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1. INTRODUCTION 

1.1 Background 

Over the last ten years or so, a number of 
institutions/projects have been established, with the aid of 
donor funding, to provide the small and medium scale 
enterprise (SME) sector with access to advice, training and 
credit. The purpose of this study was to review the roles 
each of these service organisations play, in relation to each 
other and to the sector as a whole. The emphasis of the study 
was to review the sector institutions from the perspective of 
providing the most effective services within the constraints 
of limited resources - fiscal and human - with the view of 
reconunending modifications to the roles SME institutions play 
over the next five to ten years to achieve stated macro
economic objectives. 

The justification for this assessment of the effectiveness of 
the current institutional set-up arose from two major 
considerations, namely: 

the Government's decision, as reflected in the Statement 
of Development Policies (DEVPOL) 1987 - 1996, to give the 
industrial sector greater importance to achieve macro
economic policy objectives; 

the examination of complementarity of donor funding of 
the SME institutions to ensure there is no functional 
overlap of major SME services leading to inefficient use 
of resources. 

The major focus of the study was aimed at a number of key 
institutions (identified as "core" institutions in the Terms 
of Reference (TOR) for the study) impacting on the SME sector. 
Seven organisations were identified as being core 
institutions, namely: 

Small Enterprise Development Organisation of Malawi 
(SEDOM) 

Investment and Development Fund (INDEFUND) 

Malawi Union of Savings and Credit Cooperatives (MUSCCO) 

Development of Malawian Traders Trust (DEMATT) 

Malawian Entrepreneurial Development Institute (MEDI) 

National Rural centres Progranune (NRCP) 

1 
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Ministry of Trade, Industry and Tourism (MTIT) 
(now Ministry of Trade and Industry (MTI)} 

In addi~ion to the above, a number of other support 
institutions impacting to some extent upon the sector were 
contacted for a general overview of the availability of SME 
services, including, inter alia, the Investment and 
Development Bank of Malawi ( INDEBANK), National Bank of Malawi 
(NRM), Conunercial Bank of Malawi (CBM), Malawi Development 
Corporation (MDC), Malawi Bureau of Standards (MBS), 
Conunonwealth Development Corporation (CDC), Malawi Export 
Promotion Council (MEPC), Project Officers and Entrepreneurial 
Training Programme (rOET), Mudzi Fund, various ministries and 
Government departments, donors and a number of organisations 
(public and private) involved in technology development. 

For the purposes of the study, the TOR defined S~s as 
comprising of formal and info~mal enterprises involved in all 
off-farm activities. Therefore, the scope of the support 
services covered by the study includes all off-farm ventures 
ranging from those that are part-time income generating 
activities to the largest medium scale enterprise. However, 
there has not been a generally accepted classification of 
enterprise size in Malawi. 

1.2 Scope of Work 

The study was planned to be conducted in four separate but 
inter-linked phases. It was hoped that the project would be 
completed by the end of February 1991. However, the actual 
date of completion was dependent on the GOM's response time 
between the presentation of the Draft Final Report and the go
ahead for the corsultants to complete the Final Report. For 
planning purposes, this was assumed to be four weeks. 

The full TOR are reproduced in Appendix 1. An outline of the 
original work plan for each of the four phases of the study 
is given below, togP,ther with any adjustments to the plan 
made. 

Phase I 

The purpose of this phase was for the consultants to 
familiarise themselves with the SME sector - its past history, 
current situation and planned development. This was to be 
done by exploiting existing information on the sector and by 
holding preliminary discussions with the major "players" 
involved. 
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Towards the end of this first phase, the consultants planned 
to hold a workshop to discuss their preliminary findings and 
to outline possible strategies for the future development of 
the sector and the institutions involved. It was hoped that 
representatives of the ministries, institutions and donor 
corrununity involved would attend. The objective was to 
"brainstorm" a number of strategic opt:ions and to narrow down 
these options to a limited number of possibilities. 

The first phase started on 17 September 1990 and was completed 
by 13 October as planned. 

Due to problems in gathering together the key participants 
essential for a meaningful discussion, the holding of a 
workshop at this time proved to be impossible. However, as 
progress during the first phase was better than expected, the 
consultants felt that a more valuable approach was to prepare 
an Issues Paper. 

The Issues Paper outlined the consultant~' observations, 
identified key issues believed to be critical to the future 
development of the SME sector and listed possible options to 
address these issues. This paper was given to MTIT for wide 
distribution to interested parties. They were requested to 
review the Issues Paper during the next four weeks and to 
forward their corrunents direct to the consultants prior to the 
corrunencement of Phase II on 19 November 1990. 

Phase II 

During this phase, the consultants undertook an in-depth study 
of all the institutions supplying services to the SME sector. 
All the identified core institutions were covered together 
with other bodies considered to have relevance to the project. 

Aware of the time pressures regarding the completion of the 
project, the consultants decided to assist the decision and 
discussion process by preparing a Preliminary Options 
Memorandum (POM) towards the end of Phase II. The purpose of 
the POM was to enable GOM to advise the consultants on those 
options identified at that stage that would be non
implementable. This process helped to minimise GOM's 
deliberations between the Draft and Final Reports. 

Phase II started in mid-November and was completed within four 
weeks as planned. The completion of the POM was delayed until 
after the completion of the phase due to an unplanned 
attendance at the SME Workshop organised by USAID. It must 
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be recorded that the consultant's believe that this did 
contribute positively to the study as many of the identified 
issues were reviewed and fully discussed by the 
representatives of SME support institutions. 

Phase III 

This phase was concerned with the preparation of the Draft 
Final Report. The purposP. of the report was to critically 
analyse the organisational structure of the SME sector and the 
performance of the support and promotional institutions and 
compare the current situation with the Government's 
implemented and intended promotional policies. The objective 
of the report was to help develop an overall strategy for the 
support institutions to ensure a proper allocation of 
functions, to minimise duplication of effort and to eliminate 
critical gaps in services. 

Using the data collected during the two previous phases, the 
report examined the Government's capacity to formulate, 
evaluate and monitor policy, analysed the strengths and 
weaknesses of each core institution and other relevant 
organisations, raised critical issues affecting the 
performance of the support services to the sector and 
discussed possible options for attaining an optimal 
institutional set-up. 

The main issues raised, in addition to policy matters, 
concerned the following functions: 

SME sector funding 

business and technical advisory services 

• entrepreneur development and training 

• support institution staff development and training and 

technology development. 

The preparation of the report was assisted by the feed-back 
obtained from the MTIT on the issaes set out in the 
Preliminary Options Memorandum (POM) drawn up at the end of 
Phase II. 

4 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Work on Phase III started on 14 January and the team completed 
the draft on 2 February. The final editing and printing of 
the report was completed during the week commencing 4 February 
and distributed the following week. The issue of the Draft 
Final Report was some two weeks later than planned due to a 
one week delay in the start of the third phase, caused by the 
unforseen delay in the preparation of the POM, and by the size 
of the report which was far greater than had been envisaged. 

Phase IV 

The purpose of this final phase was to prepare the Final 
Report. The Government had discussed the findings and 
recommendations developed in the Draft Final Report and 
instructed the consultants which options to elaborate upon. 

The selected options were be used to prepare an outline for 
the development of the individual core institutions in the 
coming years. This Final Report also contains an 
implementation plan based on the retained options. 

It was hoped that the Government would have completed their 
deliberations within four weeks of receiving the Draft Final 
Report, thus allowing the preparation of the Final Report to 
start around the middle of March. 

The actual start of this phase was delayed by some weeks 
primarily cue to the transfer of thE Deputy Secretary of MTIT, 
who was the consultant's main Gove~:nment contact, to OPC. In 
the event, Phase IV started on 29 April 1991 and the Final 
Report {in draft) completed on 10 May 1991. 
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1.3 Conduct of the Study 

The study was undertaken by a team of 
consultants led by the Project Director. 
involved were: 

Price Waterhouse 
The study team 

Stuart Cruickshank, Team Leader/Institutional Development 
Specialist 

Evan Rohr. SME Financial Institutions Specialist 

Robin Andrews, Business and Technical Advisory Services 
Specialist 

Renuka Alladi, Training Specialist. 

Gordon Davies, Technology Development Specialist 

Messrs. Cruickshank and Rohr were involved in all four phases 
of the study, Ms. Andrews and Mrs. Alladi in the first three 
and Mr. Davies completed his inputs during Phase II. 

In addition to the above, the team were assisted by the 
Assignment Partner and Krishna Savjani, Legal Advisor, as 
required throughout the assignment. 

A St:?ering Committee was to have been established to act as 
a focus for the consultants. This committee, was to have 
consisted of representatives from interested Government 
ministries and departments, including the Ministries of 
Finance, Trade and Industry, Labour and the Department of 
Economic Planning and Development, and the donor community. 
It was to be available to oversee the conduct of the study and 
provide guidance on the key issues and possible options. In 
the event, the committee was not set-up and the consultants 
liaised with the Deputy Secretary of MTIT. Opportunities fer 
wider involvement in the Jevelopment of issues and options 
were given through the circulation of the Issues Paper and the 
POM as described in the previous section. 

During the course of the study, the ccnsultants visited many 
institutions and had meetings and held discussions with a 
large number of individuals. A full list of the institutions 
and individuals contacted is given in Appendix 2. 
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1.4 Structure of the Report 

The remainder of the Final Report is set out under the 
following headings: 

development of options 

selected options 

impact of selected options on SME sector and core 
institutions 

financial implications 

implementation 
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2. DEVELOPMENT OF OPTIONS 

2.1 Development of Options 

As stated above, the consultants were to critically 
examine the current SME institutional set-up with the 
view to establishing its effectiveness in meeting the 
GOM's objectives and goals for the future development of 
the sector. Having established the present situation and 
identified institutional strengths and weaknesses and any 
gaps and overlaps in the provision of services, the 
consul tan ts were to prepare options as how best to 
minimise these weaknesses, gaps and overlaps and to build 
on the strengths to ensure that sectoral objec4:ives would 
be better met in the coming years by a revised and 
"optimal" institutional set-up. 

While it was recognised that there could be many options for 
each issue, consideration was given to the limitations within 
the Malawian environment, namely 

scarcity of suitably trained human resourc~b 

constrained financial resources 

underdeveloped infrastructure. 

Using the information collected and feed-back from the 
Issues Paper, POM and SME Workshop, the Draft Final 
Report was prepared during Phase III of the study. In 
this report, the findings and conclusions were discussed, 
issues raised and options developed for the future 
structure of the SME support institutions. 
# 

As a result of the study, the consultants identified a number 
of crucial factors affecting the development of the sector. 
The factors identified were as follows: 

• 

• 

• 

policy formation and evaluation 

coordination of secLoral support 

project identification and promotion 

prioritisation of support services 

organisation and management of public sector institutions 

8 
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• 

availability of finance 

availability of advisory services 

entrepreneurial development and training 

access to appropriate technology • 

The first five factors were considered critical to the 
development of the sector. Unless these issues are properly 
addressed, the impact of actions taken to improve the specific 
services provided by the individual support institutions will 
be limited and SME sectoral growth restricted. The main 
findings regarding these five critical issues have been 
swrmarised below. 

Policy Formulation and Evaluation 

Information regarding the structure and economic impact of the 
SME sector is extremely limited. No sectoral studies have 
been carried out to establish the size of the sector, its 
contribution to the economy, the extent of the requirement for 
services, gaps in supply, opportunities for domestic resource 
usage, potential linkages and the effects o! current policies. 

GOM should extend it; capacity and capability to study the 
economic impact on the sector of proposed policy changes. 
Without this, adjustments to the policy environment could have 
a detrimental ef feet rather than encouraging faster 
development. Wi tl& such a capability, policies aimed 
specif5.cally at the sector could be evaluated prior to 
implementation. 

t:oordination of sectoral Support 

Coordination of the sector's support services is limited. 
MTIT, through the READI Project, provides some coordination 
to those institutions for which it is responsible. However, 
a degree of coordination for all the institutions and 
organisations involved in the development of the sector is 
required. GOM's goals and objectives must be fully understood 
by all. All organisations must have a clear understanding of 
their role, institutional objectives and appreciate the inter
relationships with other organisations. The institutions must 
be aware of the expectations of others in the sector. 

9 
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This can only be achieved if coordination is undertaken. The 
report puts forward options as to how this function might be 
carried out. 

Project Identification and Pranotion 

None of the support institutions are involved in the 
identification, appraisal and promotion of project 
opportunities. In spite of its name, the Malawi Development 
Corporation does not currently undertake this role. With very 
few exceptions, funding of projects is restricted to 
established sub-sectors. Projects new to Malawi are not being 
identified and promoted. There is a strong case for this role 
to be carried out. 

In order to utilise Malawi's natural endowment, investment 
opportunities need to be identified, appraised and promoted. 
In addition, if sectoral studies are completed, further 
opportunities will be identified which should then be 
developed. The report contains a n·.unber of suggestions as to 
how this role could be established. 

Prioritisation of Support services 

All the core institutions target their services to some extent 
at specific sectors. In theory, SEDOM provides credit to 
small-3cale enter.prises, primarily in the productive sector 
and INDEFU.Nr' p£ovides credit for medium-scale enterprises. 
However, both use size of loan as the criteria and not 
enterprise size. This in part is due to the fact that there 
is no generally accepted definition of what is small-scale and 
what is medium-scale. DEMATT was set up to provide advisory 
services to the rural trading sector but has now expanded its 
~ctivities to the industrial sector as well and intends to 
concentrate its efforts on assisting those enterprise that can 
achieve a minimum level of growth. MEDI develops 
entrepreneurs who have a basic skill and enough funds to start 
up in business. NRCP is primarily aimed at the promotion of 
income generating activities in rural centres. 

Without knowledge of the economic impact of different sub
sectors, further prioritisation is difficult, if not 
impossible. However, once this data is available, this should 
be lookP.d at again. 

10 
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As noted above, MEDI targets a specific sector of the market. 
SEDOM and INDEFUND, however, do not adequately assess 
management capability in project appraisal. Both report that 
the majority of the problems faced by their clients are due 
to inadequate financial skills. The report raises the 
question of whether or not these institutions should insist 
on a minimum level of training prior to accepting a new 
client. 

organisation and Management of Public sector Institutions 

The degree of autonomy given the public sector core 
institutions is inadequate. The degree of direct control over 
the day to day operations needs to be relaxed. The original 
intent of the trust deeds whereby GOM gave policy direction 
to the Boards needs to be put into practice. DEMATT is now 
operating outside its legal remit which restricted it to the 
trading sector. Its trust deed needs to be up-dated. 
However, the donors have provided an opportunity for DEMATT 
to be turned into an NGO. This should be considered 
carefully. 

Most of the core institutions suffer from a high level of 
staff turnover and there are many posts vacant. The salary 
scales and other conditions of employment need examination to 
enable the institutions to retain staff on whom considerable 
effort and money has been spent on training. None have an 
appropriately qualified professional as chief executive. This 
is essential if these institutions are to be run in a 
conunercial manner. If an institution is not to have an 
experienced suitably qualified professional chief executive, 
or an appropriately qualified senior management team, it 
cannot be expected to perform eff icientlJr and effectively. 
Due to vacant posts and inappropriately tcained staff, this 
is not generally the case at present. 

2.2 Sununary of Issues and Options 

From a critical examination cf the factors outlined above and 
as a result of the review of the support institutions, the 
consultants developed a number of options that needed to be 
considered to eliminate the identified gaps and to improve the 
provided services. The issues and options identified are 
sununarised below. 
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2.2.1 SME Policy Formation, 
Monitoring 

Coordination and 

Issue 

In which ministry should a 
Policy, Evaluation & Monitoring 
Unit (PEMU} be established 

If in MTIT, where in 
organisation structure should 
PEMU be 

Option 

a} EP&D of OPC 

b} MTIT 

a} A central unit for all 
departments 

b} A separate unit for each 
department 

c} A combination of above 

Where ~hould SME sectoral a} OPC 
coordination be undertaken 

b} MTIT 

Scope of responsibility of a} Remain as is 
MTIT's Small-Scale Industries 
Unit (SSIU} b} Expand to include medium-

If MTIT is to be responsible for 
SME coordination, where should 
the secretariat be established 

12 

scale industries 

c} Expand to include all small 
and medium scale enterprises 

a} A separate unit reporting to 
the chairman of the SME 
Coordinating Committee 

b} A function undertaken by the 
SSIU (or its replacement} 

c) A function undertaken by PEMU 
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2.2.2 Prioritising Institutional Support 

Issue 

There is a need to define 
"small", "medium" & "large" 

To what extent should core 
ins ti tut ions be involved in 
supplying support services to 
IGA/Micro enterprises 

Should entrepreneurs be 
prioritised for eligibility to 
receive support services 

, 

Further prioritisation of target 
sectoz3 

13 

Option 

a) Use the definition developed 
by SSIU 

b) Use the definition developed 
during the SME Workshop 

c) Develop anothe.Y'." definition 

a) Continue as at present 

b) Become fully responsible for 
required support 

c) leave all activity in this 
field to other responsible 
institutions 

a) Services available to all 

b) Restrict services to those 
with a basic level of 
management skill 

c) Train people to a minimum 
standard before assistance 
can be given 

d) Provide on-the-job training 
during the establishment of 
the business 

e) A combination of the above 

a) Based on identified economic 
activity 

b) Develop a "Credit Scoring 
Scheme" based upon GOM 
priorities 
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2.2.3 Project Identification and Promotion 

Issue 

Which institution should be 
responsible for project 
identification and promotion 

Option 

a) MTIT 

b) Undertaken by an identified 
institution other than MTIT 

c) Public sector to identify 
projects, NGO's and private 
sector to promote and develop 

d) A combination of the above 

2.2.4 Organisational and Management 

Issue 

How should increased autonomy 
and responsibility be 
implemented for GOM controlled 
support institutions 

Required background and 
experience of top institutional 
management 

How to improve staff retention 
rates 

14 

Option 

a) Leave as is, but implement 
the intent of the original 
trust deeds regarding the 
degree of autonomy envisaged 

b) Privatise these institutions 

c) A combination of the above 

a) All top managers should have 
professional experience 
appropriate to the 
institution 

b) If not a), all other top 
posts should be filled by 
professional staff 

a) Improve salary scales 

b) Improve job satisfaction and 
working conditions 
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2.2.5 Finance 

Issue 

How to improve access to working 
capital 

How, and should, term financing 
availability be increased 

Should institutional loan 
performance be a criteria for 
level of future funding 

How can access to equity capital 
be improved 
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Option 

a) Provide lines of credit 
specifically for working 
capital 

b) Develop and promote credit 
guarantee scheme 

c) Encourage conmercial banks to 
increase lending to SMEs 

d) Improve cash management 
skills of entrepreneurs 

e) A combination of above 

a) Seek increase in funds for 
on-lending 

b) maintain existing approach 

c) prioritise sub-sectors and 
entrepreneurs 

a) Carry on as at present 

b) Do not provide additional 
funding until improved 
performance can be guaranteed 

c) Limit growth in loan 
disbursements to 
institutional capability 

a) Funds to be provided to DFis 
for equity participation 

b) Implement component of 
proposed credit guarantee 
fund which can provide equity 

c) Create a venture capital fund 
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- -----~-----------·--------------------------

Need for collateral cover 

Loan size overlap between SEDOM 
and INDEFUND lending policy 

2.2.6 Advisory Services 

Issue 

Should all institutions offer 
advisory services 

Degree of cost recovery required 
by the provision of advisory 
services 

16 

a) Continue with current 
discretionary policies 

b) Implement 
scheme's 
guarantee 
shortfall 

credit guarantee 
100 percent 
of collateral 

c) Abolish the need for 
c:>llateral 

a) Maintain as at present 

b) Continue with loan size 
definition but eliminate 
overlap 

c) Use enterprise size 
definition to target 
enterprises for lending -
SEDOM restricted to small and 
INDEFUND to medium 

Option 

a) Continue as at present 

b) Restrict provision to 
specialised institutions 

c) A combination of above 

a) Require advisory services to 
be self-financing 

b) Keep financing as is 

c) Seek to recover an agreed 
proportion of costs 
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2.2.7 Training 

Issue 

Who should undertake 
training 

Option 

staff a) All training to be done by 
external resources 

b) All training done in-house 

c) A combination of above 

What should be done with the a) Institutionalise 
POET project 

How should 
training be 
expanded 

b) Amalgamate with an existing 
institution 

entrepreneurial a) Provide additional funds to 
undertaken and those currently involved 

b) Improve the capability of 
appropriate NGOs to provide 
these services 

In addition to the issues and options summarised above, the Draft 
Final Report examined the past and current situation regarding 
access to and the availability of advice on appropriate technology. 
The report discussed the need for and the structure ot institutions 
supplying assistance in this field. The chapter concluded that the 
steps being taken by the GOM in establishing an Industrial Research 
and Technology Development Centre were appropriate to the needs of 
the sector. However, the report questioned the emphasis on the 
establishment of a capability to undertake computer-aided design. 
In view of the current status of the SME sector, it is felt that 
such a capability is, at best, premature, especially as no needs 
analysis has been undertaken. 

17 
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3. 

3.1 

3.2 

3.2.1 

Issue 

SELECTED OPTIONS 

Introduction 

The Draft Final Report was prepared and issued to MTIT in 2J 
copies at the completion of Phase III of the study in the 
middle of February 1991. MTIT distributed the report to 
interested donors and the core institutions for comment. 

At the beginning of the last phase of the study the 
consultants met with a number of managers in the Ministry of 
Trade and Industry (MTI) 1 to identify which options were to 
be selected for further development. While it was originally 
intended in the TOR that this selection would represent GOM's 
decisions on the options available this was not in fact the 
case. As the stee~ing conunittee had not been formed it was 
not possible to obtain a GOM decision on each of the options. 
It was felt however that through the involvement of management 
of MTI and other ministries such as OPC it was possible to 
identify those options which were most appropriate. This was 
done at the start of the final phase and the consultants 
elaborated on the options considered to be most appropriate. 

A sununary of the issues and the selected options, together 
with reasons for the choice, is given below. 

Sununary of Issues and Selected Options 

SME Policy Formation, 
Monitoring 

Coordination and 

Selected Option/Reason 

In which ministry should a 
Policy, Evaluation & Monitoring 
Unit (PEMU) be established 

MTI. 
The ministry needs to be 
involved in the development of 
policies affecting the sector. 

If in MTI, where in organisation 
structure should PEMU be 

Report in first instance to 
Industry Department. 
currently economic policy 
activities are focused on 
Manufacturing enterprises as 
highlighted in DEVPOL. The 

In the period between the end of Phase III and the start 
of Phase IV, Tourism was reallocated to another ministry 
leaving MTIT as the Ministry of Trade and Industry. 

18 
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Where should SME sectoral 
coordination be undertaken 

Scope of responsibility of 
MTIT's Small-Scale Industries 
Unit (SSIU) 

monitoring of these is 
undertaken by this department, 
including matters affecting 
tariffs and there impact on the 
industrial sector. This unit 
will however work closely with 
trade, economic services and 
will service the needs of these 
users. 

OPC. 
Since many ministries and GOM 
departments are involved either 
directly or indirectly with the 
SME sector, coordination needs 
to be carried out by an apex 
agency. 

Expand to include medium
scale industries. 
MTI accept that the problems 
faced by the small and medium 
sectors are similar. Inclusion 
of non-industrial sector 
rejected as emphasis must be on 
developing productive industry. 

3.2.2 Prioritising Institutional Support 

I&sue 

There is a need to define 
"small", "medium" & "large" 

To what extent should core 
institutions be involved in 
supplying support services to 
IGA/Micro enterprises 

],9 

Selected Option/Reason 

Develop another definition (see 
Section 3.3 below). 
Rejected Workshop definition as 
being too complicated. Want to 
make minor changes to the 
borders between categories. 

Leave all activity in this 
field to other responsible 
institutions. 
MTI accept that the development 
of these activities require 
different skills and support 
frc.111 tb:? business sector. 
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Should entrepreneurs be 
prioritised for eligibility to 
receive support services 

Further prioritisation of target 
sectors 

A combination of: 

a) Restrict services to those 
with a basic level of 
management skill 

b) Train people to a minimum 
standard before assistance 
can be given 

c) Provide on-the-job training 
during the establishment of 
the business. 

MTI accept that successful 
entrepreneurs require knowledge 
of a number of management 
skills. Without a basic miniJDum 
skill level a business is likely 
to fail. 

a) Based on identified economic 
activity 

b) Develop a "Credit Scoring 
Scheme" based upon GOM 
priorities 

It should be possible to achieve 
a further level of 
prioritisation once the 
Industrial Sector Opportunities 
Study has been carried out and 
the finding of this study should 
be incorporated into the action 
plans of the Ministry. 

3.2.3 Project Identification and Promotion 

Issue 

Which ins ti tut ion should be 
responsible for project 
identification and promotion 

20 

Selected Option/Reason 

MTI in conjunction with other 
institutions, including MIAS if 
established. 
Already a core act! vi ty within 
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MTI and will continue to be FO. 
Accept that MTI cannot do all 
promotional work themselves so 
must involve others. 

3.2.4 Organisational and Management 

Issue 

How should increased autonomy 
and responsibility be 
implemented for GOM controlled 
support institutions 

Required background and 
experience of top institutional 
manager.tent 

How to improve staff retention 
rates 

21 

Selected Option/Reason 

Leave as is, but implement the 
intent of the original trust 
deeds regarding the degree of 
autonomy envisaged. 
Agree that degree of autonomy 
must be improved. GOM will 
however continue to monitor the 
effectiveness of the 
organisations in their 
dt...;elopment objectives through 
representative on their boards 
etc and will assist management 
meet their development 
objectives. 

All top managers should have 
professional experience 
appi.·opriate to the 
institution. 
Agree that the institutions 
should operate in a professional 
and camaercial manner. 

Improve job satisfaction and 
working conditions (through the 
"professionalising" of top and 
senior management). 
Do not believe that lower salary 
rate is the prime reason for 
people leaving. Believe one of 
the main reasons is to do with 
senior management abilities. 
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3.2.S Finance 

Issue 

How to improve access to working 
capital 

How, and should, term financing 
availability be increased 

Should institutional loan 
pe1formance be a criteria for 
level of future funding 

How can access to equity capital 
be imf>roved 

Need for collateral cover 

Loan size overlap between SEDOM 
and INDEFUND lending policy 

22 

Selected Option/Reason 

Develop and promote credit 
guarantee scheme. 
This should widen access to 
working capital. 

Prioritise sub-sectors and 
entrepreneurs. 
MTI believe that lending 
performance needs to be 
improved, therefore there is 
probably enough funds available 
for bankable projects. 

Limit growth in loan 
disbursements to 
institutional capability. 
Unless project appraisal 
improved, higher lending will 
result in more wasted use of 
funds. Quality rather than 
quantity. 

Implement component of 
proposed credit guarantee 
fund which can provide equity. 

Continue with current 
discretionary policies, and 
implement credit guarantee 
scheme's 100 percent 
guarantee of collateral 
shortfall. 

Use enterprise 
definition to 
e~terprises for 
SEDOM restricted 

size 
target 

lending 
to small and 
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3.2.6 Advisory Services 

Issue 

Should all institutions offer 
advisory services 

Degree of cost recovery required 
by the provision of advisory 
services 

23 

INDEFUND to medium. 
Both were set-up to service 
these sectors, therefore should 
concentrate on them. It was 
recognised however that a great 
deal of thought bad gone into 
setting guidelines to categorise 
enterprises and to arrive at a 
meaningful workable definition. 
This having been achieved it 
will be necessary to continue to 
review this to ensure that 
flexibility in lending is 
retained. 

Selected Option/Reason 

continue as at present. 
The lending institutions must 
have the abi.li ty to assist their 
clients as seen fit. Focus of 
all technical advisory services 
must be within the promotional 
areas originally envisaged for 
that institution. 

Initially seek to recover an 
agreed, increasing, proportion 
of costs with the eventual 
target of being self-financing. 
MTI believe the institutions 
(particularly DBMA'l"l') must 
recognise that donor funding may 
be discontinued at same point in 
the future and should be 
focusing on achieving adequate 
levels of self sufficiency. 
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3.2.7 Training 

Issue 

Who should undertake 
training 

Selected Option/Reason 

staff A combination of in-house and 
external training; must be for 
development of the institution. 
Training should be appropriate 
to requirements of the 
organisation, and not to be 
carried out solely for the 
benefit of the individual. 
Training must fit in with career 
plans and job evaluation. All 
training must be directed at 
improving the performance of the 
institution in the short te~. 

What should be done with the 
POET (a component of READ! 
Project) 

Not sure but believe the 
relevant training could be 
undertaken by another 
institution such as MIM, MEDI or 
Polytechnic as it is not felt 
that a seperate specialist unit 
is required for this area i. e 
project officer and enterprenuer 
training. 

How should 
training be 
expanded , 

entrepreneurial Continue as at present but 
undertaken and cons tar. t 1 y st r iv e for 

improvement. 

3.3 SME Definition of Enterprise Size 

The need for a generally recognised definition of enterprise size 
has been well documentecl in previous reports and papers. MTI, in 
conjunction with representatives of interested support 
institutions, have developed parameters for categorising 
enterprises by size. An enterprise can be classified as belonging 
to one of four categories, namely micro, small, medium or large. 
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The proposed definition is as follows:-

Micro Small Medium Large 

Capital Investment (MK) ~5,000 ~200,000 ~500,000 >500,000 

F.mployment Levels (No.) 1-4 5-20 21-100 >100 

Turnover (MK) 

Notes: 

~12,000 ~400,000 <1 mill >1 mill 

An enterprise shall be classified as micro, small, medium 
or large if it satisfies any two of the above parameters, 
and, in the event that an enterprise falls in all three 
categories, the middle category will apply. 

Adding that in Manufacturing, cat;>i tal investmE:nt will 
imply cost of plant and machinery excluding working 
capital and cost of land and buildings. In all other 
ent~rprises, capital investment will imply the cost of 
all capital (fixed and working) excluding cost of land 
and buildings. 

The consultants recoonend that GOM formally accepts the above 
definition as soon as practicable. 
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4. IMPACT OF SELECTED OPTIONS ON SME SECTOR AND CORE INSTITUTIONS 

4.1 Introduction 

The impact of the selected options to be implemented on the 
sector as a whole and on the core institutions will be 
considerable. The degree of impact on each individual 
institution will vary given that the chosen options affect 
some to a far greater degree than ethers. For instance, the 
effect on MEDI's future plans will be far smaller than the 
changes required of SEDOM or DEMATT. 

Although the selected options will affect each institution to 
a greater or lesser degree, this chapter examines the impact 
of all the chosen policies on each of the affected 
institutions. It must be recognised that many of the policy 
options chosen cannot be implemented inlllediately, but will 
require careful planning, reorientation training, improved 
management and, in some cases, the development of other 
institutions where current services are withdrawn or 
redirected. 

In this chapter, only the impact and changes required by each 
institution are discussed. The next chapter outlines an 
action plan for each together with target dates for each 
element of the plan. The effects upon institutions and 
services are set out below in the following order: 

Office of the President and Cabinet (OPC) 

Ministry of Trade and Industry (MTI) 

T Small Enterprise Development Organisation of Malawi 
(SEDOM) 

Investment and Development Fund (INDEFUND) 

Malawi Union of savings and Credit Cooperatives (MUSCCO) 

Development of Malawian Traders Trust (DEMATT) 

Malawian Entrepreneurial Development Institute (MEDI) 

National Rural Centres Progranvne (NRCP) 
(the former Rural Growth Centres Project) 

Other Support Services 
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4.2 Office of the President and Cabinet (OPC) 

The need for improving SME sectoral coordination has been 
recognised. As the sector is defined as consisting of all 
formal and informal enterprises in off-farm activities, many 
ministries and Government departments are directly, or 
indirectly, involved with the development of the sector. SME 
sector coordination needs to be undertaken by an agency with 
the necessary authority and capacity to ensure that approved 
GOM policies and strategies are carried out in the most 
efficient and effective way possible. OPC, being the prime 
policy making body of Government, is in the ideal position to 
undertaken this role. 

In OPC, economic planning and development is the 
responsibility of the Department of Economic Planning and 
Development (EPD). It is recommended that EPD should 
establish an SME Sectoral Coordinating Conmittee (SMEC) which 
would have the responsibility for ensuring that GOM policy, 
or any other activity to be undertaken by individual 
institutions, be implemented. 

As the SME sector has many strong and important linkages with 
other sectors in the Malawian economy, including agriculture, 
fisheries and forestry, membership of the conmittee would be 
drawn from all other ministries and government departments 
with an interest in the sector, possibly together with 
representatives from the implementing support institutions and 
from NGOs representing the entrepreneurs. The development of 
the sector is dependent, and is likely to remain so for the 
foreseeable future, upon financial and technical assistance 
from multi-lateral and bi-lateral donors. Consideration 
should therefore be given to the inclusion on the conmittee 
bf nominees from the donor conununity to ensure that developed 
strategies and action plans are acceptable to the providers 
of essential funds. It may however be felt that this 
particular aspect of coordination should be handled 
seperately. 

Conunittee membership should include representatives from the 
following Government institutions: 

EPD (Chairmanship) 

M'l'I 

Ministry of Finance 
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Ministry of Agriculture 

Ministry of Labour 

Ministry of Conmunity Services 

Ministry of Forestry and Natural Resources. 

The conmittee would meet to review progress and suggest policy 
adjustments, agree goals, objectives and institutional tarc;ats 
and ensure cooperation between all participants in the sector. 
Sub-conni.ttees would be expected to be established to 
undertake specific coordinating tasks as identified by the 
full conni. ttee. For example, matters pertaining to the inter
relationships, linkages and cooperation expected between core 
institutions could be dealt with by a Core Institutions Sub
conmittee. 

As suggested above, representatives of the support 
institutions could be co-opted onto the main conmittee, 
although it could be that their membership was restricted to 
appropriate sub-conmittees. This could also apply to NGOs 
such as the Association of Chambers of Conmerce and Industry, 
African Businessmen's Association and the National Association 
of Business Women. 

It is envisaged that SMEC would meet only two or three times 
a year although the activities of sub-conmittees may require 
a more onerous schedule. Since the development of the sector 
is an essential element of GOM policy, SMEC should be chaired 
by a senior staff member of EPD; it is suggested that this 
role should be undertaken by the Deputy Secretary, EPD. 

SMEC would require a secretariat function. One individual 
should be identified to undertake this function on behalf of 
the Chairman of SMEC. The secretariat would be responsible 
for day-to-day coordination, the collection, assimilation and 
analysis of data, ensuring the conmittee' s decisions and 
reconmendations were disseminated to all concerned and to 
monitor progress. Although these functions would be handled 
within EPD, close cooperation between the secretariat and the 
Policy Evaluation and Monitoring Unit (PEMU) of MTI would be 
required. 
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4.3 

The first steps that SMEC should undertake would be the 
development of an action oriented implementation plan, based 
on this report, giving affected institutions the objectives 
and targets to be met. To ensure that GOM support 
institutions are given an acceptable level of autonomy, 
responsible ministries should be requested to draw up clear 
and precise guidelines for the re spec ti ve roles, 
responsibilities and relationships between the ministry, board 
and management of the institution. 

Ministry of Trade and Industry (MTI) 

In the period between the preparation of the Draft Final 
Report and the Final Report, responsibility for tourism has 
been transferred from MTIT to the Department of National Parks 
and Wildlife leaving the ministry to concentrate on trade and 
industry. This change has not affected the strategy for 
strengthening the institutional capacity of the ministry 
regarding the SME sector. 

It is felt that the GOH's objective of developing the SME 
sector car. best be served by ins ti tu ting the fallowing changes 
within the ministry: 

the strengthenir.g of the ministry's 
formulate, evaluate and monitor policies 
development of the trade and industry 
emphasis on the SME sector; 

capacity to 
aimed at the 
sector with 

the expansion of the remit of the Small Scale Industries 
Unit to include medium s~ale industries; 

as the development of incorae generating/micro activities 
is more closely aligned to welfare services and has 
different problems associated with such development, this 
function should be undertaken by the Ministry of 
Community Services. 

In addition to the changes outlined above, industrial 
promotion will remain a core activity within the Industry 
Department. 

The impact on MTI of the above is discussed below. 
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4.3.1 Policy Formulation, Evaluation and Monitoring 

Although OPC is the prime policy making body for GOM, 
MTI, as with the other sectoral ministries, has the 
responsibility for the implementation and monitoring of 
conwnercial and industrial policies. It is not envisaged 
that this role should change. currently, MTI has only 
a limited institutional capacity to formulate, evaluate 
and advise the GOM on policies affecting the development 
of the conwnercial and industrial sector. 

To undertake this crucial role, a new Policy Formation, 
Evaluation and Monitoring Unit (PEMU) for the conwnercial 
and industrial sector needs to be established. The main 
focus of the Ministry as stated in DEVPOL is the 
development of manufacturing enterprises. This has been 
undertaken by the Industry Department. It is felt 
appropriate therefore that PEMU will be a unit within 
that department. 

Th'.:. unit will require to have the capability to undertake 
or initiate sectoral and sub-sectoral studies to evaluate 
policy options, identify potential investment 
opportunities to utilise Malawi's natural resources and 
agricultural output, establish gaps in supply, and 
catalogue areas of potential linkages between industries 
in the small, medium and large-scale sectors. 

Current GOM practice is that all economists are seconded 
to the ministry from EPD. It is suggested that the head 
of PEMU be a permanent member of MTI to ensure 
continuity. Other economic staff would rotate in 
accordance with current policy. A large staff is not 
envisaged as the major studies required on the sector 
would be contracted out to suitably qualified experts 
(domestic or foreign as appropriate) • The suggested 
initial professional staffing level is three - a head of 
the unit and two economists. All three should be 
suitably qualified in trade and industrial economics. 
However, as it is unlikely they would have the necessary 
experience to undertake the full range of activities 
required, the unit ~ould need technical assistance 
provided for a period of at least two years. Such TA 
could be funded by one of the major donors, for example 
UNDP, world Bank or USAID. 
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To assist the monitoring of the sector, MTI needs to 
develop and establish a comprehensive sectoral database 
together with an analytical capability. The ministry has 
been the subject of an organisation and management 
assessment by consultants in which such a capability is 
reconmended. Although, the consultants have not had 
access to this assessment, it is recommended that 
consideration being given to putting this facility under 
PEMU. 

In order to undertake its role, PEMU needs to have an 
overview of the structure of the sector. At present 
little is known about the performance of the sector as 
a whole, the opportunities for investment, and gaps and 
linkages in supply and demand. Without this data, 
planning and prioritising support services with any 
degree of accuracy is impossible. Therefore the first 
task of the PEMU should be to set in motion the 
collection of the necessary data and statistics. The 
consultants understand that an Industrial Sector 
Opportunities Study (!SOS) is to be initiated. This will 
provide a good basis for industrial promotion activities 
and assist in prioritising support services to take 
advantage of identified opportunities. The study should 
also be of use in identifying those areas in which 
further investment is not required. Resulting from this 
study PEMU should be able to identify priority sub
sectors or branches of manufacturing needing further 
study. 

In addition to the !SOS and subsequent studies mentioned 
above, a census of manufacturing industry should be 
carried out in order to establish the curre·.1t structure 
of the sector. Again this information is essential tu 
the development of future policies to ensure the optimal 
development of the sector. 
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4.3.2 

4.3.3 

4.3.4 

Small Scale Industries Unit (SSIU) 

As the main thrust of the development of the SME sector 
is directed at the manufacturing sector, it is felt 
appropriate that the SSIU should widen its remit to cover 
medium scale industries. It is not envisaged that the 
activities of this unit within the Industry Department 
will change. The definition of what constitutes small 
and medium is being finalised. The difficulties faced 
by the two categories in Malawi are similar therefore 
considering them together is felt appropriate. 

The activities of the scpport institutions impacting on 
the SME sector will require coordination at ministry 
level in accordance with the overall objectives laid down 
by SMEC. The SMIU could carry out this role on behalf 
of MTI and also be responsible for project coordination 
as necessary. 

To some extent this role is currently being done through 
the auspices of the READI Project. In future, MTI must 
have the institutional capacity to undertake this role. 
If done as suggested, additional staff will be required 
in the SMIU. In the event of the proposed READI 2 
Project going ahead, coordination should be undertaken 
under the auspices of MTI through the SMIU which would 
be responsible for overall coordination on behalf of the 
ministry. 

Income Generating Activities/Micro Enterprises 

The implementation of the accepted definition of the 
sector set out in Section 3.3 above effectively leaves 
the development of income generating activities/micro 
enterprises to other institutions. This has no effect 
on the organisational structure of MTI. Indeed, changes 
would only have been required had MTI been chosen to have 
this responsibility. 

The promotion and development of !GA/micro enterprises 
is discussed below in section 4.10.1. 

Project Identification and Promotion 

Project identification and promotion is currently one of 
the core activities in MTI's Industry Department. It is 
necessary that in future this role assumes a higher 
profile. The !SOS will provide invaluable information 
to assist in increasing industrial promotional 
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4.4 

MTI does not, nor should it have the capacity to 
undertake all the work necessary to identify and promote 
industrial investment opportunities. However, the 
section needs to coordinate efforts being made in this 
field and to instigate initiatives through supporting 
organisations. Although !SOS will identify 
opportunities, it is likely that the private sector will 
only take up a few of the larger investment ideas without 
further development work being carried out. MTI will 
have to ensure that feasibility studies are developed to 
the stage that they can be promoted to possible 
investors. 

The ministry's task will be to identify an organisation 
or institution which can undertake the necessary work. 
Such organisations should include DEMATT, MDC, 
institutions of higher learning and the proposed 
Industrial Research and Technology Development Centre. 
Promotion of developed investment ideas should be carried 
out through institutions supplying credit, including 
SEDOM, INDEFUND, INDEBANK and the corrunercial banks, and 
other appropriate organisations. Another institution 
that would assist in these promotional activities is the 
proposed Malawi Investment Advisory Service which is 
likely to be set-up with support for the World Bank's 
Financial Sector and Enterprise Development Project. 

Small Enterprise Development Organisation of Malawi (SEDOM) 

The selected options that directly impact on SEDOM are: 

increased autonomy 

withdrawal of involvement in !GA/micro enterprises 

borrowers to meet minimum management skill criteria 

the need for increased level of self-sufficiency 

The above will ~ffect the rate of development and orientation 
of SEDOM in a number of areas, including re-focusing 
management efforts and necessitating improved professional 
capability and capacity, the future profile of the loan 
portfolio, staffing levels and training (staff and 
entrepreneurs) • There is also a requirement for SEDOM to 
improve its operational procedures to maximise the economic 
use of its loan funds. The changes involved in this re
orientation are discussed below. 
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4.4.1 

4.4.2 

Management 

A greater degree of autonomy will only be possible if the 
Board and management improve the operating capacity in 
this changed environment. Unless performance, is meeting 
desired objectives and targets the ministry will have to 
take an active role in day-to-day mananagement to provide 
the level of support necessary to line management. This 
is obviously not what is desired. Therefore, the Board 
and senior management will have to ensure that all 
concerned have the necessary training and experience to 
meet institutional objectives. 

Loan Portfolio 

The removal ot funding !GA/micro enterprise activities 
from SEDOM's target market will alter the profile of the 
loan portfolio in the future. As the classification of 
enterprise size is new, an analysis of the current 
portfolio is required to establish the current number of 
loans that fall into the micro sector. It is likely that 
a significant nWilber of current mini loans would fall 
outside SEDOM's future lending criteria. 

SEDOM was established to cater to the small scale sector, 
therefore, there is no justification for joint funding 
of projects which are outside INDEFUND's upper lending 
limits. 

The above changes will have two effects. Firstly, the 
volume of loans applications, and therefore the work 
load, will drop C?.ccordingly. As there is a need to 
improve project appraisal (discussed below), this should 
not affect the numbers of professional staff employed, 
although a reduction in numbers of support staff could 
be achieved. Secondly, the removal of the least cost 
effective lending will have a positive affe..:t on the 
degree of self-sufficiency that can b~ achieved. 

It must be recognised that this adjustment to the loan 
criteria is not intended to exclude IGA and micro 
enterprise from access to credit facilities. Other 
credit institutions, more appropriate to funding this 
level of activity will need to be available to fill the 
gap. Credit Unions and the likes of the Mudzi Fund have 
proven to be more economic means of supplying this type 
of credit support. 
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Applic. 

Applic. 
Source: 

Note: 

4.4.3 

Until other sources of credit for the micro sector are 
established, SEOOM will continue with this lending. 
However, all loan applications should be classified into 
size category. This will also enable SEOOM to evaluate 
the costs of supplying credit to the different categories 
of enterprise. 

Another factor that requires further appraisal is the 
growth rate in the loan portfolio predicted in SEOOM's 
latest five year plan. The plan envisages lending to 
increase from its 1989 level of approximately MK 5 
million to MK 8 million in 1991 and rising ,.o over MK 16 
million by 1995. SEDOM's own figures suggest that there 
is little justification for assuming such a high growth; 
indeed the numbers of loan applications have actually 
been dropping since 1988 as shown below. 

1983 191!4 1985 1986 1987 1988 1989 1990(i) 

Recd na na 1094 1371 1135 1308 H'40 585 

A ppr 46 220 736 798 718 652 507 468 
SEDOM 

i) 9 months to September 

Loan Appraisal 

SEDOM's Impact Monitoring Unit (IMU) have assessed 
current loans in arrears at around 60 percent by volume 
and 24 percent by value. The IMU also established that 
cash flow predictions contained in project appraisals 
were greatly over-estimated - on average by a factor of 
four. There could be several explanations for this 
situation including incorrect assessment of the market 
and/or sales achievement levels, inadequate enterprise 
management skills or unpredictable externalities. 
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4.4.4 

4.4.5 

However, there is a strong case for improving loan 
appraisal procedures with particular attention being made 
to thn following areas: 

market assessment and potential sales achievement 

cash flow, profit and loss and balance sheet 
forecasts for all term loans, covering a period of 
at least the term of the loan 

assessment of enterprise management capability 

Loans in future will be conditi~nal upon the management 
of the proposed enterprise meeting minimal skill 
requirements. SEDOM should ensure that these 
requirements are met by continuing to supply suitable 
training through the organisation of appropriate courses 
and the provision of on-the-job training as appropriate. 
Costs of this training should be built into the loan. 

Training 

As stated above, SEDOM needs a management and staff cadre 
that has the capacity and capability to meet the 
objectives of the organisation. The changes outlined 
above will inevitably lead to retraining and an improved 
skill requirement. All training must be directed at 
improving the capacity of the organisation and not solely 
for the benefit of the staff. 

Some training will be undertaken in-house while other 
needs will only be met through the utilisation of 
external resouzces. 

SEDOM already provides a range of courses for the benefit 
of its clients. In view of GOM's policy that all 
recipients of credit should have basic management skills, 
these activities will need strengthening. 

Implementation 

To assist SEDOM in achieving the changes required, a 
number of studies should be undertaken to define the 
progranune of activities. These should include the 
following: 
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an audit of the current loan portfolio to establish 
the true exposure to potential bad debts and to 
examine the likely effects on loan volumes of the 
changes outlined above. An assessment of the 
actions required to improve the quality of the 
portfolio should also be undertaken 

a corporate strategy review which should include a 
re-assessment of the organisation structure and 
manning levels needed and a staff training needs 
analysis 

a review of entrepreneurial training needs. 
Curriculum development should be done in 
conjunction with MEDI, who could run many of the 
courses - for a fee. 

Funding for these studies could be obtained from current 
credit lines subject to donor approval or separate 
funding could be sought. such costs of increased 
training activities coula also be eligible for funding 
through the training fund component of the World Bank's 
Financial Sector and Enterprise Development Progranune. 

4.5 Investment and Development Fund !INDEFUND) 

The impact of the selected options will have little affect on 
the operations of INDEFUND. The exclusion of SEDOM from joint 
funding of projects too large for INDEFUND to handle alone 
will eliminate such future projects from the portfolio. There 
are other sources of credit for these large projects in any 
case including INDEBANK. 

The impact on INDEFUND of projects facing difficulties is far 
less than that of SEDOM. However, constant efforts need to 
be made to improve both project appraisal and pre and post 
investment entrepreneur training. Assistance in developing 
appropriate courses and curriculum should be obtained from 
MEDI. As with SEDOM, INDEFUND could be eligible for funding 
assistance from the World Bank progranune. 

INDEFUND are projecting that the rate of disbursement will 
triple in the next five years. There seems little evidence 
at present for such optimism. currently, little is done to 
promote INDEFUND's activities. Increased opportunities for 
fundable projects could be helped if more effort was made in 
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pr:omoting INDEFUND. In addition, the results of the ISOS 
could identify potential investment opportunities which would 
fall within their scope. INDEFUND should assist in the 
marketing and promotion of suitable projects indicated in the 
ISOS. 

4.6 Malawi Union of Savings and Credit Cooperatives (MUSCCO) 

If access to credit for !GA/micro enterprises through SEDOM 
is withdrawn, this will increase the potential demand on those 
institutions supplying such credit. One of the main sources 
of finance for the micro sector will be the credit unions. 
MUSSCO has successfully expanded the credit union system 
thro•1ghout the country. Loan disbursements are projected at 
over MK 10 million in the next five years which is 10 times 
the size of the present portfolio. 

Every effort must be made to ensure that MUSSCO's ambitious 
plans succeed. This is especially important for the rural 
sector where the development of IGA/micro activities is 
crucial to meeting GOM's objectives. In view of the 
importance of their role, a review of MUSSCO's corporate plan 
should be carried out to .~nsure that they would have the 
institutional capacity to achieve the objectives and to 
identify any additional assistance that may be required. 

4.7 Development of Malawian Traders Trust (DEMATT) 

The selected options affecting the future orientation of 
DEMATT are: 

increased autonomy 

separating !GA/micro activities from the SME sector 

the need to achieve self-sufficiency. 

The above will necessitate significant changes to DEMATT's 
current structure and organisation during the next few years. 
The impact of the selected options are discussed below. 
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4.7.1 

4.7.2 

Management 

As in SEIX>M's case, increased autonomy will enable the 
Board and senior management to concentrate on the 
development of the institution within the guidelines set 
by GOM. The requirement to achieve self-sufficiency will 
require that all services are provided in a thoroughly 
professional manner and that the benefits to the 
recipients of these services are demonstrable. 

Therefore, the senior management team, and all 
professional staff, must meet min1.1Dwn levels of 
capability and experience within the areas they are 
operating. Supportive and appropriate training will be 
required to ensure these standards are achieved. 

Structure 

DEMATT's orientation has changed significantly over the 
years. Originally set up to provide business advisory 
services to rural Malawian traders, DEMATT now estimate 
that 67 percent of their clients are in the manufacturing 
sector and traders only consist of 21 percent, the 
balance being in the service sector. 

While it is appreciated that the changes made to widen 
the support services target groups, beyond that of 
traders, has been done with the full approval of GOM, 
these activities are outside DEMATT's remit as laid out 
in its Trust Deed and, therefore, illegal in the 
strictest sense. The opportunity should be taken to make 
the necessary changes to the deed incorporating the 
reorientation suggested in this report. 

Although the Field Services Department is now 
concentrating on assisting enterprises that can grow, a 
number of the services offered will encompass enterprises 
which will fall into the micro enterprise category. An 
assessment of those assisted by size classification will 
need to be undertaken to determine the impact on DEMATT' s 
organisation and structure if micro enterprises are to 
be excluded from core activities. As with SEOOM, 
advisory and promotional services will still need to be 
supplied but by a specialist institution. 
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The greatest impact will be felt with the requirement for 
self-sufficiency. If taken literally, DEMA'r.r's core 
progranwne activities would have to be paid for b! its 
clients. The most conman reported problem that is faced 
by entrepreneurs operating small enterprises is one of 
poor cash flow and profitability and thus those would be 
unable to pay an economic rate for these services. 
DEMA'r.r and GOM are thus faced with two alternatives, 
namely: 

do not make advisory services available to those who 
cannot af fvrd them, or 

devise a scheme to subsidize the sector rather than 
direct subventions to DEMA'r.r. 

The second of the above would meet DEVPOL' s stated 
objectives, whereas the first would not. It is 
recommended that a contract be drawn up between GOM, 
through MTI, and DEMA'r.r for supplying advisory services 
to that element of the SME sector who are unable to pay 
the full cost of the provision of the services. Payment 
would be retrospective and based on actual delivery of 
services. Performance and effectiveness would be subject 
to at least an annual audit. In this way, GOM would be 
seen· to be subsidizing the sector and not DEMA'r.r. DEMA'r.r 
would be forced to ensure that it operated effectively 
and economically. 

A formula should be worked out to ensure that the sector 
contributed to costs to the extent of its ability. The 
proportion of the cost carried by GOM could be reduced 
over the next few years, with DEMA'r.r recovering the 
remainder directly from its clients. The consultant are 
aware that USAID have been considering establishing an 
endowment fund to cover DEMA'r.r's recurrent budget; if 
established, this fund could be used to pay for the 
delivered services. 

If the above proposal is accepted, the current 
demarcation between core and non-core activities would 
be unnecessary as all services would be provided under 
contract conditions. Once DEMATT have proved the value 
of their work, other contracts could be taken on, 
including assistance to other institutions' clients on 
a fee basis. 
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4.7.3 

4.7.4 

Training 

Whether or not the above scheme is implemented, DEMA1~ 
must ensure that its services are provided by a competent 
and experienced cadre of advisors. Constant efforts must 
be made to continuously upgrade staff capability and 
capacity. 

DEMATT must critically examine its current staff training 
programmes to ensure that its objectives can be met. As 
with other institutions, additional training requirements 
could be eligible for funding under the World Bank 
training programme. Such training must be aimed at 
institutional development and not just to meet the 
aspirations of individual staff. 

Implementation 

Prior to the above major changes being implemented, the 
following work needs to be undertaken: 

an analysis of DEMATT's current core client base to 
establish the proportion classified as in the micro 
sector and to draw up a plan for DEMATT' s withdrawal 
from this sector in conjunction with the 

·establishment of replacement services 

a study to establish contractual conditions and work 
to be undertaken by DEMATT for the provision of its 
future "core" services and to set-up funding 
procedures. 

a strategy review to include a re-assessment of the 
organisation structure and manning levels needed in 
its new role. The review should also include a 
training needs analysis for DEMATT staff. 

4.8 Malawian Entrepreneurial Development Institute (MEDI) 

The effect on MEDI of the selected options is minimal. The 
recently developed corporate ~lan is appropriate and should 
further strengthen MEDI's major objective of developing 
potential entrepreneurs. 
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It is suggested that one area of activity be increased. The 
requirement that aP. enterprise's management must be able to 
demonstrate a minimum level of management skills will of 
necessity increase demand for training in a number of fields. 
As MEDI is the prime entrepreneurial development institute 
operating in the SME sector, there is a need for assisting the 
credit and advisory service institutions develop appropriate 
curricula and courses. MEDI could also be involved with the 
delivery of such courses. 

To help improve the institutional capacity in this area, MEDI 
should utilise the assistance available under the World Bank's 
training fund. 

4.9 National Rural Centres Progranme (NRCP) 

The main activity within NRCP concerned with the SME sector 
is the work undertaken by its Economic Promotion UNIT (EPU). 
This unit is involved in the promotion of IGA and micro 
enterprises in rural areas. MTI • s decision to exclude 
!GA/micro enterprises from its coverage of the SME sector, 
together with the fact that NRCP is soon to be wound up, means 
that the EPU either ceases to be or is taken up by another 
institution. It is recommended that EPU should be integrated 
within the Ministry of Community Services (see below). 

4.10 Other Support Services 

4.10.1 Provision of Credit/Advisory Services to !GA/Micro Sector 

The decision to separate IGA and micro enterprises from 
the remainder of the SME sector has a significant impact 
on the future provision of credit and advisory services 
to these organisations. As pointed out above, this 
decision does not involve the withdrawal of services from 
this element of the sector, but rather it recognises that 
the requirements of each and the skills necessary to 
deliver essential services are different. 

To fill the gap that will be left with SEOOM's withdrawal 
of credit services to the micro sector, other initiatives 
will be required. It is recognised that a number of 
other sources already exist for the provision of rural 
credit to this sector. However, it is recommended that 
additional efforts are made to increase availability. 
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4.10.2 

The role of MUSSCO in this field and the plans to expand 
credit unions have been covered above. Loan default on 
credit provided under conditions of peer pressure has 
proven to be a more success£ ul method than the more 
traditional means. 

The initial results from the Mudzi Fund's pilot projects 
are very encouraging. The success of the Grameen Bank 
in Bangladesh - on which the Mudzi experiment is based -
augers well for the future development of this fund. 
Over the next few years, the gradual expansion of the 
Mudzi Fund is planned. The fund will have to be 
institutionalised during this period and it is suggested 
that this be done under the auspices of the Ministry of 
Community Services (MOCS). 

Advisory and extension serv~ces to this sector are 
provided by NRCP's EPU and DEMATT as well as a variety 
of other organisations and institutions including PVOs, 
and NGOs. As suggested above the EPU should be absorbed 
by MOCS; however, if responsibility for the Mudzi Fund 
is transferred to MOCS, the two could be combined. 
Consideration should also be given to the absorbtion of 
those services currently supplied by DEMATT to !GA/micro 
activity by an expanded Mudzi Fund. Indeed, if, as is 
likely, the re-organised DEMATT cannot justify keeping 
all their Field Off ices open, these could form the basis 
of the developed Mudzi Fund. 

Project Officer Training 

The Project Officers and Entrepreneurs Training (POET) 
project set up under the READ! Project was established 
for the purpose of training project officers employed by 
SME suppo1 t organisations. Elements of the courses 
(project implementation) are also suitable for potential 
or existing entrepreneurs. 

The rational for this training is sound. There is a need 
to improve the skills and capabilities of project 
off ice rs within the sector. In future, POET plans to 
train some 340 participants a year. There is also 
pressure to institutionalise the project. However, the 
number of project officers needing to be trained a year 
must be questioned. Certainly there will be a need for 
a continuous requirement for this type of training, but 
the numbers predicted appear excessive. 
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Entrepreneur training does need strengthening and 
expanding, but to-date, POET has provided training to 
entrepreneurs in only one area. There may well be a need 
in the future for an additional institute to provide 
entrepreneurial training beyond that supplied by the 
support institutions themselves. The case for POET 
moving beyond an essential short term expediency has not 
been made. Project Officers could be trained on 
specialised courses which could be run by Malawi 
Institute of Management. 

If funds for subsidized training for entrepreneurs are 
to be made available in larger amounts than at present 
envisaged, then a study should be carried out to review 
the most appropriate and economical way in which 
additional training facilities could be provided. 
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5 FINANCIAL IMPLICATIONS 

5.1 Introduction 

Section 4 of this report identified the impact of the options 
selected by MTI on the various organisations involved in the 
SME sector. In this section we outline the financlal 
implications of these options on each of the organisations 
discussed in the previous section. 

In 1990, each of the core SME institutions developed five-year 
plans which included financial budgets. Following the SME 
workshop in December 1990, these budgets were reviewed and 
revised and a comprehensive proposal for financing the SME 
sector for the next five years was developed. We have relied 
upon these revtsed budgets for the core SME institutions and 
then modified them in light of the chosen options and their 
impact on the organisations. Wher~ it has been identified 
that a particular institution such as DEMATJ' or SEDOM may not 
be responsible in future for certain of the functions they 
presently perform the financing requirements of these tasks 
have been left in the projections. These tasks although not 
performed by the core institutions will still need to be done 
and financing will be required. Lending to the micro 
enterprises for example will still need to be continued. How 
this should best be done will need to be agreed by Government 
and a reallocation of funding requirements made. 

Further organisations such as DEMATT and SEDOM need to review 
their strategies in terms of their role and objectives. This 
again is likely to have a further impact on their individual 
funding reqrJiemen:.:.s. It will however be likely that 
significant savings in overall funding will be achieved. If 
funds are not required in the SME sector it is unlikely this 
will be needed in the micro or IGA sector. 

The financial proposal further J.dentified the funding sources 
for the needed money. Except for revenue generated by the 
institutions, this report makes no attempt at specifying which 
donor should fund which organisation to what degree. 

Some of the projections prepared by the institutions appear 
to have been made in constant kwacha (inflation has been 
ignored) while others seem to have factored in inflation. In 
our financial projections, we have assumed an inflation rate 
of 20 percent per year for kwacha expenditures (salaries and 
operations, and staff training) and 7.5 percent per year for 
forex expenditures (technical assistance, studies and 
commodities). A kwacha exchange rate of US$ 1 =MK 2.8 was 
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used. 

5.2 Swmary 

The financial resources needed by the various SME institutions 
are sununarised in the table below. 

SME Sector Financial Requirements - By Organisation 

(Mlt 000) 

OPC - SMEC 
MTI - PEMU 
MTI - SMIU 
SEDOM 
INDEFUND 
MUSS CO 
DEMA'IT 
MEDI 
POET 

Year 1 

70 
2,320 
3,365 
8,358 
6,846 
4,585 
9,390 
4,514 

700 
40,148 

Year 2 

48 
2,287 
7,577 

13,835 
9,846 
4,722 

11,491 
4,267 

821 
54,894 

Year 3 

58 
2,481 
7,262 

11,675 
8,759 
5,203 
9,724 
4,010 

965 
50,139 

Year 4 

69 
1 998 
b,140 

12,285 
8,208 
5,852 

10,186 
3,119 
1,137 

48,994 

Year 5 

83 
2,181 
3,909 

14,727 
8,530 
7,121 

10,499 
3,573 
1,341 

51,962 

Totals 

328 
11,267 
28,253 
60,880 
42,189 
27,483 
51,290 
19,483 

4,964 
246,137 

Table 2 presents this same information by major expenditure 
category. 

SME Sector Financial Requirements - By Expenditure 

(Mlt 000) 

Salaries/Operations 
Tech Assistance 
Staff Training 
Studies 
Commodities 
Credit Funds 
Construction 

Self-Generated 

Non-core 
Funding Gap 

Year 1 

13,731 
7,070 
1,437 
6,280 
1,790 

10,446 
4,432 

45,186 
9,171 

36,015 
4,134 

40,149 

Year 2 

16,619 
8,110 
1,733 
7,160 
1,529 

13,942 
9,024 

58,117 
7,920 

50,197 
4,697 

54,894 

46 

Year 3 

20,123 
7,170 
2,090 
5,970 
1,613 

17.112 
4,650 

58,728 
11,180 
47,548 

2,591 

50,139 

Year 4 

24,375 
5,741 
2,521 
5,286 
1,704 

19,901 
2,890 

62,418 
15,094 

47,324 
1,670 

48,994 

Year 5 

29,539 
5,816 
3,042 
5,203 
1,802 

23,001 
295 

68,698 
17,775 

50,923 
1,038 

51,961 

Totals 

104,387 
33,908 
10,823 
29,899 
8,439 

84,401 
21,291 

293,148 
61,141 

232,007 
14,130 

246,137 
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5.3 Office of the President and Cabinet 

An SME Sectoral Coordinating Corrunittee (SMEC) is to be 
established within the department of Economic Planning and 
Development of the Office of the President and Cabinet. 

Since the conunittcc will consist of civil service officials 
of the relevant ministries, there will be no incremental cost 
for the conunittee members. 

This conunittee will require a secretariat, however, and we 
have recorrunended that one individual should carry out this 
function on behalf of the chairman of SMEC. Although the 
conunittec will meet only two or three times a year, there will 
probably be numerous subconunittees which will meet fairly 
regularly. The secretariat, therefore, will require one full
time person. This person should be an official from OPC who 
is assigned to the s~cretariat. Since this official would 
otherwise be employed elsewhere, there is an incremental cost 
for this person's salary and administrative support equipment. 

Exhibit A presents our estimate of the financial needs of SME 
for the first five years. 

5.4 Ministry of Trade and Industry 

The selected options have two major financial consequences 
for MTI: the formation of a new Policy Formulation, 
Evaluation and Monitoring Unit and the strengthening of the 
Small and Medium Scale Industries Unit. 

5.4.1 Policy Formulation, Evaluation and Monitoring Unit (PEMU) 

In Section 4. 3 .1, we reconunended that this unit be 
staffed with three professional economists with one 
technical assistant. It should contract out most of the 
studies which are required. In order to finance the 
major studies which this unit needs to initiate, we have 
budgeted US$ 500, 000 per annum. In addition, one 
technical assistant for three years at a total annual 
cost of US$ 200, 000 has been budgeted. The costs of 
setting up and operating this unit are estimated to be 
MK 11 million over the next five years. Full details 
can be found in Exhibit B. 
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5.4.2 Small and Medium scale Industries Unit (SMIU) 

A Small Scale Industries Unit (SSIU) has already been 
established within the Ministry of Trade and Industry 
with UNDP financial assistance. The remit of this unit 
is proposed to expand in two ways: to cover medium scale 
industries and to undertake overall coordination of the 
SME support institutions. 

Exhibit C presents our estimate of SMIU's financing costs 
over the next five years. This exhibit incorporates the 
costs of the present SSIU as well as the funds needed to 
expand its remit to cover its new coordination role. 

5.5 SEOOM 

The decision that SME support institutions should not target 
micro ente.::-priscs mean that much of SEOOM' s lending (mini 
loans) may no longer be undertaken by SEOOM. The elimination 
of this business, however, does not necessary lead to a 
smaller organisation. There may possibly be some savings in 
support staff costs and in office running overheads. This 
will however most probably be compensated for by increases 
required in other areas such as additional training etc. 
These changes will be identified as part of the strategic 
review of· SEDOM. Projected salaries and operations figures 
for the next five years, therefore, have not been adjusted. 

SEOOM's five year plan shows expected loan disbursements of 
almost MK 63 million over the period. This contrasts with 
only MK 19 million over the past five years. We believe 
SEDOM's plans are overly optimisti~ as: 

the number of loan applications has been falling since 
1988. It is not evident where the demand for such 
significantly increased credit will come from 

very little work has been done to indentify realistic 
demand for credit from the SME sector. Projections have 
not been substantiated by research 

our discussions with senior officials of SEOOM indicate 
that they are not now turning away good-~uality projects. 
If the current level of funding is adequate to meet good 
projects, any increased funding will have to be given to 
more marginal projects which arc riskier 
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over 60 percent of SEDOM's present clients are in 
arrears, representing some 24 percent by value. While 
many of these are undoubtedly mini loan clients, these 
unacceptably high figures indicate a potential serim.s 
problem in debt collection at SEDOM. 

SEDOM's priority should be to bring its present operations 
under tighter control before it significantly expands its 
operations. 

We do not feel that SEDOM has the institutional capability at 
present to appraise, monitor and collect loans at the level 
which it is projecting and to at the same time improve its 
existing portfolio. 

In our projections, therefore, we have reduced SEDOM's needs 
for loan funds by 50 percent. 

Exhibit D presents our projections of funding requirements 
for SEDOM for the next five years. It should be noted that 
there still exists a significant funding gap which needs to 
be critically examined in the strategy study. 

5.6 INDEFUND 

INDEFUND is a considerably smaller operation than SEOOJ:! 
Nonetheless, approximately forty percent ot its clients are 
in arrears. They represent, however, only 5 ~~rcent of the 
value of lr ·ns outstanding. INDEFUND is projecting loan 
dishursements over the next five yea1·~ rf over MK 65 million. 
This contrasts with less than MK 8 million in the past five 
years. Our discussions with senior INOEFUND officials 
indicate that existing levels of finance are adequate to meet 
all the good projects with which they are presented. 
Significantly increased funding levels, therefore, will need 
to be taken up by riskier projects, which require better 
evaluation and closer supervision by INDEFUND. Again as with 
SEDOM little research has been carried out 0.1 future demand 
for credit. 

We have therefore reduced INDEFUND's projected funding needs 
for onlending by one-third. Exhibit E presents our 
projections of rNDEFUND's financing needs for the next five 
years. 
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5.7 MUSCCO 

The withdrawal of the other core SME support institutions from 
assisting micro enterprises will place an increasing demand 
on the credit union system. MUSCCO's loan disbursements are 
expected to be almost MK 11 million over the next five years, 
up from MK 1. 5 million in the last three years. These figures 
are only for the lending by MUSSCO to credit unions and do not 
include direct lending by credit unions to their members. 

Since MUSCCO's lending is to individual ~redit unions and not 
direct to members, and because credit unions will have to play 
a bigger role in the future in financing micro enterprises, 
we have not adjusted MUSCCO's projections for credit needs. 
It is also likely that MUSCCO will be the recipient of some 
of the potential excess funding which may exist in other 
organisations. 

Exhibit F presents our financing requirements for MUSCCO for 
the next five years. 

5.8 DBllAT'l' 

The impact of the chosen options on DEMATT, discussed in 
Section 4.7, indicate significant financial changes to 
DEMATT's current five year projections. There does however 
appear to be a need for the technical advisory services 
performed by DEMATT. Whether these are done by DEMATT or by 
some other organisation they will still need funding. For 
completeness we have left these costs in DEMATT but they 
should be considered as costs associated with the provision 
of advisory services. DEMATT' s projections, also, do not 
appear to include a factor for inflation. In addition, the 
costs of technical assistance seem low. Exhibit G adjusts for 
these factors and presents our estimate of DEMATT's funding 
requirements for the next five years. 

5.9 MEDI 

Section 4.8 indicated that the effect on MEDI of the selected 
options is minimal. Except for factoring in inflation, no 
significant adjustments to MEDI's five year projections have 
been made. Exhibit H presents our projections. 
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5.10 NRCP 

Since NRCP is being wound up and its Economic Promotion Unit 
clearly targets micro enterprises and income generating 
activities, there is no financing need as far as SME is 
concerned for these organisations. 

5.11 POET 

As discussed earlier in this report it is felt that there is 
probably no need for a seperate organisation for this 
particular training requirement. We have also questioned the 
level of expected demand for this type of training. our 
financial projections, presented in Exhibit I, therefore, have 
reduced POET' s funding needs from MK 7 million to MK 5 
million. This funding is what is considered necessary to 
support the training requirements. Given the earlier comments 
regarding the need for a seperate organisation it is likely 
that this will be utilised elsewhere in the SME sector. 
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6 IMPLEMENTATION 

6.1 Introduction 

This report has outlined the options chosen by goverrunent to 
strengthen the support given to the SME sector. The impact 
of the selected options on each of the core SME institutions 
has been idcntif ied and financial projections of the funding 
requirements have been prepared. This section presents an 
action plan to implement the selected options. 

The implementation plan can be conveniently divided into two: 
a high level one which needs to be pursued by MTI and more 
specific actions which need to be implemented by individual 
institutions. 

6.2 High-Level Implementation Plan 

It has been decided that a number of newly-established or 
strengthened units should play a greater role in overall 
coordination of the sector. The immediate priority, 
therefore, must be to get these units properly established 
and functioning. In addition, there is a need to identify 
and confirm funding sources for the financing requirements of 
the SME institutions over the next five years. 

The high .. level implementation plan should consist of the 
following actions. 

o Obtain Agreement of the Office of the President and 
Cabinet to Host the SME Sectoral Coordinating Conmittee 
(SMEC) 

This will be the highest level unit of overall policy 
coordination within the SME sector and it is essential 
that it be established and functioning quickly in order 
that it can be involved in the implementation process of 
tne options chosen during the course of this study. 

o After approval frc.:1 OPC has been obtained, the following 
specific actions are required. 

Have the various ministries 
representatives to the corrunittee 

appoint their 

Identify and then appoint a suitable official to be 
the fulltime secretariat to the committee 
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Have the connittee endorse the reconmendations and 
action plan of this report 

Ider~tify ways in which greater autonomy can be given 
to GOM-controlled support institutions 

Begin to identify ways in which micro enterprises 
and income generating activities can be supported 

Establish the Small and Medium Scale Indust.cies Unit 
(SMIU) within the Ministry of Trade and Industry 

SMIU will have the responsibility for the day to day 
coordination of the SME support institutions. It will 
incorporate the functions and responsibilities of the 
present Small Scale Industries Unit as well as the READI 
Coordinating Unit. Unlike READ!, however, it will have 
responsibility for all SME support institutions. 
Staffing of the SMIU should initially be done from the 
two existing units. 

Specific actions which will be required from SMIU are 
the following. 

Identify and appoint a suitable technical assistant 
·to oversee the coordinating role 

Identify consultants to carry out various studies 
and strategy reviews set out in Section 4 of this 
report 

Review and agree wich the individual organisations 
the financing requirements for the next five years 
for the SME sector 

Prepare a project financial proposal for support to 
all the SME organisations for the next five years. 
In conjunction with Treasury, begin discussions with 
interested donors on meeting the financial needs 

Identify ways in which the structure and management 
of GOM-controlled support institutions can be 
strenthened 

Identify ways in which staff retention rates can be 
improved at the support institutions 
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Establish guidelines for Ministry's interaction with 
SME institutions and clearly identify roles and 
responsibilities of all parties. 

Establish the Policy Formulation, Evaluation and 
Monitoring Unit (PEMU) within the Ministry of Trade and 
Industry 

This unit will be responsible for enhancing MTI's 
institutional capability to evaluate and monitor the 
effects of goverrunent policy on the SME sector in order 
to help improve on these policies. The proposed 
Industrial Sector Opportunities Study will be a good 
foundation upon which to establish PEMU. 

The following specific actions will be required. 

Obtain approval from the department of Economic 
Planning and Development to have the economist 
chosen to head up this unit be a permanent employee 
of MT! 

Identify and appoint the senior economist to head 
the unit and two other economists 

Identify and appoint a technical assistant 

Make PEM'J responsible for overseeing the execution 
of the Industrial Sector Opportunities Study 

Make PEMU responsible for establishing a 
comprehensive sectoral database with an analytical 
capability 

Have PEMU initi~te a census of manufacturing 
industry in order to establish the current structure 
::if the sector 

6.3 Implementation Plans for Specific Institutions 

The previous section outlined the high-level implementation 
plan which MT! needs to oversee. In this section, action 
plans for the individual SME institutions are presented. Most 
of these can be implemented immediately and do not have to 
await the completion of the high-level action plan. The 
strengthened SMIU should monitor these activities. 
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6.3.1 

0 

6.3.2 

General 

There is one general action which all SME institutions 
need to perform. 

Identify the Implication of Not Supporting Micro 
Enterprises and Income Generating Activities 

Each SME institution needs to review its five year plan 
in order to amend it, if necessary, in light of the 
decision that the institutions are not to target their 
support only to enterprises falling within the definition 
of the sector as it now stands. The effect on 
organisation structure, staffing levels and credit 
requirements need to be taken into account, new 
strategies need to be identified and implemented. 

SEDOM 

Given the proposed changes identified in this report 
SEDOM in one of the organisations which will be most 
effected. This provides SEDOM management with the ideal 
opportunity to strengthen the institution and to 
significantly improve its financial capability. At 
present the poor loan repayment performance of SEDOM's 
portfolio threatens to jeopardise its continued 
existence. Without significant donor support to pay for 
ongoing operations and new lending it is difficult to see 
how SEDOM can continue to survive. SEDOM needs to 
implement the following actions. 

SEDOM needs to develop specific measures to improve its 
loan monitoring and debt collection function in order to 
generate acceptable cash flows from its existing 
portfolio. In addition, it must significantly improve 
its loan appraisal function to prevent the current 
situation from repeating itself in the future 

Undertake an audit of the current loan portfolio to 
establish the true exposure to potential bad debts 

Critically analyse its own institutional capability and 
determine whether it can continue to be responsible for 
so many peripheral activities at a time when all 
resources need to be concentrated on improving its 
performance in its core lending activity 
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6.3.3 

6.3.4 

Undertake a staff training needs analysis 

Review its entrepreneurial training needs and explore 
cooperation with MEDI in the areas of curriculum 
development and course presentation 

INDEFUND 

Although INDEFUND shares some of the same problems with 
SEDOM, the scale of the problems is not as severe. 
INDEFUND should implement the following action plan. 

Identify ways in which its loan monitoring and debt 
collection can be improved 

Improve its project appraisal 

Explore cooperation with MEDI in the areas of curriculum 
development and course presentation for entrepreneurial 
training 

DEMA'l"r 

Like SEDOM the impact of the selected options on DEMATT 
will be extensive. Until the actions set out in 6.3.1 
above are undertaken it is not possible to predict the 
extent of the changes which DEMATT will need to make to 
its current level of activities or the range of the 
services offered. Once this initial review has been 
undertaken then DEMATT should implement the fallowing 
action plan. 

Amend DEMATT's trust deed so that it reflects its agreed 
scope of future oper~tions 

Develop a financing proposal by which GOM, and donors 
through GOM, support DEMATT in a method which better 
links payment for actual services delivered and results 
achieved. Since GOM requires DEMATT to become more self 
sufficient, but the types of clients DEMATT supports are 
those who find it difficult to pay the full cost of the 
services provided, there is a need for a better link 
between DEMATT' s costs and the services it provides. The 
present open-ended arrangement whereby funds are provided 
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6.3.5 

6.3.6 

regardless of results cannot be supported indefinately 

Undertake a staff training needs analysis and then 
develop a plan to bridge the gap between the 
organisation's skill requirements and those offered by 
its staff 

MEDI 

The decision that clients of SME support institutions 
should be able to demonstrate minimum levels of 
management skills will increase demand for training in 
a number of fields. MEDI should implement the following 
action. 

Develop stronger links with the other core SME support 
institutions to explore ways in which MEDI can assist 
them in curriculum development and course presentation 
to better meet their client entrepreneurial training 
needs 

POET 

There is significant doubt over the need for a seperate 
organisation to carry out the functions performed by 
POET. POET needs to be reviewed to establish the most 
appropriate method of carrying out this training. 
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1 .41 ~ 1 .f uC f..NF ~ . ,..-. i . .t.t~?. ~ 970 I .--t::J • 
.... :""':~ ~ .. ., 1 .. 1 c 
~,_;--- - . ' 

.., 
:::48 :=:> &j , f: '2E 
~; 7 ~..:.-'"f 1 .01 f, 

2 .5(~~~ ".• ~~~' 1 (\ .~!:.':' 

{i 

E.?2:0 7 ,tf ; ')7 .?f,f: 

8~;0 l .v~.(: .:;_~.:;~ 

~,_379 6_[,57 24 '.'.;:=:! 

47:~ r:. 2r. ~. 

~ !::? 

~,~B[!2 - .. 21 ~ , 4B3 I 

1 f.s~!JSt::c~ does nu1 e:unstde:· !~an re1)ayrf,er:~~ ~~- be-;;-·;~i ~··.:ai:~k:~e 1c· i1r-~nct- t:·,t- funct~·;9 

~::!p. !~ ir~ends to p!:=c"O' <;1JCh money in .=.n inte•es~-ea!"ni!"I? o:i~posit accc1.r~' tc act a<: 

a rest:·:-~:e fc.·r ·~·.l:e-r: dr:n!H. fltr:d:n9 is insuffi;:;i::·f;t to tYit?E-1 C!f't?i°atin~t ra:·etis. r-l::::h.Jf~!!;·. 

if such funds were de~h.Icted from tot?.! needs (as wif.h the other crer!it in~,;~,_otionsj 

the f: .. mt!ing g.:;p ·would be less. 
, 

; 
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Sr.,~E SECTOR FINANCIAL REQUIREMENTS 

DEM1\TT 

,cu~b 

• 1 S::i.lan-?s and Opera~1ons 
'...: Tw.:J-,;-,i..:~i As~ist.:::-..:;t> 

·- ._.:,.:::-~to~.~; 

~v1, ;u u,:.~ion 

'.£! S:./:·;o;_::! 

•Revenu~ 

: S St?:f-Gt?rtt?r.ai~d 

. 
: 1 v ;: unclin9 Gap - Core 

111 Non-Cme 
! 

Vear 1 

'l 091 
1 .:2bC 

1 B? 
i ..... 

~-,_. -

6.1 r.-. C·C 

1 (; 
-. ----. 

6 , ?e 

3.21 z 

9,330 , 

Year 2 Ye:t• 3 

4 ,9')~ 5.t:9i 

1 
r.:-.r 97 . .O·-·o • 

·. - 1 

... -~ 

f .t~~·· 1 7: .. t:. , .... 

:!•i 27 

7.47f:· 
., f.77 

4.01 ~ z.cq? 

, ,4% 5 7·")~ , .. _ .. 

Exhibit G 

\'ear 4 Year 5 ; Tot~: 

7,!]69 8.4133 3(·~!144 

(i4li ~.f. ' ;. .. ., 
- - -'-

... .. C" .. 
~ . :.., ...... 40C~ ~-1 00 

(' 

0 
9 :;::2 .. O,C:32 

.r _,., t;t;S I --;~: 

~.:i 
,..., ... 

1 .... ~c. .:.>= 

8.929 ~ 9·3::; 4(•.31 2 i 

4 1 S? r-.r•r:. 4 0 .972 ' I 

, . 8C J 

c.~4s=: !::f 4 ·Jr•··. 
~' l : .-::;· ... , __J 
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SME SECTOR rlNANCIAL REQUiREMENTS 

MEDI 

frwiK ooo; 
:ccsts 
!1 S::tlaries and ()pera~ions 
f 2 T .:rcJ·.nb::.:.! .As.s.is.tdnc.:o 

t4 Stud1rs 

!E Credi~ Fund~. 

! 7 Construction 
:g St.?h!ot.a! 
' •Revenue 
' 0 Si:lf-G~rn?tateci 

v~rl 

831 
1.~4[.; 

"':'r.r. ..:..·-··.·· 

125 

1263 

{, F1" •.:JI 'f 

Ye..:u 2 

134 

809 

Vi!ar 3 

1,197 
.. • -.r.r 
••• : ,:1-; 

:28S 

E-9::: 
14.:i 

4f.f. 

73 

74[· 

15:;, 

~· i1CI 
... : • t t -

E>thib!t H 

Vear~ 

,. .. r
, t ._. 

16? 

3.fE7 

':• c:.· .T'':• •. : .... ..., 

Tot.ai 

!...422 

3 48[. 

726 
0 

2.538 

..... ,- .. 
.:.-01 i 

19.482 
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SME SECTOR FINANCIAL REQUIREMENTS 

POET 

'.Gcs!s 
•1 5glario?s anti Ope .. a~!ons 
!2 1 lk'.::l-,ni.:;;dl A~;;is,.~r..::o? 

i3 St.:ff Training 
,4 Sturiii?s 
Je Cor.1modrti~s 
!E Cred~ Fun:f~. 
I 
, ; Construc~ion 

Revenu~ 

1 (i Funclini:t Gap 

v~rl 

500 
(; 

H!C 
H>(, 

5C• 

7fr0 

f10 

?00 

Year 2 Ye::tr 
.., . -. 

f!)(' !2() 

(; (J 

~~ ..... 14~ ·~·.· 

H•f' 116 

:.J:"i 
,,;C 
'"'~ 

E~·; ~ (;37 
' 

f.l.' 7'L 

ft?1 9f 5 

Exhibit I 

Vear4 Yea.-5 i 
l °"' . 

! 

eM 1 .03? i 3.721 i 

(J (J (J . 
1?3 :;:c: 744 

I 

124 i ::::4 ~f:l 

f,2 f,? ·.:::u I 

r 
(• . ·~:· ... : i ...... . •,-: !:·.~·2;:. I ~----· 

--:-;:--; 

86 1 (;.:i ': -;--~ -· ... 

i 1 ·:·7 . .., 1 341 4 ~~ii 




