points in the value chain. They build bridges between business and the poor for mutual benefit.
The benefits from inclusive business modedshgyond immediate profits and higher incomes. For
business, they include driving innovation, building markets and strengthening supply chains. And for
the poor, they include higher productivity, sustainable earnings and greater empowérmaather

definition holds that the terrfinclusive businegsrefers to profitable core business activity that also
tangibly expands opportunities for the people at the base of the economic pyramid (BoP). Such business
ventures engage poor people as producers, supphierkers, distributors, consumers and even as
innovators.83

Though inclusive business is a relatively new concept on the African continent and more specifically in
the SADC region, the concept of incorporating SMMES into the value chain of any largezatiga

is enhanced by the current frameworks in place for SMME development. Research within the framework
of the currentresearch project indicates that none of the five target countries has a policy framework
specifically addressing inclusive busine&s.a result, the framework in place for SMME development
was interpreted as the enabling framework for inclusive business.

Inclusive business is primarily driven by the private sector, with the public sector supporting the concept
through the creation @n enabling environment.can also be regarded as@w option forto SMME
developmentvhile the effortdfrom the public sector that often gets stuck based on the lack of capacity,
resources and implementation.

The frameworks and the inclusive businassvities in the 5 countries are briefly introduced below.

83 Business Innovation Facility (2013a).
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Mauritius

In Mauritius, inclusive business is linked to Corporate Social Responsibility (CSR), which in Africa is
often wunder st ood ThesGoveransenthasrestablsshedyd polidth thé overall
objective of mandating registered companies to pay 2% of their net profit to a CSR Fund to finance
programmes that contribute to the social and environmental development of the cbhistryould

include various socioeconomic developmgrmtgrammes that deal directly with poverty alleviation and

the creation of small enterpris¥s.

Though there is little evidence that most of the CSR programmes in Mauritius qualify as inclusive
business, the country study identified a few companies tha horporated inclusive business
activities into their operations based on the CSR Fund. The following examples for inclusive business
are acknowledged:

1) The “Chantefrais” franchise whereby the Foo!
entrepreneurs wh a proper shop that sells chicken and chicken products. These entrepreneurs
then become part of the group’s value chain
Group to sell to the general public as well as to hotels and large restaurant

2) The Medine Group, which is involved in the tourism sector, suppoafssmen on the West of
the island to become professionals and enables them to derive an income from their products
through facilitatingheir access to hotels and specialised shops linkediticsm where they can
sell their products more easily.

Malawi

The Malawi desktop study noted that tBRIME Policy of August 2012 highlighted key strategies to
encourage inclusive business if implemented. These include: (1) access to finance; (2) improving
product certification and standards; (3) knowledge and skills development; and (4) infrastructure and
technology advancement. Furthermore, the Malawi Ministry of Industry and Trade is in the early stages
of implementing a businegs-business programmeatwill help link SMMEs to large enterprises. This

has been interpreted by the research study as an important mechanism to promote an inclusive business
environment.

There are already some companies implementing the inclusive business concept:

1) Bakhresa Gain Milling Malawi Limited, a flour producer, sells packaged wheat flour to
commercial bakeries, small bakeries, retailers and supermarkets. The company approaches poor
communities in the rural areas and small towns and offers to supply them with atdidabl
and assist them to launch small bakery businesses. It offers its flour in small packages, which
makes it affordable for small scale retailers
and distribute its products to bakeries, women sehlimgebaked goods in remote areas, and
branch sales offices. The company helps individuals, many of whom are women, launch their
own micrcbusi nesses, of fering training programme.
2012:10). Bakhresa was the only firm tine (southern) African region thaton the G20
Challenge on Inclusive Business Innovation Award in June 2012.

2) RAB Processors in Malawi focuses on the export of legumes, notably to Asia, and is now also
manufacturing products such as tea, flour, ricestemhground nuts and baby foods. In this
regard, RAB Processors has engaged a number of SMMEs in the supply of both raw and semi
processed materials for use in the manufacture of its various products. The company has now
set up an additional production fity in Lilongwe and SMMEs supplying various types of
inputs now have an assured and gutaech price for their supplieshe company has created a
supply chain including enterprises that grow, supply, partly process and transport inputs.
Numerous micro d small businesses such as hawkers, restaurants and tea rooms have been
established as part of the downstream and forward linkages arising from the RAB Processors
operations.

84 National Empowerment Foundation (2013).
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3) Carlsberg Malawi Limited, one of the few branches of Carlsberg of Denmark inatthe,
supports numerous SMMEs engaged in the distribution and retailing of its products. The
company has a unique distribution and selling model which includes the provision of free
cooling units to all its retailers thereby empowering entrepreneurgethga the business of
running grocery stores, shops, and bars. This model removes the cost of acquiring a specialised
beer refrigerator and thereby is able to incorporate a large number of entrepreneurs into the
value chain.

4) Universal Industries manufacts a range of products including biscuits, sweets, potato crisps
and bottled water. Since its formation, Universal Industries has been producing crisps using
potatoes largely imported from South Africa. Over the last ten years the country has been facing
shortages in foreign exchange, making it difficult for manufacturing companies to import raw
materials. It therefore began engaging local smallholder farmers to produce potatoes for use as
input into the manufacture of potato crisps. The company providegatmers with seeds,
fertilizers and chemicals in addition to providing the potato producers with extension services
focusing on good farming practices which have led to increased yields per hectare of high grade
potatoes. Universal Industries has alsgaged numerous MSMEs as distributors and agents of
all its products in both the urban and rural areas. Thousands of SMMEs have set up shops that
stock a considerable number of products from Universal Industries, providing numerous
opportunities for selémployment.

In addition, Malawi is one of thitve BIF pilot countrieso f t he pr oj ect “Business
(BIF) located in London and financed by DFID, which focuses on iiveususiness activities (see

below). BIF draws on a global network to identify technical experts who can assess routes to market,
devel op supply chains, “stress test’” a business
companies fac® The faciity also supports knowledge exchange on inclusive business at the
international level. A wide variety of inclusive business activities is supported by BIF in Malawi,
including

5 Mi croVentures small hol der mar ket | iinnkga geersd wh

producMiicvriaWent ures wi |l now suppoaktagehendev @
a
h

which wil|l broker |l inkages between the far me
sel |l i-atdedamaerekets. The maalklehtolldienrk afgaersmewsisl,
whol esal ers, retailers and food processors.

6) Afri-Nut will be established to process Malawian groundnuts and aims to be a benchmark
business that focuses on food safety, particularly in relation to aflatoxin control of peanuts
produced for domestic, regional and international markets. It has the potential to positively
impact on the health status of millions of people. It will be financed arowoed by
shareholders from the commercial and development sectors: the Nationaiafiseoof
Smallholder Farmers of Malawi (NASFAM), TWIN, Exgris (a commercial agricultural
company with interests in Malawi), Cordaid Qautch donor organisation) and the Waterloo
Foundation (based in Wales).

In this context there is also a Malawi Netwaf Practitioners that aims to share updates on projects
and provide a space for practitioners working in Malawi to connect and discuss the particular challenges,
innovations and opportunities facing inclusive business in the country.

Zambia

Apart fromthe comparatively recent policy measures of the government in Zambia, such as a new policy
for SMME development, the private sector has also responded. For instance, a strategy was created
addressing theredit culture and creditworthiness of SMMEs whicvé to some extent acquired an
unfortunate reputation for poor governance, inadequate rieeqing and accounting, and failure to

repay loans. As part of the effort to address this concern, the central Bank of Zambia has championed

85 Business Innovation Facility (2013).
86 Business innovation Facility (2013b).
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the issuance of the Manal Strategy on Financial Education for Zambia, which is a framework for
improving the financial education of the population in the country in particular with regard to
knowledge, understanding, skills, motivation and confidence. The intention is uce seasitive
financial outcomes by 20£7 These policy measures have received sttfpmm cooperating partners.

Similar to Malawi, Zambias one of thdive pilot countriesn which the Business Innovation Facility
(BIF) supports inclusive business activities and t#ambia Network of (inclusive business)
Practitioners. This has resulted in a series of inclusive business projects based on this work i#f Zambia.

The following exampledlustrate inclusive business activities in Zambia:

1) The CocaCola Company (TCCC) is replacing traditional product delivery methods (i.e.
periodic large stock delivery by trucks) with a network of Mibxistribution Centres (MDCs)
that are independently owthe@nd operated by local entrepreneurs. The Sales and Marketing
Division of regional TCCC bottlers such as Zambian Breweries recruits, trains and assists local
entrepreneurs as they establish MDCs and develop distribution methods appropriate to the
context in which they operate (BCTA 2013). The CecCala/SABMiller value chain is
estimated to have supported around 3,741 formal and informal jobs in Zambia. The local
entrepreneurs that own MDCs realise an average monthly salary of USD 1,000 (Oxfam et al.
2011)

2) The Bank of Zambia has set “financi al i ncl usi
a process which seeks to get more Zambians banked and more SMMEs accessing financial
products® The central bank is fully aware, however, that financialisicn is a twesided coin
and is taking appropriate measures. On the supply side, the central bank has taken several
measures to encourage the banking sector to make credit more accessible to SMMEs, including
the introduction of the policy rate togetherthva cap on lending margins above it in order to
create downward competitive or ‘“moral’ press
discouraging predatory lending practices. On the demand side, the bank is addressing the issues
of credit culture ad creditworthiness in the MSME sector. In short, the bank is taking a
combination of shortand longterm measures on both the supply and demand sides of the
market for commercial credit, which will serve to end the traditional impasse between SMMEs
andthe banking sector.

3) The NetherlandDevelopment Organisation, SNV, in collaboration with the NuViastern
Beekeepers Association (NWBKA) and Mpongwe Beekeepers Enterprise (MPE), introduced
modern togbar beehives that can be installed close to the holgsahd are easily managed by
WO me n . The initiative pr oreepirgdhrowgb tecdhmologicalpar t i
innovation, where previously béeeping was (i) a predominantly male occupation; and (ii)
limited value addition was being realised ireyailing beekeeping practices. Linked to this,
SNV facilitated awarenessai si ng on the i mportance of enhan
sector and supported the two associations to mobilise women beekeepers to form groups to
facilitate access to credis well as technical and management support.

South Africa

It is the view of the South African government that in order to reduce poverty, engagement of business
and other organs of civil society is required. Some initiatives supporting this view havreedec
attention whereby economic development agencies, financiers and the private sector have been engaged.
Whilst some advances have been made, clear initiatives supporting this governmental view have yet to
be developed. This itgsaitmaglyinétwietc|l SEDA’ § onuewes
with private sector to develop and implement a tiyeasr and longer growth strategy for SMESs in their

supply chair??

87 Bank of Zambia (2012).

88 Business Innovation Facility (2013c).

89 Bank of Zambia 2012.

90 |nterview with SEDA’s then acting CEO, Mr Koenie Slabbert, 23/01/12.
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Many more recent regulations, like the New Growth Plan (which aims to significadtice the high

rate of unemployment), the new BreBdsed Black Economic Empowerment (BBBEE) scorecards, as
well as sectoral charters of the private sector (the Financial Sector Charter and codes of conduct in the
mining industry) are all providing et options for the commencement and implementation of inclusive
business activities.

Asaresut ofamutst akehol der di alogue under the facilit
Decl aration on Engaging the Pr sinesst®odSecarityard i n  F
Nutrition Agenda” was signed on 19 October 2011,
Sciences, the UN Global Compact, UNDIDO, COMESA, FAO, NEPAD, the World Food Programme

and various civil society groups, developrthagencies and private sector memiérs.

Unlike in the other target countries, there has been a growing awareness among large companies in
South Africa about the substantial benefits of applying inclusive value chain practices, although the
evidence indices a high level of resistance to risk, whether financial or otherwise, whigigading

in such practices.

South Africa and Kenya can be seen as one of the strongholds for inclusive business it Afréa.

are many examples of this approach, ambaexhaustive lists of companies that have incorporated
inclusive business activities in their core business includes Anglo American/Anglo Zimele; Rio Tinto,

Coca Cola and bottlers of Coca Cola such as ABI and Coca Cola Shanduka Beverages; SAB Miller;
Vodacom; MTN; Massmart; Woolworths; Tiger Brands; N&$i ck ' n Pay; Spar ; Nan
Hollard Financial Group; Vodacom; Standard Bank; Absa Bank; First National Bank; Nedbank;
Capitec; Eskom; Mondi Paper; SAPPI; Nampak; Aspen and Imperial, amongi sawge of leading
companies.

Mozambique
Mozambiqe has made significant progress in the creation of a framework specifically for inclusive
busi ness. The “Declaration of Maput o” pl edges t

initiatives and to make investments more incluSivim addition, theNational Council for Inclusive
Busines$} a publicprivate partnershipwhich was launched in December 2012 as a result of the
Declaration of Maputo and comprises the private sector, public institutions and civil society
organisations. The entity has thetgntial to significantly drive and promote inclusive business
processes.

Furthermore, in April 2012, a Memorandum of Understanding between the Confederation of Business
Association (CTA) and thé&letherlandDevelopment Organisation (SNV) was signed witle f
creating a favourable business environment in Mozambique through the integration of communities and
SMMEs along the value chain in different sectors of the economy, thereby helping to reduce poverty in
all its dimensions by supporting employabilitgycahigher incore.

Launched in September 2012, the ‘' Best 100 SMMEs
organizations in the field of SMME development and inclusive business as well as a med¥ tpoup
identify the 100 best SMEs in Mozambiqdwe award is designed to:

91 UNDP (2011).

92 Southern Africa Trust (2013).

93 A national conference held in October 2011 in Maputo and organised in partnership with the United Nations Development
Programme (UNDP), the Investment Promotion Centre (Centro de Promogdo de Investimentos -CPI), the Directorate for the
Promotion of Rural Development (Direcgdo Nacional de Promogdo de Desenvolvimento Rural do Ministério da Administragdo
Estatal - DNPDR), the Confederation of Business Associations Mozambique (Confederacao das Associacoes Economicas de
Mocambique - CTA) and the Dutch Development Organisation - SNV,confirmed the potential for inclusive business in
Mozambique. The outcome was the “Declaration of Maputo”.

94 Conselho de Negdcios Inclusivos (2013).

9 These are the Institute for the Promotion of Small and Medium Enterprises (Instituto para a Promogdo das Pequenas e
Médias Empresas - IPEME), the Mozambique Media Group ‘Society of Independent Communication’ (Group Soico), the
Dutch Development Organisation - SNV, BDO Accountants Mozambique, and commercial bank Banco Mercantil e de
Investimentos (BMI) and others (SNV 2013a).
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publicly recognize good business practices;

establish a research tool and guidance for policy measures;

put in place a mechanism to standardise the classification of SMMEs;

promote the devel opment roonmientMozambi que’ s busi
stimulate the integration of communities and/or-ioaome people in the business value chain;

and

1 acknowledge the 100 best SMMEs in Mozambitjue.

E I ]

Positive examples can be found in the fields of agriculture, tourism and mining, supported by
enga@ment of third parties, such as SNV in agriculture and tourism, and USAID in the field of mining:

1) OLAM, one of the world’s | argest cotton comp
world’'s textile market s, tscde farmarskin the groduatiane t h e r
of cotton. Having started as a trading company, OLAM evolved into a fully integrated company
(“"from seed to shelf’”) and has started to up:¢
SMME sector. OLAM has also integratedMBIEs into the value chains of several other
commodities, such as edible oils and cashew.

2) Other edible oil companies, such as Corridor Agro and Maeva Mozambique, also include small
scale farmers in their value chaifike OLAM, they do this in caeperationwith SNV.

3) Moazal is an alumirum smelter developed near Maputo, Mozambique, in a USD 2 billion joint
venture with BHP Billiton, Mitsubishi, the Government of Mozambique, and the Industrial
Development Corporation (IDC) of South Africa. The process of thezlhk SME
development programme has been implemented by Mozal and IFC in association with the
Mozambican Investment Promotion Center (CPI). MozLink bridges the needs of a large
company bound by business, operational, and technical standards with thef heealsSSMESs
striving for an opportunity to build their capacity and become competitive economic players. It
trains local SMMESs and provides ene-one mentoring to enable them to bid, win, and deliver
on construction contracts that meet Mozal standards.

4) Rio Tinto operates a large coal mine in the region of Tete and in 20912 it opened a Business
Centre to ensure that local suppliers can increasingly benefit from business opportunities
provided by the company. The centre provides a space for local sapplipresent their
products and services to Rio Tinto and to acquaint themselves with the company's needs. The
centre also helps in the registration of sup
developing a training programme to help new $ieppto succeed.

These examples for each target country demonstrate the importance of integrating the private sector, in
particular larger and medium sized companies, into the development of SMMESs. The inclusive business
approach provides an important ogpjunity to extend the discourse around SMME development in a
way that will promote expansion, sustdiilily and meaningful growth.

It should be noted that the focus for inclusive business activities differs. Whilst in Malawi, Zambia and

Mozambique, inlusive business projects are often related to agriculture, retailers, food and beverages,
tourism and mining, in South Africa a broader spectrum of industry sectors is active in this field,

covering the whole banking, finance and insurance sector, pharnicat@roducts, and ICT solutions.

In Mauritius the focus of inclusive business will in the future be based on where the country imports
from and what it exports to the region, and the extent to which supply from and distribution to other
countries cand®undetaken more inclusively.

With the exception of Mauritius, inclusive business practices indicate a growth trend, with some
variations in evidence in the different countries. In Malawi and Mozambique, and partly in Zambia,
activities are strongly suppted by third parties and donors, such as SNV or the BIF project, whereas
in South Africa it is clearly driven by the private sector even though third parties are involved.
Governments in these 4 countries has started to create enabling environmemtkigorei business.

9% 100 Melhores PME (2013).
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However, challenges remain, largely due to the current regulatory framework, the limited human
capacity and the methodologies of the supporting agencies.

3.8 Inclusive Business Challenges

As a result of the linkages between the SMME devakt framework and the inclusive business
framework discussed in the previous sections, the desktop studies generally did not distinguish between
SMME development challenges and inclusive business challenges. This means that the barriers to
inclusive busiess do not significantly differ from those that affect SMME development. However, one
aspect plays a bigger role: inclusive business is still not widely known to policy makers of regulatory
frameworks and support agencies, nor is it regarded as the sanepicas SMME development or
business linkages (or, as in the case of Mauritius, regarded as CSR activity). It is therefore important to
raise awareness of inclusive business practices and clearly differentiate between a pure SMME
development concept arttetapproach of inclusive business. In other words, specific inclusive business
characteristics that make the implementation of this concept more likely to succeed, such as innovations,
the development of new products, and the {targ profitability of irclusive business need to be better
communicated to g@rnments and support agencies.

Inclusive business remains limited and is not consequent to a national process or consciousness in the
business community, with few exceptions such as the envisaged BB&IEES good of practices in

South Africa. Mainstreaming inclusive business is not yet among the identified government policy
objectives for the SMME sector and there are few legal imperatives, policy requirements or incentives
to ensure or promote the adiom by large organisations and4profit corporations of inclusive business
practices. On the other hand, however, the concept of inclusivity is becoming more strongly recognised
and accepted. This is encountered in government trends in Soutl/Afsivall as in the announcement

that one of the po2015 Millennium Development Goals (Sustainable Development Goals) will be
inclusive growth®

While governments and their agencies in the majority of cases are in the forefront of SMME
development, it is 8k the private sector that drives inclusive business practices whilst the government
and the support structures assistl facilitate the processes.

There are also barriers to the participation of large companies in supporting SMMEs, with the challenges
largely beimy identified as the following:

lack of interest and/or opportunity of companies;
perceived risk of working with SMMEs;
competing priorities;

low level of internal support;

lack of necessary experience; and

lack of information on informainarkets.

E R I

These findings from the country study in Malawi were also reflected in the South African desktop study,
where it was noted thdEnterprise Development (ED) and Sce&oconomic Development (SED)
programmes were often nreHlusinassorqdustrgsetts. t he company

Similar challenges were revealed by the Lopcal research partners in Zambia and Mozambique. In
Mozambique all interviewed companies stated thajeneral, SMMEs do not have the ability to supply

on time to the desired qugl or the quantity agreed, thus making them unattractive as suppli¢hge.

view of these large firms, SMMESs require stronger support in business management and also access to
viable financing options.

97 Fin24 2013; South African Government 2013; KMG Attorneys & Associates/ Klopper 2013.
98 Centre for International Governance Innovation/Korea Development (2012).
9 Impact Amplifiers/NYU Center for Global Affairs (2013).
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In Mauritius the position of many large compart@sards empowering the vulnerable to help them set

up their own businesses is that, since they are already contributing 2% of their nett profits to the CSR
Fund, they are not in a position to support further initiatives, and that the development of micro
enterprises is the responsibility of government via the CSR Fund. This suggests that the key aspect of
inclusive business, the business case, is not yet fully understood in Mauritius, and inclusive business is
interpreted as ‘justgiamoghearni CSRtiove'coraobhatet
opportunity to incease both profits and markets.

This may be influenced by the fact that the coun
and distribute to other countries, rather tlsaurcing and distributing locally and expanding local

markets. There is no bigger national market in Mauritius that can be explored by including the poor in

the value chain, since the island and the size of the population are limited, and poverty and
unempoyment are not the mostg®sing issues in this country.

The challenges to inclusive business in each country clearly indicate that there is a need-for multi
stakeholder dialogues to address inclusive business challenges and start the process of raising
expectations and addressing the implementation gaps.

4 Recommendations r SMME Development ad Inclusive Business
4.1 Recommendations from he Five Research Studies

The recommendations presented below were drawn from the five research studies as wéllas the
national andne regional policy dialogues.

There is significant scope for better aligning policies, laws, regulations, and, in particular, support
structures towards common objectives for strengthening the SMME sector in recognition of itcstrategi
importance as an engine for job growth, povergnédition and social stabilitsupport for the provision

of business development services to SMMEs has been popular with donors over a number of decades.
However, early interventions often involved dorard implementing agencies supplying business
services directly to SMMEs. The sustainability of interventions was not given priority, since subsidies
were regarded as investments in the future, and little consideration was given to the questions of impact,
effectiveness and efficiencAssessments of business services interventions identified that most had
failed to provide affordable, highuality services to a large proportion of the target population of
SMMEs.

Recommendations, especially with regardhe implementation of new policies, strategies and the
alignment of these with support agencies, are diverse and present a number of ideas. These are presented
in some detail below.

4.1.1 Regulatory Frameworks

With regard to the regulatory framework, inthreedie f i ve target countries
and Zambia — essential new centr al policies and
recently. In these countries it is important that the new concepts are implemented and supported by the
key st&eholders in the sector, in particular suppogercies and larger business®alicy and

institutional alignment is necessary to strengthen goal cengeutowards SMME developmeithe

same is needed in the case of South Africa where new developments gcorporate inclusive

business into the regulatory framework through the aspirat®BBIEE codes of good practictn

Mauritius, by contrast, the regulatory framewlestablished and effective.

The support to SMMEs and inclusive business developrsieould be developed comprehensively,
from the creation of frameworks to market access. SMME policy and status need to be revisited and
clear goals for the SMME sector and inclusive business disseminated. This includes the revision of an
implementation [an and the development of a detailed framework for Monitoring and Evaluation that
outlines goals, implementation timelines and provisions for periodic evaluation and reporting. It should
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also provide guidance on the alignment of the regulatory framewithrlemisting (or required) support
agencies.

Revisions should include the simplification of laws similar to the successfully implemented process in
Mozambique with regard to licenses, taxes and administrative procedures for SMMEs. It is important
to stremgthen the national Supplier Development Programmes in each of the target countries to
strengthen comprehensive and effective mechanisms for SMME development. These programmes
would specifically include and emphasize the concept of inclusive business.

4.1.2 Support Structures

Capacity

All country reports revealed that the key support agencies are-calaecitated. Thus support agencies
need to be strengthened in terms of budget, staff retention, employment, number of existing staff and
qualified personnel, arektend the reach of the organisation not only geographically, but also as regards
activities to bring these in line with global best practice (such as road shows, exhibitions and seminars).
Staff of the support agencies themselves need to be better tiathbdve more knowledge owchaical

and management skill¥his will help to alleviate the challenges of inadequate education that are
experienced in all the target countrieshithe exception of Mauritius.

More field offices, or even more enterprisevdlopment hubs, are required in order to reach remote
entrepreneurs. While the strengthening of support agencies will require a higher budget and more staff,
the outcomes are likely to be more effective and tasgented developmental approaches thditlve

able to proide value for money.

Understanding and selecting SMMEs

Support organisations need to build a real understanding of the needs of SMMEs. This can be achieved

by engaging with SMMEs and developing support programmes that talk to speeil. @& greater

importance is the goaletting and implementation plans of support agencies that work with SMMEs. It

was mentioned in all the country studies thate are twotypes ofstartps — t her e i s t he
who willingly starts an enterprise, whereas the other type of entrepreneur does this because of a lack of
employment. It is the tendency of the government support agencies to supportyes of
entrepreneursConsequently, the high failure ratef SMMESs are not unexpectethe present report
recommends a more strategic approach to focus o0l
that are businesdriven rather than needgiven.

As well as developing a comprehensive understanding of the conditions of entrepreneurs, support
agencies should establish a screening phase of candidates who will receivelsfppettie business
development process commencEss selectionwould alsodeu c e t he | arger compani
when working together with SMMESs. In particular, with regard to inclusive business, entrepreneurs
should be identified who have a strong understanding of business and entrepreneurship principles in the
way that tlese are understood andalemented by the larger firmSupport agencies that aim to create
business linkages will then enjoy greater credibility with both the large companies and thpsstart

In addition to the appropriate selection of entreprenears the outset, a stronger communication and
information campaign targeting potential entrepreneurs and also companies is required, so as to
communicate industrgpecific training solutionsather than generic approaches.

Training and education

The busines development content (training), quality and capacity building of SMMES requires review
in all five countries in order to provide SMMEs with a broader range of necessary business knowledge.
The content needs to cover a stronger focus on businessmkitiagerial skills and financial literacy.

100 According to the local research partners from Mauritius, Mozambique and South Africa, currently the most central
support organisations are not considered as valuable partners or enablers. In Mozambique, businesses indicated that they
do not often work together to support organisations and in Mauritius the study revealed that half of the interviewed
SMMEs bypass the support organisations and engage the companies directly.
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In Mauritius, while organisations are already addressing different aspects of enterprise development,
there is scope for improvements.

Entrepreneurial thinking should ideally be initiated at primary and secosdhopl level. This was
strongly identified in some target countries, especially in the national policy dialogues. This approach
would target younger people who are not highly motivated to become entrepreneurs. Support agencies
can liaise with departmentsf education to jointly carry out a sensitization campafgieducation
curricula could then be expded and enhanced accordingly.

Communication and dissemination of information

Information on existing laws, support programmes and the general offer afrsug@agencies should

be communicated more broadly and accessibly, especially in Malawi, Mozambique, South Africa and
Zambia. It was noted that in Mauritius the regulatory framework is relatively well known to
entrepreneurs. A joint information campaidpat includes SMME fairs and road shows should ensure
that information is also providen relevant local languages.

A communications framework is required to build confidence in society regarding government policies,
and related support mechanisms. Itidboprovide accurate and relevant information about factors
related to SMMEs development, such as:

Regulations and policies that impact SMMEs.

Support mechanisms including doffanded programmes.

Training and other business services available througprivege sector.

Markets including market assessments, demand analysis;orairestudies to give SMMESs a

better idea of the demand they should be responding to.

Market opportunities should also address tender distribution so SMMEs are aware of specific
opportunities, and provide assistance in preparing their offers and tenders.

f Buyers’ access to information about viable s

= E

Different communication channels should be utilised includattjio, community radio, public service
television, social medisuch as SMS or Twitter via cplhone, and field teams going deiordoor.

Simplification

Support structures should establish-st@p shops, whicthen need to be decentralizédlministrative
barriers and transaction costs should be minimized in afitdes, including Mozambiqué&here are a
number of viable options for simplifying administrative processes for SMMEs.

Alignment

For all countries, as well as Mozambique where a central organization is responsible for SMME
development, institutional @nment is important but will differ from country to country. It can be
implemented in the form of a orsop shop or SMME centres or local hubs in where SMMESs can obtain
information and support from a range of supporting agencies Thistopshop would Bo be
responsible for the dissemination of information to SMMEs and to other stakeholders about the creation
of enterprises, and ways to help in the development of raiaterprises and staups. Information can

be shared and opportunities publiciseat thrould be of se to the SMME sector.

In this context, the support of the agencies should focus not only on thepsgdrase and registration

of the SMMEs. It has been clearly identified that SMMEs experience a high failure rate in their first 3

5 yeas, a direct correlation with the lack of follewmp support identified in thenterviews in all 5
countries.There is thus a need for support agencies to strongly falfpwnd support, monitor and
evaluate, strengthening the linkages between SMMES and sathporting agencies, especially with
regardto different industry sector€o-ordinating public and private support agencies would place the
variety of support agencies at different stages

101 A pilot had already been initiated in a project of the ILO in South Africa (verbal information from Mr Jens Dyring
Chistensen, ILO South Africa, during the national workshop on SMME development and inclusive business within the
framework of the present research project (May 22, 2013, Midrand, South Africa).
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supportvo ul d t hen bnehadalie “sthamd ng the iinput around
speci fic SMMEs’ devel opment .

A start has been made by SEDA in South Africa:
proposes collaboration with the prieagector to develop and implement a minimum tyess growth

strategy for SMMEs in their supply chaffEven so, it must be recognised that shared work alongside
the ‘value chain’ of SMMEs requires a spotonger
agencies including a communication programmes that will ensure SMMEs know wheffettdraining

and assistance.

In Mauritius, a more ceordinated effort is already in place, since when the support agencies were
established they were given specifitandat es within the *‘valwue <chai
However, there is some degree of overlap between these mandates and related responsibilities that
requires a more stradined and coherent approach.

It is important to note that not only support agjes need to be eordinated: there is also a need for a
consolidated approach by governmental programmes as well as tHekege of bi and multilateral
programmes with national programmes, such as in access to finance.-@tdsnetion of programes

is an important point for countries in which donors and multilateral organizations may intervene to boost
SMME development, as it the case in Mozambique or Zambia.

4.1.3 Accessb Financé®

One of the major problems faced by SMMEs in all 5 target countrtbe isick of access to financing
solutions. Apart from high interest rates, lack of creditworthiness and the request for collateral which is
hard to comply with, thve are also legal constrainta. Zambia micro businesses are, by definition,
excluded frombank credit by the turnover thresholds defined by the banks. However, SMMEs clearly
need access to accessible finance options because many do not have properly audited financial
statements and/or sufficient assets and collateral. In general, governgeshts provide incentives to

larger organisations to encourage loan funding at reduced interest rates. Governments should also
provide funding at more affordable rates, which will give SEBVa better chance of survival.

In Mauritius, the current approachi t he creation of a dedicated *‘ SME
of Mauritius, with the intention of reducing existing bureaucratic practicesoardous lending
requirements.

It is necessary to coach SMMEs on financing tools and make them morenwgti. This can be done
by the support agencies within specific training courses, as is envisaged by IPEME in Mozambique. The
following steps are recommended to foster improved access to finance for SMMEs:

9 Lobbythe banking and financial service sestordevelop innovative products for SMMEs
9 Mitigate 1isk provision of financial services
1 Provide lowcost grantandco-financing.

Related mentoring programmes and financial literacy courses are crucial in promoting support for
SMMEs and strengthening theiriitly t 0 meet their loan obligation§he concept of inclusive business

can play an essential role access to financevherelarge companies (after a careful selection of
SMMEsSs) couldprovidesupportn accessinginance based on the possibildf/future contracs with the
company. Jointly with their partnering SMMESs, the companies also could apply for third party funding
for inclusive business practices, for example, the funding of innovative processes.

102 Interview with SEDA’s then acting CEO, Mr Koenie Slabbert, 23/01/12.

103 Although they are linked with the regulatory framework and the support structure, access to finance and access to
markets are treated as independent points as these two factors are seen as the key challenges by all interviewed SMMEs
and also by other key stakeholders.
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4.1.4 Accessb Markets

One of the biggest challenges SMMESs is market access. Support agencies have the task of creating
business linkages but often encounter the challenge that companies do not want to carry the risk of bad
quality, insufficient quantity, interrupted supply and untgdkadeliverablesAfter support agencies have
promoted SMME development for some decades, companies tend to demonstrate a certain fatigue and
may have had bad experiencesgheir involvement with SMMESs.

This lack of interest was raised in interviews with large companigfime target countries. It is clear,
therefore, that the trust and motivation of the larger companies to extend their interest in business
linkages with SMMEs needs to be renewed. Inclusive business provides such an opportunity as the
concept that doawot follow the same pattern as the approaches of the past. Companies are not asked to
involve micre and smaliscale enterprises into their value chain as part of their contribution to social
development but because it makes business sense té’them.

Moreowr , a key component of inclusive business 1is
of supplying, new products, new services and new ways of distributing and selling these products and
services and thus expanding markets and making profit.

It makes business sense for governments to champion the concept of inclusive business by promoting
and facilitating the approacBupport organisations should actively promote the concept to SMMESs on
the one hand, and to the companies (business linkages) athtdrehand. This might give support
agencies a new impetus when linking SMMEs with larger firrasfihcus on the business case.

There was a critical view on the general promotion of clustering SMMES into organization type. Whilst
clustering of SMMEs i®ften regarded as a solution (for example, support services can then work with
an SMME group on how to negotiate better), SMMEs in all countries have indicated that they prefer not
to work together. This is based on the lack of trust towards the perdtwescinster and the wish to act

at the individual level. In fact, initiatives by supporting agencies to cluster SMMEs in Zambia and
Mauritius failed, while in South Africa, attempts by government to promote the creatiowwpécatives

in the agriculturesector have met with little succe%s

4.1.5 Business Services byhe Private Sector

Donors and implementing agencies can develop a more effective approach based on the view that
achieving improved enterprise productivity and competitiveness, job creatiomasrtyreduction are

more likely to happen by also relying on the private sector to provide business services. This will require
that SMMEs are viewed as customers, and by judiciously targeting subsidies to avoid market distortion.
It is also important tht SMMEs begin to view such support as being an entitlement that carries little
value, as has somatées been the case in the past.

In this context, some reflection is needed as to whether and to what lexsemgss services can be
provided on a commerdihasis even for lovincome SMMEs, while acknowledging that appropriate
product design, delivery and paymemtchanisms must be developkds important to avoid a process
whereby consultants are commissioned to develop business plarsnmot with- subsidized start
ups that do not understand these bessrplans and in the worsasescenario, ray not be in a position
to utilise them at all.

104 see examples for inclusive business above by companies such as Coca Cola (Zambia), Olam (Mozambique),
Chantefrais/Food and Allied Group (Mauritius), RAB processors (Malawi) and various examples in South Africa, for instance
the profitable distribution of micro-insurances by Hollard Financial Services.

105 This was mentioned in national and regional policy dialogues in the framework of the present research project.
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4.2  Policy Dialoguesi Recommendations ad Action Plans

In the second part of the project, knowledge accumiilatethe regulatory frameworks and support
structures, together with the key challenges and recommendations of each target country were
disseminated to stakeholders in the field of SMME development and inclusive business, and a regional
dialogue was convex in South Africa. In almost every target country the participation of media
representatives was arranged, including national TV representatives in Zambia and Mauritius. The
national policy dialogues were convened jointly with the local research parametshe extent of
participatbn is listed in Table 7 below.

In all policy dialogues the participants were informed about:

Inclusive business;

The regulatory framework in the target country;

The SMME support structure in the target country;

Challenges @und SMME development and inclusive business;
Successful examples of inclusive business in the target country; and
Recommendations.

E I I

The participants of each policy dialogue discussed possible action steps based on six key
recommendations in each targetiotry. The agreed action pare provided in chapter 5).

The recommendations were brought to the regional level meeting that included representatitres from
SADC Directorate’s Trade I ndustry Finance & | ny
“Il ndustry Productive Competitiveness”. I n this ¢
the discussions around recommendations proposed for the SADC Industrial Development Policy
Framework (IDPF). This concept note is included as Appentdix Il

In the regional dialogue, all five local researchers presented their results and recommendations based on
their research studies and the national policy dialogues. In this context and with regard to the above
concept note, the Senior Programme Offidadustry Productive Competitivenef®m the SADC
Directorate: Trade Industry Finance & Investment (TIFI) presented the SADC Industrial Development
Policy Framework (IDPF). The local researchers were requested to present positive lessons that were
learnedfrom their country and that could be replicated in other countries or even at the regional level;
and to propose recommendations for the SADC regibe. input from the five country studies and
national policy dialogues is provided in déia Tables 7,8 and 9 belowThe country presentations
broadly encompassed:

1 Major challenges for SMME developmehgsed on the existing national regulatory framework
and the support structure;

T Major recommendations to improve SMME development and inclusive busictégties in
each country;

1 Lessons learnt that can be replicated; and
1 Recommendations that can be elevated to the regional level.
It must be noted that the inputs on “lessons | e

were not based on addinal research but on the finalized research studies in each target country.
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Table 7: Overview on the national policy dialogues within the framework of the project

Date & Place Participants Agenda topics
Port Louis, 12 delegates, amongst them representatives from 1 Presentation of research objectives and inclusive busine;
Mauritius 1 the MauritiusMinistry of Business, Enterprise, and -C by Southern Africa Trust
May 15, 2013 operatives; 1 Presentation of study results and recommendations
1 Development Bank of Mauritius 1 Di scussion of required ac
Hosted by §aConsult & f  Small and Medium Enterprise Development Author recommendations
Southern Africa Trust (SMEDA)
T Enterprise Mautius
1 University of Mauritius.
Midrand, 45 delegates, amongst them representatives from 1 Presentation of research objectives and inclusive busine|
South Africa 1 South Africa Department forrade and Industry; by Southern Africa Trust
May 20, 2013 1 Department of Economic Development; 1 Keynote Speech by NYDA
1 Small Enterprise Development Agency (SEDA); 1 Presentation of study results and recommendations
Organised and implemented ¢ NYDA: 1 Discussion
by . . 1 Afrikaanse Handelsinstitudf® 1 Presentation oftedy results by Mthent&’
Tushiyah Adwspry Services q ILO; q Presentation by IL&5®
g(n?jor:theerg é;”tf%g&:ﬁt | Massmart 1 Presentation by SAIIX®
- . 1 ABSA,; 1 Discussion on presentations
Africa National Youth . . . . ) ) .
Development Agency 1 South African Institute of International Affai(SAIIA); 1 Di scus sion o f required ac
(NYDA) 1 Mthente; recommendations in working groups
1 University of Préoria and GIBS; as well as a larger gro{ 1 Discussion of the outcomes of the breakaway session
of SMME representatives.
Lusaka, 28 delegates , amongst them representatives from 1 Presentation of research objectives and inclusive bisine|
Zambia 1 Permanent Secretary of the Ministry of Commerce, Trg by Southern Africa Trust
May 22, 2013 and Industry (MCTI); 1 Keynote speech by the Permanent secretary of METI
1 Zambia Development Agency (ZDAJechnical 1 Presentation of study results and recommendations
Hosted by Munich Advisors Education, Veational and Entrepreneurship Training | § Discussion of required ac|/
Group & Southern Africa Authority (TEVETA); recommendations in working groups
Trust 1 Zambia Institute for Policy Analysis and Research i Discussion of the outcomes of theeakaway session
(ZIPAR);
T SeedCo;
T ZANACO Bank Plc.;
as well as a larger group of SMME representatives.
Blantyre, 20 delegates, amongst them representatives from 1 Presentation of research objectives and inclusive busine|
Malawi, June 6, 2013 1 Ministry of Industry & Trade; by Southern Africa Trust
1 Ministry of Justice; 1 Keynote Speech by ECAM
Hosted byEmployers 1 National Associabn of Business WomerNABW); 1 Presentation of study results and reaeendations
Consultative Association of | Unilever South East Africa; 9 Discussion of required ac/|
Malawi (ECAM) & 1 RAB Processors Limited; recommendations in working groups
Southern Africa Trust 1 Carlsberg Malawi Ltd. Al Discussion of the outcomes of the breakaway session
Maputo, 20 delegatesamongst them representatives from 1 Presentation of research objectives and inclusive busine|
Mozambique 1 Ministry of Industry and Trade, the Investment by Southern Africa Trust
June, 10, 2013 Promotion Centre (CPI) of the Ministry Planning and | Presentation of study results and recommendations
Development; 1 Discussion
Hosted byAvril Consulting q Institute for the Promotion of Small and Medium 1 Presentation by SN{.
& Southern Africa Trust Enterprises (IPEME); q Presentation by CPf
1 Confederation of Business Associati¢@sA); 1 Discussion on presentations
1 Finance Institute of Development (GAPI); 1 Discussion of required ac/
1 UNIDO; recommendations in working groups
1 ILO; 1 Discussbn of the outcomes of the breakaway session
1 NetherlandDevelopment Organization (SNV);
1 Building Markets,
T Vodacom;
T Sasol
as well as a largeggroup of SMME representatives.

106 “The Afrikaanse Handelsinstituut (AHI) is a multi-sectoral business organisation and one of four major chamber
organisations in South Africa, actively involved in all sectors of the economy, except primary agriculture.”
http://led.co.za/organisation/afrikaanse-handelsinstituut-ahi-0
107 The presentation was about “Reporting back on Support Needs of SMMEs and Related Recommendations” by Mr Andre Le
Grange from Mthente South Africa.
108 The presentation was about “Creation of an Entrepreneurial Ecosystem in the Free State” (which was one of the research
areas of the present research project in South Africa). The presentation was held by Mr Jens Dyring Christensen from ILO South

Africa.

109 The presentation was about “SMME Development and Inclusive Business — Enabling Environment for successful
Entrepreneurship” by Mrs Lesley A Wenthworth from SAIIA.
110 The keynote speech was about “Inclusive Growth through Inclusive Business: Three I's for a Successful Transition Towards
MSME-Led Growth in Zambia”. It was presented by the Permanent secretary of the Minister of Commerce, Trade and Industry,
the Honourable Mr Emmanuel Chenda (Annexure 1V).
111 The presentation was about “Negdcios Inclusivos — A experiéncia da SNV” (“Inclusive business — the Experience of SNV”), by
Mr Rik Overmas from SNV Mozambique.
112 The presentation was about “Desenvolvimento das PMEs e dos Negdcios Inclusivos — ambiente propicio para um
empreendedorismo bem sucedido” and “Development of SMEs and inclusive business — enabling environment for successful
entrepreneurship”) by Mr Anténio Luis Macamo from CPl Mozambique.
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Table 8: Overview on regional policy dialogue within the framework of the project

Regional
Dialogue

Sandton,
South Africa
June 28, 2013

Hosted by
Southern
Africa Trust

22 delegates from seven countries,
ammgst them representatives from

the:

f
f

E R

SADC Secretariat ;

Ministries of Trade and Industry
e.g. from Mauritius, and South
Africa;

governmental support agencies
for SMME development from
Mozambique, Zambia, Malawi
and South Africa;

Investment Promotion éhtre
(CPI) of the Mozambican
Ministry of Planning and
Development;

NEPAD Business Foundation
Trust Africa;

all local research partners; and
others

1

E ]

= —a

Presentation of research objectives and inclus
business,
by Southern Africa Trust
Presentation by SAC on the SADC Industrial
Development Policy Framework (IDPE)
Discussion
Presentations on thresults and recommendatio
of the research studies and national policy
dialoguesn the five target countries, by the log
researchers:

0 Mauritius;

o Malawi;

0 Zanbia;

o Mozambique; and

0 South Africa
Discussion
Presentation on commonalities and differences
the target countries
Discussion of required activities the regional
levelto implement the recommendations of the
study’s and natiional
working groups
Discussion of the outcomes of the breakaway
session
Ranking of the required activities at the regiong
level

113 The presentation was about “SMME Development and Inclusive Business in the SADC Region — Enabling Environment for
successful entrepreneurship - Enhancing support to SMMEs” and was presented by Mrs. R. Alisoa Vololoniaina - Senior

Programme Officer- Industry Productive Competitiveness (SADC).
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Table 9: Challenges, recommendations, and lessons learnt for the regional policy

Poor access to finance
Lack of awareness.

Limited support in
enabling environment.

Lack of information/
poor marketing
information.

Lack of networking.
Lack of skills.
Limited attention

given to quality
assurance.

Lack of access to

information about latest

technology.

Fear of ceoperation to
improve capacity-
clustering.

Lack of platforms for
interaction between
SMMEs and larger
companies.

Lack of incubators.

Lack of access to
information and
markets.

Difficult access to
finance.

and selling skills.

Lack of acess to financeghigh
interest rates; SMMEs are seen |
high risk; profesional support is
lacking from support structures)
Lack of operational funding and
cash flow. SMMEs struggle to
manage casfiow.

High import costs (textiles) and
no joining of forces to buy in
bulk (silo mentality).

Availability and affordability of
skilled labour

Lack of entrepreneurial educatio|
as well as technical and busines;
skills.

Inability to deliver on time, at the
right price, quality and quantity,
(including stock and raw materia
shortages).

Strict labour laws that hinder
SMMEs from erploying staff.

Doing business (recent economif
recessionbureaucracy and
corruption; registration processe|
and strict tax regulations.

Country/ Issue Malawi Mauritius Mozambique South Africa Zambia
Challenges Lack of capital. Poor managerial Absence of Local Lack of information on marketing Inability to access local and
capacity. Content Tool. support and lack of marketing international markets.

Barriers to entry into some
industries.

Inability to secure stéup
or working capital finance.

Human capital: Poor
motivation, inadequate skills
and weak stewardship.

Poor technology and lack of
innovation and value
addition or processing base|
on high cost, poor quality or
nonavailability of raw
material and othenputs.

High costs of doing
business.

Recommendations
& actions

Better functioning of
value chain national
export strategy.

Create incentives for
the private sectetax
considerations.

Educate SMMEs.

Strengthen SMME
business support
infrastructure.

Financial inclusion
through the banks.

Need for training in
industrial development
such as managerial,
entrepreneurial and
technical skills.

Need for special
schemes for provision
of management
support.

Awareness and
Information.

Support for acquisition
of technical capacity.

Government and its
agencies should
encourage clustering

efforts so that SMEs do

not work in isolation
and take advantage of
horizontal integration.

Organising a series of
buyerseller meetings
to facilitate supply
chain linkages beveen
SMMEs and large
enterprises.

Improvement of
access to information]
about support
programmes.

Business services
market development
(including fees for
professional
consultations).

Quality
improvement for
SMMESs products
and services to be
competitive.

Access to finance.

Local Procurement
and Local
Content!4

Accelerating of
administration.

Co-ordination and
knowledge sharing.

Organising buyer
sellers meetings to
facilitate linkages
between SMMEs

and large enterprises

Urgently strengthen the abilities
of the South Africa Small
Enterprise Development Agency
(SEDA).

Work on incentivising BEE
scorecard$®to reward
companies who make an effort t(
conduct inclusive business.

Better ceordinate the efforts of
the supporting agencies and
Institute communication
programmes that ensure SMME¢
know where to go for training
and assistance.

Arrange urgent intervention in
the South African education
system.

Address skills shortages in all
tiers of government.

Communicate the importance of
inclusive business to the
corpomte sector in a way that
gives credence to its merits and
do so creatively.

Improve access to finance.

Goal congruence Build
policy and institutional
alignment to strengthen goa|
congruence towards SMME
development.

Institutional capacity-
Strengthen istitutional
capacity towards MSME
development.

Investment and innovation
Promote innovation through
partnerships and teaming tg
realise economies of scale
and scope.

SMME capacity- Facilitate
capacity building in
financial literacy,
entrepreneurship and
eliminate administrative
barriers and minimise
transaction costs.

Value addition- Leverage
international agreements,
such as the recent bilateral
agreement with China to
promote entry into value
addition and higkend
services for domestic and
export makets.

114 Since the aim of increasing local procurement is to create jobs in Mozambique, then the procurement must relate to
products that are produced in Mozambique (creating manufacturing jobs) or services that are delivered in Mozambique
(creating service jobs). This relation is known as “Local Content”.
115 B-BBEE stands for Broad-Based Black Economic Empowerment. The objective of B-BBEE is to ensure that the majority of
South Africans who are defined as being black people across all socio-economic levels, are able to participate in the positive
benefits of empowerment. The concept of Broad-Based BEE was introduced by the Codes of Practice. 7 B-BBEE Elements are
now used to measure a company’s commitment to transformation. The B-BBEE Codes of Good Practice can be seen as the BEE
rule book. The Codes provide universal standards for the implementation and measurement of BEE initiatives, with the aim of
providing consistency, transparency and clear direction on BEE. Through the use of a BEE Scorecard, the Codes have thus seen
BEE become an objective discipline with quantifiable and defined criteria and rules (BEE 123: 2013).
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Country/ Issue

Malawi

Mauritius

Mozambique

South Africa

Zambia

Learning for
replication

For Malawi, not much
information on lessons|
learnt was given, due
to the fact the new
SMME policy still
needs to be
implemented. Lessons|
on the preceding
policies are about the
improvement of its
implementation.

Several corpanies are
already involved in
inclusive business and
companies from the
other target countries
can learn from their
experiences.

Diverse financial
Instruments made
available:

(@) Equity as well as
non-collateral
based loans;

(b) Acquisition of
equipment;

(c) Factorng; and

(d) Export insurance
guarantee.

Support for export

(@) Preparation for
export readiness;

(b) Carry on for
overseas
promotion; and

(c) Subsidy on travel
&
accommodation
costs.

Support for process an
product improvement.

Ease of doing business|
cut down formalités
without compromising
on due diligence.

Simplification of
procedures: tax, the
creation of the
company, the
attribution of
licences.

Public-private
dialogues, e.g. done
by the Confederation
of Business
Associations in
Mozambique (CTA).

Creation of the
Inclusive Business
Council.

The lessons learnt from South

Africa are already covered in the

recommendations. Relevant
regulations need to be

communicated more effectively.

The high number of SMME
support agencies results in the
need to better cordinate thee
organisations and their efforts.

For Zambia, the lessons
learnt were based on
inclusive business case
studies. Important learning
can comprise:

(@) Entrepreneur
selection;

(b) Capacity building-
training and
mentoring;

(c) Partnership for
capacity building
finandng;

(d) Evidencebased
approaches;

(e) Appropriateness and
affordability of
technologies; and

® Social inclusion and
advocacy.

Relevance for
SADC

Inclusive business
models.

Increasing access to
finance through value
chains.

Providing incentives
to companies.

Tax reform for
SMMEs.

Registration of
businesses/formation
of associations.

Reforming
regulations.

More publicity/buyes
seller meetings.

Access to markets.

Collecting and
disseminating reliable
data.

Infrastructure
development.

Certification.

National au regional
procurement preferency
in favour of SMMEs.

SMME Development
Fund- diversified
instruments.

Activate through
willing commerecial
banks and other
financial partners.

Management capacity
support through in
house management
placement.

Fiscal incenites for
MNCs to source from
SMMEs.

Simplification and
harmonization of
laws.

Access to finance.

Access to
information and
markets.

Provide a common platform

where legislation can be accessg

- avoid duplication of support
develop a shared portal wker
support provided to SMMEs is
documented.

Cluster industnspecific training
and support together.

Financial support:

1 Reduce red tape in

applying for finance;

Reduce interest rates;

Increase turnaround time

with approval of loans;

T Provide a combinationfo
grant and loan funding
especially for startips;
and

T Timely payment of
invoices (preferably 50%
payment upfront / 7 day
payment from date of
invoice).

1
1

Provide strong market
knowledge on pricing and
volumes and bundle
products where possible.

Provide serices to bundle
produce of SMMEs and
support in negotiating frame|
contract.

Negotiate financing scheme|
for SMMEs and provide
collateral not available by
most SMMEs.

Provide orthe-job capacity
building training to
empower SMMEs and
ensure financial literacgnd
practical tools are available,

Provide affordable ICT
solutions to access
knowledge, markets and
finance to SMMES.

Empower support
organisations in lobbying
for decreased cost with
focus on SME needs.
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4.3 Discussion of he Recommendations

In every target country access to finance is one of the major challenges for SMMEs. It makes sense,
therefore, for governments to encourage the investment sector and foreign investors to reduce the
negative impact of one of the key challenges of SMME dagweént in Southern Africa. For instance,

it was estimated that in Malawi about 90% of the SMMEs might not have a bank account. In Mauritius,
as a positive example, government has approached the leasing companies to give loans to SMMEs while
government shas the burden of the concessionary rate (leasing equipment modernization scheme). The
Mauritian government has also encouraged the banking sector to promote better access to finance.
Finally, within the framework of the Mauritius Youth Employment Prograngraduates can be
involved to assist SMMEs in creating their business plans and the government contributes with 50% of
the cost of usingiese graduates.

With regard to the lack of information on markets and opportunities, including the lack of inésrmat

on a regulatory framework of a country or the available support for SMMEs, the idea of having an online
portal was discussed in various policy dialogues, and in particular in the regional policy dialogue. This
approach still requires reflection on haw reach the SMMEs, especially in the rural areas. In
Mozambique, for example, there are challenges in terms of internet access and net coverage. In addition,
there is a need to continuously update the information on the portal. It was suggestedbilsingdss

sector should be approached to partner in addressing such technical challenges. In this context, it should
also be mentioned that, for example, the information of SADC is often highly complex and not readily
accessible to SMMEs. It should be agapand simplified. Moreover, businesses need information that

is specific rather than general and information could be provided in conjunction with the various industry
sectors. It was suggested that a Challenge Fund be set up to build up effectiveeketbmformation

services implemented by companies and facilitated by the governments.

I n Mozambiqgue the Centre for I nvestment Promoti c
access to information and created an online platform that includasniation on services, buyers,
assessments and financial systems. In South Africa, the commercial bank He8SiAtroduced a
procurement portal, a virtual marketplace that the company has developed for buyers and suppliers. The
project is managed by the Enprise Development Unit of ABSA and users do not need to be ABSA
clients!® At the regional level, SADC plans to establish a similar online p8ttal.

4.4  Commonalities and Differences

This chapter provides a summary of results and recommendations frometharget countries that

were presented at the regional policy dialogue in South Africa in June 2013. The Southern Africa Trust
summarized the studies and the national dialogues. As a starting point, in all countries global challenges
for inclusive businesthat had been defined by the UNDP (2008) were confirmed. These were the lack
of market information; limited skilldjmited access to financial services and a disenabling regulatory
environment. Based on these global obstacles for SMME development,sdacle studies then
revealed countrgpecific challenges and solutions.

a) Commonalities of challenges in the five target countries

For all target countries, the following issues were mentioned in addition to the general challenges which
UNDP had already iddified in 2008. These are:
1 Lack of working capital
T Lack of skilled employees
1 High costs of doing business
1 Non-co-ordinated efforts by support structures, where:
0 SMMEs get disparate information
0 Awareness of what support is available is limited

116 Absa (2013).
117 This portal was discussed during the regional policy dialogue of this research project in South Africa in June 2013.
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0 Reliabledata are missing

0 Monitoring (beyond pure figures) is missing.
Challenges regarding the role of governments (and support structures)
Regarding inclusive business, there is:

0 Mistrust (between SMMEs and larger firms as well as between SMMEs themselves)
0 Excessive bureaucracy, nepotism, depending on political party, poor turnaround time

1 Lack of entrepreneurial education at an early stage of life.

E

b) Recommendations to overcome these challenges

For some challenges, very similar solutions and recommendatiorspn@yosed by the researchers.
For example, with regard to the urcalinated efforts of the support agencies, the researchers proposed
the following approaches:

1 Create a cardinating platform(s)/hubs;

1 Onestop shops;

1 Service for life cycle (meaning that different stages of the development of an SMME differing
agencies shall be responsible rather than all agencies only focusing on thp ptease). This
approach would include the strong requirement of improved communications and working
together betwen the support agencies.

1 Involvement of relevant chambers; and

1 Decentralized training.

Regarding the role of the state in promoting inclusive business, it was recommended that governments
should:

Facilitate;

Champion;

Promote;

Monitor;

Incentivise; ad

Simplify the processes.

E R I

Regarding the lack of access to financing of SMMEs, the majority of recommendations covered the
approaches of establishingner interest rates and the creation of an SMB&EK.

In relation to the point about instituting earletrepreneurial education, programmes for primary and
secondary school were recommended by the researchers as an outcome of the five national policy
dialogues.

C) Additional suggestions resulting from the five national policy dialogues

The following commondeas were captured in at least two policy dialogues (and were also mentioned
in some research studies):

Introduce a screening process rather than support everygtart

Offer services according to industry sectors.

Build enterprises operating in demadriven markets.

Use PubliePrivate Partnerships (PPPs) to improve the infrastructure of a country.

Discuss whether adequate fees for services shall be introduced.

Discuss the lack of innovation and value addition rather than have continuous predominance of
trading issues.
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5 National Action Plans

In each policy dialogue the participants discussed the key recommendations of the research studies.
They were divided into working groups and were requested to propose activities (action plans) on how
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to implement thee recommendations. These actions are summarized below for the one regional and five
national policy dialogues.

51 The Action Plan for Malawi

Box 2: Recommendations & Action Plan SMME development and inclusive business in Malawi

Recommendation 1
BusinesDevelopment Service Providers (BDSPs) shall improve their service deliveries to SMMEs particularly in th
of: their accessibility/availability nationwide; the cost of services; and the quality of services. BDSPs shall inclndg
marketing, regptration, technology, and financial institutions.

Required Action

f Sensitize BSDP’' s.

T Strengthen governance and linkage with member con
1 Engage stakeholders and in particular BDSPs in dialogues/édagh a more profound support to SMMEs.

M Coordinate BDSP's to create one stop shop (e.g. u
f Decentralize BSDP's services.

9  Start a paradigm shift in operations (client oriented).

Recommendation 2
Ministry of Industry and Trade shall impre the implementation of the SMME policy and avoid a repeat of the challer
faced during implementation of the reviewed SMME policy.

Required Action

Lobbying and advocacy:

9  Taskforce to draft a paper to lobby the policy in the cabinet.
1 Stakeholders meieg to review the current SMME policy.

1  Lobbying for launch of SMME Policy.

1  Then launch reviewed SMME Policy.

Recommendation 3
Government must ensure accurate data to make informed decisions for SMME development.

Required Action

1 Redefined research.
1 Harnonisation & validation of data to create an enhanced database.

Recommendation 4
Large companies should develop internal policies on inclusive business.

Required Action

1 Awareness and sensitisation of companies so that companies will reflect on theobpisarg the inclusive busines
model/more integrate SMMESs in their business activities to improve profitability. Companies will develop strateg
to best implement inclusive business ideas.

1 Government policy to incentivise companies. In order toptgnecompanies will reflect the options of inclusive busin
practices.

1 Monitor and evaluate mechanisms to be built into the policy that companies will be able to assess and realise tf
but also the risks of inclusive business activities.

Recomnendation 5
Improving the operations of value chains by strengthening business to business linkages.

Required Action

1 Provide assistance in finance, technical kifimw and distribution models to assist in developing skilled and capac|
SMMEs.

1 Reuvisit he cooperative development policy to focus on inclusive business to foster SMME aggregation af

effective SMMEs.

Development of marketing system$o create a linkage strategy / access to market information

Create regular networking events for busses and SMMESs. In particular establish inclusive business market

and improved business linkages.

= —a

Recommendation 6
Strategies for strengthening standards and quality consciousness among SMMEs as a key component of inclusive

Required Action

1 Create awareness and understanding of standards which might lead to better quality by:
V  Training program and an awareness campaign of standards (including information of benefits of ha
right standards)
V  Build a productivity center for to maintaquality and standards. This should include skills building progr
& accreditation
I Taxreduction on equipment required by SMMEs for increased capacity of SMMESs to achieve quality standard
Source and share SMME models from other countries.
1 New approachefor standard development and knowledge about pitfalls.

Based on the findings of the research study, the following six key recommendations were discussed by
the participants to develop an action plan. The participants were split into two working grdigesiss
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the most necessary steps to implement these six recommendations. After the group work, the teams were
then given the opportunity to present back to the full delegation.

5.2  The Action Plan for Mauritius

The recommendations of the study in Maurittswe added by participants’

I Mainstream the policies from government, which would include the involvement of the

inclusive business concept in the next budget speech of the Finance Minister.
1 Support agencies shall assist SMMEs in implementistusive business practiceBhere is
also a need for training in industrial development such as managerial, entrepreneurial and technical skills
as well as a need for special schemes for provision of management support. In addition, there should be
suppot for the acquisition of technical capacity.

I Awareness needs to be raised in larger companies that inclusive business is a profitable approach
and not a CSR initiative. Opportunities shall be demonstrated by Government and the support
agencies, e.g. witregard what can be sourced locally.

1 Anin-depth discussion with SMMEs is required that they understand the Supplier Development
Programme. SMMEs have to be trained accordingly.

1 The banks should be involved, e.g. with regard to an exp@art guarantee seme. The
mainstreaming could be done by the envisaged SMME bank by DBM.

1 Government and its agencies should encourage clustering efforts so that SMEs do not work in
isolation and take advantage of horizontal integration.

1 Organising a series of buyeelles meetings to facilitate supply chain linkages between
SMMEs and large enterprises.

Based on the above first ideas, the participants discussed the issue of the Supplier Development
Programme and how to get larger firms more involved. For example, it ggestéad that nesensitive

i ssues can be addressed by Companies’ Supplier
SMMESs that means at an individual level. Sensitive business items, such as quality, quantity, reliability,
regularity and thus sustainitity require strong coordination and possibly a cluster appreadthough

it was also mentioned that Mauritian entrepreneurs dislike being clustered. Still, there are examples
where the idea of clustering worked out well, for instance the collectikeetiveg of craftpersons from
Rodriguez who expited their products to France.

However, companies need to develop a {tergn relationship to gain the trust of the SMMEs. Currently,

it is not clear whether and how many larger companies are willing te)roollaborate with SMMEs

and vice versa. Awareness needs to be created at different levels, in particular with regard to mutual
benefits. The research study and some findings from the present universities indicate a great willingness

S

of SMMEstobeintegrt ed i n t he compani e sndbusiredsskilsamrhekingr s, bu

Awareness creation shall include a clear picture on what inclusive business is about because the concept
still often is confused with corporate giving. The Southern Affiagst was asked to bring in expertise
on inclusive business and provide clarity based on thedsearch studies of the project.
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Box 3: Recommendations & Action Plan SMME development and inclusive business in
Mauritius

The participants agreed on thefollowing Action Plan:

1) With the help of the B4D Pathfinder Barometer a survey shall be done with scb@
companies to be able to evaluate whether and in how far companies in Mauritius are in
The B4D Pathfinder Tools shall bring clarity on theuis of inclusive business and lead
willingness of companies and SMMEs to be more inclusive. Priority sectors for this survi
be the supermarkets / retailers, hotels and the IRS sector (Integrated ResortBchrdiead
t o a -theckanlthgtryound” . The survey shall be
Enterprises & Cooperatives. The involvement of the Ministry Ntinistry of Business,
Enterprises & Cooperatives is the key for the acceptance of the Barometer by the compa
thus cocial for the success.

2) The results will lead to a baseline for inclusive business and SMME development in the ¢

3) After the companies will have filled in the B4D Pathfinder Barometer, a dialogue with the
and public sector will be started tme benefits of inclusive business, again with the suppd
the above ministry championing inclusive business rather than regulating the approac
dialogue will also lead to acceptance of the inclusive business concept and its incorpor
the Mauritian Supplier Development Programme. This cannot be done by the support a
but shall be brought in by third parties.

4) The outcome will result in ways how to drive the processes of inclusive business and
development differently, on conditiaimat inclusive business is profitable and processes
innovative.

5) Based on the further developed Supplier Development Programme the support agenc
assist the SMMEs in a coordinated form. It was suggested to establish fairs for business
and innovation to foster processes, facilitating by the universities.

5.3  The Action Planfor Mozambique

Based on the findings of the research study, the following six key recommendations were discussed by
the participants to develop an action plan. Thei@pents were split into three working groups to
discuss the most necessary steps to implement these six recommendations. The groups were requested
to only list three priority actions but were allowed to divide these into short term, medium term and long
term measures.

118 currently a landowner’s permit from Government is needed to use former sugar cane areas to construct upscale villas.
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Box 4: Recommendations & Action Plan SMME development and inclusive business in
Mozambique

Recommendation 1
Better access to information.

Required Actions

1  Develp a package on fiscal incentives and an overview on the legal framework for different sectors / fiscal obligationg that
SMMEs.

1  Create a databank profiling local SMMEs for large companies to be (more) aware of the local offer.

1 Dissemination of infanation through TV, radio, etc.

1  MOU with institutions (given support structure) and necessity of using/establishing local institutions in the variousarezs/in
the country.

1 Necessity to disseminate information throdigl an e | a Un i %°&he Hdzambitan élattiosicaclistoms systamy the' e

t r i b u(thaegeétroric taxing system).

Recommendation 2
Simplification of administration.

Required Action
The onestop-shop shall be combined with business development services such as-(BP&bdtia.
Verification of compliance of established simplification regulations.
Technology transfer.
The one stop shop shall be combined with the payments of taxes.
Implementation of only one identification number for citizens.
Recommendation 3
Business seiwes market development (incl. market information).
Required Actions
1  Promotion of the demand through business development services (understanding of the demand).
1  Support of service providers for SMME development that create new services (such astsesuigpsrt SMMEs to apply for up tq
date technologies and technical assistance) and improve the quality of the suppliers.
1  Establishment of a fund for technical assistance, e.g. 'group purchasing' with the participation of companies.
Recommendation 4
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Access to finance.

Required Actions
1 Integration of banks that have a linkages program with the active participation of large companies; direct engagenmgat with
companies to support them bringing SMMEs to the banks to get a adequate credit
1 Integrationof MPESA in the existing finance mechanisms.
1
1

Establi shment of a ‘catalytic” fund for SMMEs.
Integration of the stock market in the national (SMME) programme.
Recommendation 5

Quality improvement.

Required Actions
Necessity of creating an atmosphere otwal confidence between the government, doners and the private sector.
Improve the access to information, in particular information on quality schemes / methods of technical improvement.
The Government and the private sector need to improve the natfcasttucture.
Certification schemes for products and services.
There is a need to create instruments of mediation.
Necessity to introduce standard norms at a national level.
Technical assistance can be improved by using resources frautitiePUM Programme.
Recommendation 6
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Local procurement and Local Content.

Required Actions
1  The Government and the private sector shall discuss a form of legislation that companies must buy a certain perceti®t® of
that is produced in the country. Thataalsill lead to improved skills within SMMEs.
1  Companies shall contribute to education of the local working force.
1  The larger firms could create a list of potential categories of goods and services which they will need in the comingtyeats
that SMEs can prepare themselves to be able to deliver according to this demand. (There should be an aggregated demg
next five years). CPI, Building Markets and the consultant ICC will jointly launch this study in the year 2013.

It was suggested aradjreed that the stakeholders continue their exchange and sharpen the above steps.
A loose network of key players is already working together in the field of Supplier Development
Programme as well as business linkages. However, it seems likely that tlwe@®rmore policy
dialogues will be required to achieve and agree on concrete joint steps. One platform to further continue
the dialogue could be the recently established Center for Inclusive Business (CNI) and many members

115 Known as the Single Electronic Window, the new tool comprises two computer systems — the integrated customs
management system and the operators’ mechanism. Via the Single Electronic Window importers are able to submit the
customs declaration and pay all fees via a retail bank before the actual unloading of the goods, which will reduce their
processing time (http://mpoverello.com/2011/12/12/new-mozambique-customs-system-will-reduce-processing-time/).
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of the CNI participated in ther@sent policy dialogue or were informed about it. In addition, an internet

portal will be set up to enable a continuous dialogue between stakeholders.

54 The Action Plan in South Africa

Based on the recommendations of the research study in the nationgludi@oSouth Africa, and

amendments which were made based on the
contributions, the following questions were selected and discussed in 2 ¢fups.

Box 5: Key questions & Action Plan- SMME developmentand inclusive business in South
Africa

Group guestions 1
How can government or agencies improveoedination between the supporting agencies to avoid duplication?

What else can government do to support companies?
Who should make an effort to conductlirsive business?

Required Actions

Analyse the gaps and infrastructure.

Involve the business chambers.

Map/matrix (who, what, where, when of supporting agencies).

National ceordinating platform.

Onestop shop (Business Place, ILO), including all playéisr a diagnostic first check.

Clear communication to SMMEs on which agency is responsible for which support.

Providing support for SMMEs in a life cycle, i.e. not all the involved agencies should focus on the staatse of SMMEs
but some shall be rpensible to do the followap after different time intervals.
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various support agencies needs to be improved.
1  Tertiary education bettdinked to supporting agencies.

1  Dualzone centres (SMME support in townships and villages) need to be analysed and strongly capacitated. The reac

Group guestions 2
What should a supplier development programme look like?

What are the key factors needed to make it successful?
How can companies develop a mindset change with regard to inclusive business?

Required Actions

Shorttem:

1  Electronic database per region.

1  Role of the chambers not fully utilised.ocal procurement policystrengthen initiatives at local level.
1 Incentivise big businessincentives do not necessarily have to be monetary.

Mid to longterm:

1  Consdidated database national, provincial and leeadth custodians at local level.

1  Let chambers play a role in facilitating inclusive business and supplier development and support.

nput

Ongoing dialogue is required to jointly develop these activities, inciraksive business practices

and strengthen the support organisations for SMME development. Agvigihdiscussion platform of

agencies was suggested to be established and involve key players such the Presidency, the Department

of Trade and Industrgnd he Department of Economic Development as-ardiinating unit as well as

other involved players. In their “SMME Economi

of SMME development, the Department of Economic Development will identify pafressigoing

policy dialogue. This Department has indicated its interest in working with the Southern Africa Trust

on the issue of SMME development.

55 The Action Plan for Zambia

Based on the findings of the research study, the following six key recommesdatoe presented to

the participants for their further discussion. These are summarized in the figure below.

120 1t needs to be noted that some participants had left the event by this stage.
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Figure 2: Recommendations from the research study in Zambia

Recommendations

Build policy and institutional alignment to
Goal Congruence strengthen goal congruence towards MSME
development

i

@ Institutional o Strengthen institutional capacity towards
Capacity MSME development

o Entrepreneurship, financial literacy and level
MSME Capacity the playing field for MSMEs by eliminating
administrative barriers and minimising
transaction costs
o Mainstream cultural re-orientation and
introduce requirements for financial and value
chain inclusion

Promote innovation through partnership and

Investment & ° teaming to realise economies of scale and
Innovation scope 9

o Leverage bilateral agreement (e.g. China) to
Value Addition promote entry into value addition and high end
services for domestic and export markets

The patrticipants were divided into three working groups to dés¢he most necessary steps to
implement these six recommendations. The group work resulted in some overlaps and not all groups
divided the recommended steps of action into short, mid and longer term activities. Not all working
groups responded exactly ohetgiven recommendations but discussed improvements for SMME
development more broadly.
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Box 6: Recommendations & Action Plan SMME development and inclusive business in Zambia

Recommendation 1
Build policy and institutional alignment to strengthen gaaigruence towards SMME development;
Strengthen institutional capacity towards SMME development.

Required Actions

Challenge Due to the fragmentation of institutions, there is differing understanding of policy guidelines that contributes to M&o
dewelopment practices. It results in a lack of harmonisation of research and policy and a low level of collaboration bepweerg 9
agencies. Channels to disseminate information on the existing policies are lacking.

a) For the short term it was recommended t

1  Establish improved cordination among the key ministries.

1  Immediately implement the dissemination of information on which support agency is offering which services.

1  Create actionable ideas and get back to people who are involved.

b)  For the midterm it was recommended to:

1 Monitor and evaluate whether policies in place are implemented.

1  Disseminate information that is harmonized involving key SMME institutions.

c) For the longer term it was recommended to:
Form a “mother body” foordinatehtle adivitipsport agenci es that ¢
Decentralize governmental support services.
Reform skills training for SMMEs.
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Recommendation 2
Promote innovation through partnership and teaming to realize economies of scale and scope.

Required Actions

Challenge SMMEs areunable to innovate due to a lack of investment. The required investment cannot be attracted due to lack of
contracting capacity.

a) For the short to miderm it was recommended to:

1 Build legal capacity of SMMEs through training them in contractieggal documentation, negotiation, and arbitration.
Implement seHpolicing and contract enforcement mechanisms through local arbitration and related mechanisms.

1 Strengthen government support: (i) underwriting markets for new products developed by SN)MEest{ng a national
database of SMME products and services to enable local sourcing, equipment/capacity sharingite)sadrirtual busines
incubation support e.g. by Empretét.

1  Strengthen financial support for SMMEs through effective, constrietigagement by the banks with the SMME sector

leveraging financial c@peratives or associations formed by the SMMEs.
For the longer term it was recommended to:
Change the culture of reliance on government to one efededhce and communitevel cooperation.
Change the culture of disdain for products that are
Change the structure of incentives in the public sector to condition SMMEs on achieving results in the private sector.
example, *“Cluster A’ s hobnew giodicts in agivantyear as a compdiéian foff specific ancatiug
for staff of the relevant government support agency.

Recommendation 3
Entrepreneurship, financial literacy and levelling the playing field for SMMEs by eliminating administratieesband minimizing
transaction costs.
Mainstream cultural reorientation and introducing requirements for financial and value chain inclusion.
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Required Actions

1 A Business Facilitation Programme should be established to reduce administrative bareeg{regline registration, simplified
tax compliance, registration, licencing). This will also promote ease of doing business.

1  Onestop shops and/or joint roathows are required for the support agencies to jointly train entrepreneurs.

1  Support agencies ged to train entrepreneurs in keeping records (financial literacy) and on how to transfer these records into
financial format. SMMEs and staumps should make a financial contribution to such services as there is added value and the
of better retns. Support agencies also need to train entrepreneurinteest their profits (financial literacy).

1  Transaction costs need to be reduced for SMMEs, bringing in a flat rate, epeipggpproach. The proposed fees should be
staggered based on the sfieSMME. It was suggested to include learning from other countrigsegard to transaction costs.

1 With regard to the lack of entrepreneurial culture, stronger sensitization is required. Pupils should already be leatrning abo
entrepreneurship in primaschool.SMMEs should be invited to schools to give talks about success stories. Families should t
about how money is earned (as people in Asia do).

1 There should be regulation of beneficiation to create opportunities for SMMESs (according to vagess$processing).

1 The Supplier Development Programme needs to be further developed to avoid financial illiteracy, but should first be edgn
government as a pilot.

1  One financial requirement for inclusivity includes that the Government musipabraihbut not subsidize it. Government will
promoteinclusive business.

1  Companies must understand what is meant by social licence, and this must be properly explained when a concessioridibyve
costs or similar are requested or expected.

1 It wassuggested to monitor companies on their way to more inclusivity.

121 Empretec is an UNDP Programme under which entrepreneurs are given financial training and are required to market and
sell all their (new) products within a certain timeframe as a condition for obtaining certification (UNCTAD, 2013).
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Recommendation 4
Leverage bilateral agreements to promote entry into value addition andridgdervices for domestic and export markets.

Required Actions

Due to the identified lack ahnovation, selected SMME sectors shall be mentored through bilateral agreements and transfer tech
a) For the short term it was recommended to:
1 Indicate to the public what entrepreneurship and innovation really mean and what should be done tatfirgegrate
SMMEs/entrepreneurs in the value chain. Identify people who can support these activities.
1 Identify technology products (through stakeholders) that are ready for market. Obtain information and knowledge abo
markets.
Identify the raw materials thateaavailable how can value be added through beneficiation?

For the midterm it was recommended to:
Maintain continuous awareness.

Create incentivegmploymentreation.
Aim at value addition in the copper sector (e.g. specific parts required for irveopedducts manufactured in Japan), and &
qualifying the human capital.
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For the longer term it was recommended to:

Implement technology transfer.

Inform and create awareness of the segmentation of markets.

Create incentives (e.g. taxes) for comparties include SMMEs in their value chain.
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5.6 Recommendations ér Actions at the Regional Level

In the regional workshop, all five research studies were presented. In additi®@ADE Industrial
Development Policy Framework (IDPF) was presented by a SADE@sepiative. Recommendations

from all five target countries were presented and discussed and a summary of commonalities and
differences regarding challenges and solutions in the five countries were Jimmyparticipants were
divided into five groups to dcuss the following question:

iwhat needs to change or be improved in the poli
the private sector to be a more effective

The results from the groups were clustered andahbly the participants. This resulted in a priority list

of activities to improve the policy environment at the regional level so as to better equip the private

sector to be a more effective enabler of inclusive business.

Box 7: Key priorities for SMME development and inclusive business at the SADC level

The 4 key priorities ranked the highest by the workshop participants were:

9 Cluster 1 16 pointg) : | mprove SMMEs' access to finance through
Regional common bank for SMMEs;

Regional fund for financenorking capital);

Regional Fund of Foreign Direct Investment (FDI) for SMME support;

Guarantee fund + nelmank mechanisms for SMME finance;

Provision of norcollateratbased finance and diversified financial instruments facilitated by SADC.

o

[elelNelNe]

1  Cluster 2 10 points): Co-operation and cordination of support structures for SMME development through:
o Co-operation and capacity buildirsgnongst the public institutions with the same remit;
0 Regional Body for SMME development for information; financial instrumeartsctice, research.

1  Cluster 3 9 points): Regional Learning Centres for skills, such as regional integrated skills development centre
implemented in a joint effort by governments and the private sector.

1  Cluster 4 T points): Information Portal dveloped and facilitated by SADC, in particular with regard to informatior|
availability and sources of raw material.

It was agreed that these four priority areas should be addressed first at the regional level.
It was also suggested that an annual tmgeshould be convened with relevant chambers and

associations that represent SMMEs to (i) discuss the national regulatory framework and the conditions
of doing business at regional and national level; and (ii) to discuss (develop) programmes that respond
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to the demands of the private sector. The roles, responsibilities andioation rguirements were
not addressed.

Further recommendations covered regional tax tariffs and the development of a regulatory framework
for inclusive business.

6 Conclusions
This project enabled the Southern Africa Trust to gather comprehensive knowledge on the following:

The macreeconomic environment and status of SMMESs in the target countries Malawi,
Mauritius, Mozambique, South Africa and Zambia,

The regulatory frameworks ithese five target countries;

The support structures in these five target countries;

The factors that promote or impede the growth of SMMEs in relation to the three points above;
The inclusive business and enabling environment;

The recommendations tmprove the current situation.
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The general conclusion of the desktop studies is that both the public and the private sectors will have to
be engaged in conversation to find ways to overcome resistance to doing business with SMMEs.
Extraordinary efforts Wi be required to address their objections and what they see as factors that impede

the inclusion oSMMEs into their value chains.

In particular, there is a need for support agencies to betmdauate their activities and become more
effective in SMME development and the promotion of inclusive business activities. The study results
and policy dialogues emphasised that a screening of entrepreneurs should be done before the support of
SMMEs starts to focus more on entrepreneurs that are driven by wgporather than by necessity

(who are, in rality, looking for employment).

The results of the research studies in the target countries was disseminated and discussed with key
stakeholders in both SMME development and inclusive business. Recommenda&tiensade with

regard to action plans and options to follow up the initiated processes. The policy dialogues that were
based on the present project can only be regarded as a first step in the rigionhdaret need to be
continued.

The Southern Africa fust has been approached in Mauritius, Mozambique and South Africa as well as
by the SADC Secretariat to continue the jpsses that have been initiated.

As much as small enterprises need to be educated and skilled and governmental support needs to be
reflected, the procurement functions of large companies should be sensitised to the vital role they can
play by finding creative ways in which to reducekrand build small enterpriseBlore importantly,

buy-in is needed from top management, as well as fither@rganisational operational levels. Inclusive
business practices can be the key for this change as it offers the profitable expansion of markets based
on innovative proesses, products and services.

Moreover, governments, support agencies and largers fas well as donor and multilateral

organisations should involve inclusive business in the policies, strategies, programmes and action plans
for SMME development.
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APPENDICES

APPENDIX |
STANDARISED TABLES FOR DESKTOP STUDIES

(REGULATORY FRAMEWORK, SMME SUPPORTING AGENCIES, BARRIERS TO
SMME DEVELOPMENT)

GENERAL GUIDELINES FOR DESKTOP STUDY
Small Business development in connection with the Inclusive Business concept

This is a general guideline for the required desktop study of small business dexei@p connection with the
inclusive business concept. The following research objectives are required to be fulfilled:

91 Identify the status of and the framework for SMME development in the five target countries;
91 Identify and analyse new options, in pamiar the extent to which the concept of inclusive business can
be applicable to SMMEs in the target countries; and
1 Identify success stories which can be replicated in the other target countries.
A. REQUIRED CONTENT

The table below provides a guidelira the expected content of the desktop study.

SECTION GUIDING NOTES

REPORT INTRODUCTION This section should summarise sectio® 2f the report.

RESEARCH PURPOSE SCOPE AND This section should describe the research parameters irghedi@arch

DEFINITIONS objectives, key definitions and methodology.

STATUS AND FRAMEWORK FOR This section should outline the environment in which SMMEs operate. /

SMME DEVELOPMENT good way in which to start this section is to describe the macroeconomi
environmeni.e. include key statistics that are applicable to SMME

National development.

Provincial Subsection 3.1 should describe:

National government policies and/regulations that are in place to assist
SMME development.

National government institutions (including DevelopmentabRce
institutions and Enterprise development agencies if any) and/or incenti\
place for SMME development.

It is very important to mention the effect (success or failure) of (a) and (
mentioned above.

Subsection 3.2 should describe:

Provincial gwernment policies and regulations that are in place to assis
SMME development.

Provincial government institutions (including Developmental Finance

institutions and Enterprise development agencies if any) and/or incenti\
place for SMME development.
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STATUS AND FRAMEWORK FOR
INCLUSIVE BUSINESS

National

Provincial

INCLUSIVE BUSINESS
CHALLENGES

SMME
s
Companies

National and Local Government

INCLUSIVE BUSINESS SUCCESS
STORIES

RECOMMENDATIONS

It is very important to mention the effect (success or failure) of (a) and (
mentioned above.

Please note that section 3.1 and 3.2 should have a bias towards the fie
food & beverages (agriculture), retailers and manufacturing.

This section should describe the enabling environment for inclusive
business. A good way in which to start this section is to define inclusive
business and the benefits thereof.

Subsection 4.1 shalidescribe:

National government policies and regulations that are in place and can
with the implementation of inclusive business.

National government institutions (including Developmental Finance
institutions and Enterprise development agenciesyif and/or incentives in
place and can assist with the implementation of inclusive business.

It is very important to explain how (a) and (b) create an enabling
environment for inclusive business.

Subsection 4.2 should describe:

Provincial government polies and regulations that are in place and can
assist with the implementation of inclusive business.

Provincial government institutions (including Developmental Finance
institutions and Enterprise development agencies if any) and/or incenti
place for IME development.

It is very important to explain how (a) and (b) create an enabling
environment for inclusive business.

Please note that section 4.1 and 4.2 should have a bias towards the fie
food & beverages (agriculture), retailers and manufagurin

This section should describe the challenges in linking SMMEs to larger
companies (implementing inclusive business).

To make the section more country specific:

Subsection 5.1. should brieftiescribe the challenges SMMEs in the
country face in working together with larger firms

Subsection 5.2. should briefly describe the challenges companies in the
country face working together with SMMEs

Subsection 5.3. should briefly describe the challemggional and
provincial government to assist the small and large companies in
implementing inclusive business

Please note that sections 5.1, 5.2 and 5.3 should have a bias towards t
fields of food & beverages (agriculture), retailers and manufacturing

Sections 5.1, 5.2 and 5.3 will be deepened through the interviews.

This section should include success stories on the implementation of
inclusive business pctices given the environment described in secticas
5 of the report.

This section should include recommendations on how inclusive busines
practices can be further implemented in the country including:

what can be done at governmével (both national and provincial),
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what can be done at a company level

what can be done by civil society organisations.

CONCLUSION This section should draw conclusions based on secti@nsf 2he report.

B. ANALYSIS COMPONENT OF THE REPORT
The desktop report should be able to provide an initial answer to the following questions:

1 What are the promoting and hindering factors that lead to or inhibit the growth of SMMESs in the target
countries? What are the promoting and hindering factors for SMBIE&att or extend an inclusive
business approach?

1 To what extent are SMMEs using supporting factors provided by the governments, -BN&e
agencies, and the private sector, including the aspect of access to finance? Which limiting factors ca
be changed at the short, medium and et level?

1 To what extent are SMMEs linked to larger firms, in particular in the field of food, beverages and
manufactured products? What are the promoting and hindering factors? What conditions need to be in
place for larger companies to-operate more closely with SMMEs? Which of these factors can
realistically be implemented or changed in the near future? What good practices are in evidence? What
can be learnt and replicated?

1 Are there options for SMMEs taalie better access to people at the Base of the Pyramid (BoP) by co
operating with larger firms?

1 What needs to be changed to create an enabling environment for SMMES to better establish themselves
and serve these markets as part of the value chain ofea farg?
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APPENDIX Il - CONCEPT NOTE

“SMME Development and i ncl us i-ZmabligEmswiormensfer i n t he
successful entrepreneurship”

Small, medium and micro enterprises (SMMESs) are universally acknowledged as effective instruments for
employment generation and economic growth. However, their high failure rate in Africa is indicative of the many
challenges small businesses face. Policy frameworks and supporting agencies are requested to improve the
enabling environment for SMME development in the SADC region and beyond.

Currently, the SADC Industrial Development Policy Framework (IDPF) includ&®ya Intervention Area
“Enhancing support to small and mediums i z e d e n tSADCpegards thesgional approach to SMME

support and development as i mportant and therefore en
to market and indstrial information; participation in joint investment and export promotion initiatives; improved
access to SQAM services, i mprovements in the quality

SMMEs to participate in regional trade and glohed@y chains. Specific actions under this key intervention area
will include:

(i) Developing a portal for SMMESs as a tool to provide access to trade and industrial information and for
use as a marketing tool;

(ii) Facilitating joint investment and egpt promotion initiatives for SMMEs;

(i) Finalising development of an SMME component in the [IUMP pilot program to improve industrial
competitiveness of SMMEs in agfood processing, mineral beneficiation and pharmaceutical sectors;
and

(iv) Organishg a series of buyer meets seller to facilitate supply chain linkages between SMMEs and
large enterprises.

The question arose whether this framework is sufficient and will be sufficiently implemented to foster SMMEs

being part of local, national, regidna and gl obal val ue chains. I n particul
has undergone significant shifts with an increase in the scope and scale of fragmentation, characterised by distinct
stages of production occurring in different locations (RBDECD, 2013), leading to complex and interconnected
production processes that are often referred to a Global Value Chain. These Global Value Chains can have
important implications for developing countries, e.g. in form of greater opportunities forditth§MMESs to

enter into certain segments in the value chain. However, according to KDI &OECD (2013) regional integration

and value chain activity remain relatively limited in Africa, concentrated mainly in the export of natural resources

and agriculturaproducts, limiting their opportunities for value chain insertion, instead of possible rapid growth

and development.

In this context, the Southern Africa Trust, commissioned by the Trust Adringestment Climate and Business
Environment (ICBE) Researckund, undertook a research study with local partners to analyse SMME
development and possible options in five countries of the SADC region (Malawi, Mauritius, Maputo,
Mozambique, South Africa and Zambia). The research focussed on the enabling envirform@MME
development on the one hand, particularly analysing the existing regulatory frameworks and support structures for
SMMEs. On the other hand, it was also examined in how far SMMEs are linked and integrated into the value chain
of national and intelational companies. This concept is known as inclusive business and can be defireed as
profitableintegration of the poor into the value chain of a company.

Apart from the common knowledge about hindering factors for the integration of entrepiieteevedue chains,

such as the lack of access to finance, market information, skills and infrastructure (UNDP 2008) the studies also
reveals irdepth knowledge on obstacles caused by the current regulatory frameworks and support structures for
SMME develomnent. For example, currently, support structures often lack a coordinated approach to assist
SMMEs in their growth and sustainability. There is an overlap of service offers and a focus on the initiation of
startups rather than a structured collective aptcthat addresses the life cycle of SMMEs and supports them
when they face the major challenges. In addition, regulatory frameworks often are complex and not known or
understood by SMMEs just to mention two challenges that more or less occurred in &gt country. In all

these countries recommendations were discussed in the form of National Policy Dialogues.
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As one of the solutions Supplier Development Programmes and the alignment of SMME support were and will be
discussed. Supplier Developmenbrammes can be regarded as a broad concept aiming at strengthening the
performance of subcontracting firms not only by enabling them to acquire the skills and capacities required of
them by the main contracting enterprise but also by raising their awgarand assisting them in reducing their
costs. A Supplier Development Programme as suggested by UNIDO can, for example cover the factors of cost
control, pricing policy, technological improvements, quality management, certification, internal enterprise
organization, logistics and the environment (UNIDO 2063).

On June 28, 2013, a Regional Policy Dialogue was held to analyse the commonalities and significant differences
of hindering factors, recommendations and steps for actions plans that were readatistassed in the five
countries, also with regard to the above described SADC Industrial Development Policy Framework (IDPF). The
discussion will also include a mutual learning from success stories of the involved countries. The regional Policy
Dialoguewill go beyond a pure discussion of hindering factors for SMME development but will, in particular
focus inclusive business activities and the relevant enabling environment to implement this concept as part of
national, regional and global value chainehe above SADC Policy and required instruments for an
implementation that is positively impacting on the SMME will be discussed with representatives from SADC,
governments, SMMEupporting agencies, larger firms, SMMESs, regional and national businessiisasccivil

society organisations, academia and other players.

The Regional Policy Dialogue shall also be seen as starting points for more inclusive growth and the discussion to
improve value chain insertion in SADC countries.

122 UNIDO therefore works with so called Industrial Subcontracting and Partnership Exchanges (SPXs) that facilitate
“contacts between subcontractors and main contractors”, and also offer “services for ensuring the effective operation and
continuity of partnerships, such as solving enterprises’ problems regarding quality, delivery times, etc. or providing
investment advice”.

Furthermore, “an SPX possesses databases on enquirers for and suppliers of work and has a good knowledge of the
members” (UNIDO 2003).
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APPENDIX IV T KEY NOTE SPEECH IN ZAMBIA

I NCLUSI VE GROWTH THROUGH | NCLUSI VE BUSI NESS:
SUCCESSFUL TRANSITION TOWARDS MSME -LED GROWTH IN ZAMBIA

Keynote Speech by Hon. Emmanuel Chenda, PdibyDialagaeer of C
on MSME Develpment and Inclusive Business in ZambBiaat the Radisson Blu Hotel, Lusaka, 22 May 2013.

1 My colleagues from the Ministry of Commerce, Trade and Industry and other government
ministries;

1 Representatives from the Zambia Development Agency (ZDA), Zambia Revea Authority (ZRA),

Citizensd Economic Empower ment commi ssion (CEECQC)

Entrepreneurship Training Authority (TEVETA), Competition & Consumer Protection

Commission (CCPC), Zambia Bureau of Standards (ZABS) and other governemt agencies;

Representatives from the Bank of Zambia;

Cooperating partner representatives;

Representatives of the Private Sector Intermediary Organisations (PSIOs);

Private sector representatives;

Ladies and Gentlemen.

= =4 —a —a A

It is my pleasure to be here with ydoday on the occasion of this topidablicy Dialogue on MSME
Development and Inclusive Businesd wish to extend my thanks to the organisers of this event, the Southern
Africa Trust and Munich Advisors Group, for inviting me to contribute to this itgmbrworkshop as keynote
speaker.

Ladies and Gentlemenet me begin by commending the organisers for their initiative in undertaking the research

that has culminated in this workshop. From a quick perusal of the participants here today, and the onganisati
represented, I also wish to applaud the organisers f
would not have been possible to include all stakeholders in MSME development. | am satisfied, however, that

each key stakeholder groupadequately represented here today. Having said that, let me be quick to caution that

the subject of MSME development has been researched and debated extensively and that many good ideas are
already on the table. My  h ospruenentakin hielpirey to createdorinycrease theo r k s h |
momentum towards implementation.

Ladies and Gentlemen as you know, my Mi Toifasilitateyandspromoteahte grawthmi s si o r
development and competitiveness of (the) commercial, trade and tridlsectors in order to enhance socio

economic developmehtT h u s, the role of the Ministry is to “fac
expected from the Ministry’s interventions abne “gr owt
the many assessments of the small business sector in Zambia by different observers that MSMEs represent the
greatest potential for this growth and increased competitiveness.

Zambia's record of Cc @mysar, veretie tpastGdh Bedrgsr beenw impressive érenr a
distance. A closer inspection, however, reveals that this growth has mainly been driven by the large companies in
our mining sector and that, across the board, MSMEs have been left behind and have not benefited sufficiently
from this economic progress. Thus, the perennial imperative to diversify the economy has had, at least, three
dimensions; namely, (1) increasing agricultural production (thus reducing reliance on mining); (2) promoting a
shift towards processing and away frtnade in primary products; and, (3) stimulating MSME participation and
growth.

Depending on one’'s perspective, the Il ack of growth an
cause of, their exclusion from the extraordinary growth recorgéldedlarge operators in mining and other sectors.

Others may point to the social, cultural and structural constraints on entrepreneurship and employment in Zambia,
including issues such as low skill levels, poor work ethic, the challenges of healthitiotprity, lack of access

to finance, admi ni strative barriers; and, perhaps mo:s
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however,Ladies and Gentlemen that there is another, more empowering, perspective that sees the problem
solving, jobcreating, and valuereating potential ofnnovation T h e o Indcessitd ia the mothér of

invention” speaks to this view in that the problems and di
must give birth t atotbingabduttimmgowth develmpnient and cpmpetitieeness we all

wish to see in the MSME sector.

Ladies and Gentlemenagainst this backdrop | wish to suggest that perhaps the real question, therefore, is whether
we are not hurting badly enough yefdel the need to invente-invent or innovate. This is because, my conviction
is that it is through innovation that we will be able translate owviglf from one of:

T “Ilow employment” to “high I abour supply”;
T “poor skills” to “cgaotoido no papnodr tturnaiitniiensg "f;o ra nedd, u
T being a “land | oclkienlRed™ unduryt, r ¢t owiat f lalnld t he opp
represents.
Earlier, I expressed my hope that today’'s workshop wi

towardsimplementation That is because, apart from innovation, another important missing link in our march
towards economic and social welfare has been timely or adequate implementation of MSME policies.

My Ministry issued the MSME policy in 2009 to proe a framework for MSME policy coordination and inter

agency cooperation. The policy was among the latest in a series of policy interventions that begun in 1981 with
the enactment of the Small Industries Development (SID) Act. The Industrial, Commectiieate Policy of

1994 attempted to improve the business environment for MSMESs through improvements to laws and regulations
aimed at reducing constraints and increasing incentives for MSME growth while improving service delivery and
enabling infrastructuréor the sector. In 1996, the Small Enterprise Development (SED) Act, superseded the SID
Act and included various provisions aimed at better enabling the sector. This sequence of interventions partly fell
within the context of the Fourth National DevelopihBlan 19881993. As noted in the MSME policy, however,

most of the incentives contained in these instruments were never implemented because the necessary supporting
institutions, procedures and systems were never put in place.

As part of the effort to stngthen implementation arrangements related to interventions affecting the business
environment, the government embarked on Phase | of the Private Sector Reform Program2@®2{B&SDRP

1), which closed in March 2009. The -going PSDRP 1l is a-year pogramme running from 20092014. The

aim of PSDRP | & Il is to accelerate various private sector reforms and, hence, create a highly competitive business
environment in several key sectors of the economy. The programme played an important role iel tipeneéen

of the MSME Policy and in the creation of the Citizel
Zambia Development Agency (ZDA) and in the roll out of a Credit Guarantee scheme (CGS) for MSMESs. As you

can see, there have been concertedtsffo strengthen implementation but there is still a need to better focus and

sustain this momentum beyond 2014.

A substantial portion of the industrial policy interventions | alluded to earlier have had the unfortunate effect of
undermining opportunity ral participation in various areas of business for small business and for Zambians
generally. Partly in response to these concerns, Statutory Instrument No. 36 of 2011 was issued to prefer bidders
who were CEEC registered comparies who were in partnerghiwith such CEEC registered comparidn

public procurement. Th e ingduienefrZambians in’bgsinessneptér@ariseiissa keyn t he
component of its policy priorities for promoting job growth, descent work and higher incomes. The quality of
support services to MSMEs is also high on the policy agenda including the need for a more focused and streamlined
SME Division at the ZDA. The government’'s focus on t
evidenced by the release of USD20 millia Eurobond money to the Development Bank of Zambia fdending

to 100 MSMEs in all sectors of the economy. Additionally, the government has placed strong downward pressure

on commercial bank lending rates through the introduction of the Policy RdteetBank of Zambia and the

capping the margins commercial bank may charge above the Policy Rate. There argaisg palicy initiatives

aimed at encouraging a more creative and less constraining approach to requirements, by the commercial banks,

for collateral.
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Ladies and Gentlemerlet me conclude by noting that the MSME sector is the key to a more sustainable growth

path for the country. MSMEs possess the highest potential for creating job opportunities for the largest socio
economic stratum of theopulation. They offer the greatest potential for adding to the national store of intellectual
capital through entrepreneuri al and value addition s
unexploited export potential. There are clearlyngnareas of adjustment and improvement in policy and practice

that must be made to better position the MSME sector for growth and competitiveness. The fulcrum for this process

of continuous i mprovement in our MS3$hkkE debvselfoprmearts da
transition towards MSMEled growth in Zambid ;  n armmevatign,Implementationand,Inclusion

I am pleased to not laclusiciifi sa nwb rikts hiosp 'nsy fpol ceuass uorne “and hon

officially open.

| thank you for your attention.
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