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THE S"IATUS Of SMis I• 'IHE P'l'A REGIO~ 

EXECUTIVE ~MARY 

SMI Definition 

While a universal definition of S~I mcy be untenable anc 

even undesirable, it meiy be ine\"i tabJ.e ane desirable at 

national level to facilitate ptactical implementation of 

incentives ane other support fac:.!.ities- Most PTA 

cc·~r:tries' definitions of SMis appear vell suited to me·et 

this basic objective. 

The Role of Siiis in National ~omies 

Uncer a generally difficult ecc=:~ic envircnment the SMis 

in PTA have exhibited relative •::alit~·. and significantly 

helped ';o su~ tain many eccnomies •hen large ineul: tries we:-e 

ccllapsin~ or ope-rating beloa =a;acities du~: to foreign 

exchange and other difficulties. These S~Is have contri

buted to employment creation, foreign exchange conservation, 

equitable distribution of incOlft- opportunities, the floa o! 

goocs anc services, promotion of !.inkaqes among various 

economic sectors, and general ec~nomic development. i 

Institutiona1 Framework 

Host PTA ccuntries have delibe::ate policies ane p1ograwme-s 

for Sllis, and a public agency far policy implement at ion. 

NGCs are also ac:tj.ve in SMI det'e:opme,r.t. 

Ccnst.r4'ints 

Among the major general constraints are finance at both SMI 

level and promotional agency level, inadequa~ ... technical ar.d 

mana~ment skills, foreign exchc~ difficulties, inadequate 

supply of sui~able production pnaises, poor technology, and 

an wx:onducive legal anc! commerc:~l environment. 
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(ii) 

SMI Incentives 

The most ccmrr.on incentive among PTA cc·unt ries is the 

creation of specialLsed public institutions to focus on 

S~ls. In some ccuntries there are tax holidays, customs 

duty exemptions, and special allocations of foreign 

exchange. The SMI i.ncentive package in mo~t PTA ccuntries 

is not as corr.preh~nsive as it is in aost Asian countries 

for instance. 

SMI umbrella orgar.isations ir, PTA have been learning from 

others throu;h study tours anc1 pr ofessionc 1 ineuE trial 

attachment. ~here hcve bPen intra reqional transfer of 

tech~ology, a~e oth~r form~ of coopera~ion. All th~se have 

been on ad ho:: basis. There is tremen:fous scope for regional 

cooperation •r.ich can be exploited through deliberate ane 

systematic programm£s such as identifying and strenc;. the-ning 

suitable national i~titutions to serve as reqional centers 

in sp~cial fields. 

There is urgent need for international £inane ial support 

ar.d techniczl assistance tc improve tbe financial bases of 

the credit function of ur:ibrella orgar.isations, and the:ir 

human resource development. There is also ne-ed for 

f inar,cial and technical support to thf PTA to strengthen the 

regional foc~s on SKXs in the conti:?xt ~~ o..-era11 regic:ial 

industrial policy. 

~ecoml'iendati.Gns 

National Got"ernments need to address tlr.t SMI fincnc ing 

problem more realistically than has beea the general case. 

The budgetary alloca~ions to SMI umbrella organisations 

could be mc;re generoalS. 



(iii) 

A reasonable level of externc l financial support cou1d be 

ct:annelled to thE- SMI sector through these umbrella institu

tions. The programmEs of industrial estates should be 

eccouraged as one of the remedies of thE: problem of ~oper 

factory sheds, although the.se ~ust be properly appraised to 

avoid the problem of poor occupancy rate • 

• 

i 



I N'l'RODUt:tlON --------------------

The Preferential Trade Area for Eastern and Southe-rn 

African States (PTA) includes Burundi, Comoros, Djibouti, 

Ethiopia, Kenya. Lesotho, Malawi.. Mauritius, Mozamt.j que, 

Rwanda, Somclia, Swaziland, Tanz~ia, Uganda, Zamt·ia and 

Zimbilbwe. According to the PTA charter. all the ineepender:: 

countr;_es in the. sub region are free to join. In this 

pa~r, reference to PTA will generally also include eligib:e 

memtes wt.o have not yet ratifim thE' PTA charter. One of 

the wsic objecti-;es of PTA is the promotion of regionc 1 

ecc·noeic deve1opment throi:gh increased econvmic interactior. 

among llf,mber states. Thu~, alfOllS othE:r specific objectives. 

the· PTA aims at reducing barriers to intra reg~.onal movemer.: 

of resc-utces and products anc thus facilitate the pooling c: 

regiO!!lal resources and mcrkets. 

This pcper is one of three basic ;cpers :for the PTA 

rec;ioccl workshor on Small ane ledium !Ddustries (SMis) wh:::-. 

will !oci.:s on (a) policies and strategies of SMis ane (b) 

regioul cooperation in the pr090t.ion of SMis. This paper 

will present t.hc current. status a: SMis in the PTA region. 

It will highligt:t the cutrent role of SKis in natior:al and 

regioul economic developmer.t process, tbe institutional 

framKack, and the major constraints faced by the SMis in 

the- PD ccuntrie.s. A section is devoted to the ptoblem of 

SMI fiAancinc; becau~e among thf! ujor constraints faced by 

SMI sector, it hc.ppt·ns to be thE l:incinq cc-nstraint >n SHis 

in m~t PTA countries. Since reqional cooperation is the· 

subject of another paper, it will not. be dis cu~ sed in 

d£otail in this paper. 

The PTI is not a homogenous entity. There are marked 

diffen11ces a110ng PTA ccuntri~s ia geographical sizes, 

population JeYels, economic ane ialu~;tri~l structutes and 

strenqtbs, economic anc1 social in!rastroctut e and other 

eccnOtlic variables. 

2/ ... 
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If there is one cc-mmon feature, it is the desire to ineus

trialize, and a general reccngni tioc o: the ro1e of SM Is in 

the i;ieustrialisation and ger:eral eccirDomic deve1opment 

process. thus practically in all PTA cc-untries thE-re are 

sc.me deliberate po1icies anc programtes to promote SMis. 

Of course th~re are differences in policy articulation, SHI 

inEtitutional framevc.·rk, range ane severity of constraints, 

ane the- relative ro1es of SMis' contribution to socio economic 

development. However, these differences are more in 

magnitude rather than in subs tan ti ve content. 

Thus wi thoct any assumption of homogeaety, this pape-r attempts 

to present a ger:.era1 picture of the SKI situation in the 

region by focusing on the i:r incipc.l general features rather 

than by a catalogue of country profiles .. 

Some specific coun>.;.ry experiences are br1.,ught out to 

illuminate tbE genera1 picture and to bring out. comparative 

positions. The paper cor.cludes with m evaluation of the 

situation and sc•me- spE-cific recommE!r:.dctionE for enhancing 

the- vitality of SMis in the general context of nationc 1 

ard reg] '>nal economic development. 

3 I . .. 
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DEfIIITIO•S Of SHIS 

~t a recent international workshop on SHis, an attempt to 

d!.scuss the definition of Sllis provoked a ler,gthy debate 

vbose final conclusio:l or lack of it could not justify the 

heavy investment in time. Ironically, most of the debate 

time was spent not so much on the substanti"le issues, but 

on the wisdom or futility or attempting an SHI definition 

vi. th some uni versa! a;>peal :tr not acceptability. It i.s 

generally accepted that SHis have to be defined on the 

basis of local objectives aad circumstances rather than on 

a universal scale. Indeed ••en within national boundaries 

tbe issue of definiti:>n of SMis is no~ quite easy. 

A national definitior: of SMr is usually necessa:-y to 

f& c i li ta te pr,ctical !.mplementa ti on of special incent i. ves 

acd specialised· suppo:-t serTices for SHis. The definition 

mcst also capture the nation.al objectives in such critical 

factors as target gro'Jp, use of local resources, and tech

nology choice. The definl tion must also have capacity to 

accommodate normal dy:lamic changes as well as a~iy other 

ar::;ticipated changes i:l the economy. 

Kost PTA countries bave wise1y avoided the rigidities of 

statutory definitions of SM:Is. In many cases they are 

gaided by convention based on ~he practical realit.ies of 

tbe principal SHI specialised support institutions. Such 

conventional definitions are sometimes based on the lending 

li.aits of SHI specialised financing/promotional agenci.es, 

e.g. Malawi, Kenya aad Botswana. In some coucitries, tbey 

are based on employsent level.a e.g. Lesotho, Mozambiqae and 

Zi.abab·-1e. In some countries. the investment and asset 

le•els are the basle factors in SHI definitioi::r. In •o•t 

ca•es the use of local resoa.rces is a ma,Jor a4ditional 

factor in the de fiaition, aa• so is the use or labour 

i•tensive technolop. 

/ 4 ••• 



In most cf these countries where fo!'eigners or pari:lstatals 

dominate the large industries aJ!d genera~ e.:onomy, the SH!s 

have, by convention or by explicit charters of SHI special ... nd 

institut:ons, been associated vitb the deTelopment of 

indege!!ous entrepreneurs. 

Host PTl countries do not appear to have serio·Js practical 

problea.s arisiq from the definition of SMis. But those 

few vi th statutory definitions based on •ola ti le factors 

like investment level can expect so!lle operational problem.:; • . 
For iasta!'lce tbe Zambian statutory definition of small 

industry vas according to the 19!1 Act based on a maximum 

of K250,C~O iriT'estment in plant snd machinery when K1 = $1. 

With Ue !'apid iievaluation of tbe Kvacha (Zambian currency) 

which new stands at $1 = K 16, the !l:aximu:n investment has 

been rcised to ~ 1. 5 million, but even th:.. s change has not 

yet bee~ fully processed through the legal red tape. In 

Ethiopia the 1917 proclamation O!: S~I de!'ined small industr:.-=s 

on maxi:n;: investment of 200, 000 3irr in plant and machinery. 

and was re?ealetl i>y the 1989 spe:ial decree on SM! which 

h·as capital ce11ing of Birr 8 million. Given the frequent 

and vioie=it flui:tuations in many PT! member countries' 

currencies statatory definitions based on aonetary factors 

can create serious distortic ns 19 the operational arena 

especially given _the long periods it takes to amend Acts 

of Parliuent, or to issue remedial statutory instruments. 

In Zambia for 1astance after rapid devala.ation of the Kwacha. 

the K250,000 eel.ling was simply r.ot a meaningful amount for 

the ty~ical ballkable project, and tile delaJ' in amending the 

statutory invest.aent ceilings did create barriers to credit 

for maar SHis. 

Fortunately onl~ a few countries appear to have the risk 

of suffering rro• rigid statutory difiniti.ons. As long as 

def in it ions a re considered necessary to t'ac i l i ta te deli very 

of incntives aad services, the cllallenge is to avoid 

rigidities that can stifflf9 the bas!c objectives. 

5 / •.• 
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THE ~CLE OF SMis 11 t'ATIO?\AL ECONOMIES 

In practically all l>TA coc.nt r1es there is ger.erc.l recc·gni ti on 

of the s.-1s • role in the ecc·ncmic a.od social developmer. t of 

these cot:.nt ries. With the- except ioa. of Botswana, practically 

all PTA countries suffer frcm a severe foreigr. exchen~e 

ccr.straint which tenc to ei:acerbate oth€r ecc•nomic weakness.es_ 

In pcrticular, the foreign exchenge problems heve severel.y 

c::instrain.ed the operation~ of large scale indl:strial plants 

which are capital intensive and therefore import oriented. 

Because of difficult access to imported spares, replacement 

equipment. and raw materials, some of these incustries hcve 

been forced to operate far be!.op; :apcci ty or even to clo~e 

down. 

The SMis have also sho"n c~c.:::ity to survive and even thrive 

uncer generally difficult con::: t ions. Thus when large . 
indi.;stries collapsed durinc; the civil turbulances in t.:ganc"ia, 

the small industries came up and cc Cl..£ id er. tly helped to sustain 

the economy. In Mozamt•ique during "'the current gene"."al 

de-cline in ecc·nomic activities, the smell industries heve 

bEEr: rising and helping to sustain the: economy. When in 

Tanzania and Zambia the larqe inc'ustries were rendered 

il'effective by severe foreiCJD exchamge problen1s, the 

CC[.~urr.ers bed to dei:;end on SMis for .such basic needs as 

s<:ap and other i terns. Even where tbe S~Is • role may hcve 

bet:r. less visible, the re is a ger:eral recognition of tht

relative vitality of the SMI sector 'Under foreign eJtctange 

and other advc:rse circum~ tan< es. 

The SMis ~end to survive better in times of diffici.:lties 

beccuse of thf,ir flexib.i lity. Because they are small, SMis 

ca:- abs.orb exogenous changes in th~i..r financial structure 

am! othe·r operational facton better than thf, large 

i~stries where similar ct,i!D";es mc.·7 lead to unbearable 

dUtortionE tn the technical ar.d financial viability of the 

CQl'Pc·ny. 

6/ .• -
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Kor~over, SHis - generally as a matter of basic surviYal 

instinct - have a high propensity to improvise. Thus f"aced 

vi th relatively aore severe barriers to credit, and f'oreign 

exchange for imported ~achinery and raw materia:s, the SHI 

sec tor has exhibited a flair for innovation and d~velopmen t. 

V!lere large industries' operations slackened due to l1'ck 

o~ various imported items, the SMis have develo~ed machinery, 

equipment, local raw materials including salvag:ng of' scrap 

aaterials to maintain and ewen improve their inclistrial 

operations. They bave alsc developed new produ::ts t.ased 

on locally available resourcas. Perhaps the most dramatic 

example of such creativity a•ong SM~s i~ Uganda. but. it is 

qai te evident in •any other PTA countries. In!ieed, tbe 

t?"agedy of the matter !.s th.;;, t few PTA Gov~rn11er.:s recognise 

t!::is economic .power o~ SMls to the extent of p?":viding 

a~ equate policy suppo:-t and f"i nanc ial re sources. 

!!e!~X~!~!_£~!~!!~ 
Partly due· to poor te::hnology base, l'IOSt SMis i~ PTA 

are based on simple e~uipmeot including locally a.id so•e

times crudely fabricated machinery and equip£en':.. Thus the 

S~I sector in PTA is generally associated with :abour 

intensive production !llethods. Indeed in many ccuntries th£: 

lab1-,ur intensity or SHis is a major factor for the proaotion 

or SM Is. With the exception of Mauritius, practically a 11 

PTA countries have - in difrerent degrees of .severity -

some unemployment problems. In some countries, ~otab1y 

Zambia, thf! high uoemp loymeat rate among the yo:;th is aeen 

as a major cause or the increasing trend in tile ::rime rate. 

Tiie absence of prodmetive job opportunities i15du::es so•e 

youth to switch their energies and sometimes well educated 

minds to crimes and other anti-social activities. Thaa 

so•e countries empbasize SMX• as a way of cont.aining t.be 

unemployment problea especia1ly among the youth. 

7.f ••• 
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In some countries notably Mozambique, Zimbabwe, and Zambia 

the Ministries responsible for Youth have solr:e sma 11 

industries projects which eaphasize creation ~f youtb employ

•ent. What is needed is f'or these rather ad noc projects 

to be integrated into a aore coherent national SMi policies 

and programmes. 

:In a number of PTA countries where the large industries 

bave suffered recessions aainly due to foreign exchange 

pr~blems, the SHI and inforaal sector operations haYe 

helped to absorb labour. Most of the informal sector 

activities appear to be petty tr a ding and com=erce •bi ch 

largely constitute disguised unemployment. However. the 

small manufacturing units including those in t!'le inrormal 

sec tor contribute s !.gnifican tly to the flow o: goods and 

productive employ1:e::t. Ic. Uganda for instance since the 

collapse of large industries in early 70s, practicaLly all 

industrial· goods and industrial employment co=es fro• the 

SHis. In Zambia, most of the kitchen equipment and 

utensils for most homes (•ainly low income groups) such 

as charcoal stoves, pots etc., come ma inly from the informal 

sector manufacturers. Aceur;lte statistics are hard in all 

PTA countries, but the SH:I contribution to GDP and e•ploy

•ent is quite substantial in many PTA countries. 

REGIONAL DEVELOPIEI>~ 

Another practical role or SMis is the dispersal and 

equitable distribation or industries, emplo7ment and income 

opportunities amozg geograi>bical regions. In most PTA 

countries the majerity or people live in rural area• vhere 

they depend mainly on pea•ant agriculture. In many 

countries there is the problem of migration to urban 

centers - and for tesotho _and Swaziland, migration to 

South Africa - that leave• rural areas witllout a re11able 

•uman resource base for ds•elopment. 

8/ ..• 
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Even in the relatively stro.:\g economies. the rw.;-al areas 

of Ptl countri.es remain relati•ely underdeveloped vis 

urban areas. In Mozambique for instance, the colonial 

inheritance is a situation where 90~ of' industries are 

located in the two major cities i.e. Maputo and Beira. 

There is politi.cal and economic pressure not only in 

i-it.;o:.aauique to spread industrial activities to other areas. 

The S!!iis are particularly suited for this because partly by 

virtae of thei.r size they are relatively foot loose. !n 

Lesotho and Swaziland where migr-ation or able bodied young

me~ to South .&f"rica has tended to depress the economic life 

of raral areas especia~.ly the spread of' small ind 'JS tries 

in rural areas has significantly helped to sustain reasonab:e 

living standards. In Hozambiq•e vhere MNR bandits have bee!: 

disrupting nor•al life in rural areas a11d forcing rural 

people into refugee camps, thP- s::all industries in rural 
• 

areas serve as a stabilizing ia!luence. Once a rural 

comamity can 1.dentify their economic a11d social well 

being to a local small industrJ, they do their best to 

guard it against MNR destructin raids, and try to 

consolidate tbeir residence. Tilus the aaall rural 

industries are helping to stabilize Mozaabique 's rural 

population eTen in the face of bru~al physi.cal harrassment. 

In contries vbere rural urban •igration 1.s propelled 

merelJ by economic forces the ef"f'ect of' rural industries 

on rural population can be and laas indeed been significant. 

PACX1!D1 CF CPP.ltAT.I~ LINKA~ .AIDG VARIOOS ~S 
~-----..,---~------- -----------

The spread of' SHis to rural areas is not merely a matter 

of ecDDomic or social equity, it is indeed a matter of 

funda•ntal national economic denlopment. The natural 

base ror most PTA economies is agricultare. But systematic 

development or agriculture requires eff'ective linkages with 

industry. Tbe agricultural co-an1 ty requires various 

productive inpats and consumer goods fro• the industry 

sector, while :industry requires agricultural inputs and food 

for ita worker•. 

9 I ... 
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Hist.,rically most PTl countries have had economic d::hoto•ies 

involTing an agricultur-al sector that exported aost :>f its 

produce for processing in the factories of the colc:-:ial aaster, 

and i•pot"ted manufactured consu•er and agricultural inputs 

in return. There was usually also the modern sec to~ that 

someti•es involved extractive industries that expor:ed their 

products in raw form and imported manufactured ite~: like 

the agricultural sector. Host countries are nov anxious to 

improYe the operational linkages betw1en agricultural and 

industrial sectors. tbe SHis are playing an active role 

in· agro processing and in making some productive in;uts 

for agriculture as well as basic consumer goods for 

agr ical tural communities such as clothing, furniture and 

house construction materials. 

PRCMJ'fiOi <F Nt14D; PARTICIPJTI~ IN JHX.JSTRIAL ACTIVI~ 

The S~Is have .also prowed effective in promoting v::=en 

participation in econoaic activities. As a positive 

reaction to historical biases and barriers against •~men 

in economic activities there is today a world wide ::ampaign 

to iaprove the pa:-ticipation of vomen in the ecoao:::.c 

activ1.ties. The past biases against women had robe: society 

of tbe potential contribution or women. The speeia:.ized i 

SHI programmes have coatributed to women participat:.on in 

industrial activities. In Lesotho and Swazilar1d, t~e 

majority of entreprene11rs enjoying the · r vices or spec i a J.. i zed 

SHI services, and actually actiTe in bus1ness are v~31en. 

In otber PTA countries ~be majority entrepraneurs a!'e men., 

but tbe number of women entrepreneurs is rising. ii!:.ile 

some biatorical barriers against women remain, there is 

need Cor appropr:I :ite praigrammes ~ In Zambia for ia.s:ance 

in recognition of tradit.ions which inhibit some ween fro• 

vorkiag outside their homes due to a heavy and di.sp!:'oportl.onate 

burdea or household chores on voaen, SIDO has a pq!"amme or 

taking industrial acti•ities to such women in their homes. 

rather than bringing tx vomen rrom home to proje~ outside. 

~i th adequate funding Ulis and other programmes tt.at recognise 

and a~tempt to remedy Qecial barriers can go a l~g vay I.a 

impro•ing, the participa~ion of women. 

/11 ••• 
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The SHis in PTJ. countries do not ap;>ea.:- to have played a 

significant ro:e in :foreign exchange ge::eratio:i. Host of 

them produce f::- local markets. In t!':!s respect they have 

been very usef:;: in ::onserving foreig:: exchange by producing 

l o ca 11 y s oae o ~ u, e i t ems ~ti at used to : e imp o ~ t e d , and 

by using local :-aw aaterials and some!:=es locally fabri

cated equipaent to p~oduce products for which 1arge 

industries req:.:!.re illlported equipment a::d raw aaterials. 

There are a rev SMt exporters in texti:e and leather goods. 

In Tanzania, ur:=er t!le sister industry system some SH!s 

have been exporting ~utlery and other items mainly to the 

European sister industries that provided technology, 

equipment and sometises imported raw ::aterials. There is 

not much export within the P'i'A among s~:s. 

PRO:-•OTION Of IN'I"RA PTA "'RADE 

The SHis fa::e seriou!S ma.·keting probl'!=s withi:: national 

boundaries iet alone regional markets. :hese !"ange from 

poor inforaatic:i on .SMI products to c:::s·;:ner p!"ejudice 

against such p:-oJucts. In Zimbabwe se•:.:.g machines are 

imported to co:;iete vi th, rather than s·;;:;>lemeot the SHI 

local machi?:.es, and :!.n Uganda some si.:~a:- processing 

equipment is i=:o:-te:j while local SM!s can produce them 

at much lover ;::-oces _ In Zambia saw :::.::ing acd some wood 

working mact:.ines are imported when tte foreign ex<.;hange 

could be more efficiently used to imp:-ove the capacity 

of the local S~Is that produce such e~:.::;i:nent. Such cases 

are common in cany P'T A countries, and -::.!-.e principal causes 

appear to be i::adequate information a::~ \or) prejudice 

against SHI ;rroducts -

On the PTA regional •arket, these pro~lems are augmented 

by strong barriers against cross borde-:- trade. These 

barriers include tari.f"fs, import lice=.sing, and foreign 

exchange pro!tlems. Due to inadequate !:nternal capacity for 

foreign excbange earaing a number of PU countries depend 

on ·donor resources ror foreign exchanie. 

/ll ••• 
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Such facilities •~e orten tied to supply sources outside 

PTA. Above all :.!\ere 1.a some inertia on the PTA declareG 

policy or reduci~g colonially inherited co:=ercial linkages 

between PTA cou:i:.~iea and their former colonisers in 

favour or i•prove~ PT& 1.ntra regional trade. The basis 

for t~is inertia :21ay be too complex for adequate analysis 

in this pap~r. b~t generally it can be observed tbat the 

PTA megbers need to exert greater politic&l will and 

co••i tment to re:li~e tbe tremendous potential orrered 

by the PTA cbarte~. 

It is recognised that •ost SHis will normally produce for 

narrow local aar~ets, but there is significant scope for 

SHis to play a ~::e in regional trade. For instance Zambia's 

dry cell ba~ter; =anufacturer imports battery caps and 

other compone~~! ~rom Europe when these ca~ be more cheaply . obtained from a:: SHI in Tanzania. As a reg:.on the PTA 

has quite a nu:~e~ of such c&ses. 

Beyond such poss!.ble direct cross border transact~ons, there 

are also strong ;ossibilities of improving intra regional 

trade and natic-:s: industrial activities through improved 

linkages betwee:: .i.arge and small industries. Even if such 
1 

linkages are co::!ined to national boundaries, the improved 

national indust~ial actiYities can spill over into regional 

commercial relations. 

ANCILLARISATIQI; --------------In countries liice Japan and India where such linkages have 

often been institutiona11zed through ancillary re1at1ons 

between a large manufacturing compnay an• a number of SHI 

satellite compaaies, tbe positive impact of such relations 

has been very significaat on the profita~ility and 

operational via!> ill ty or both the large pi.rent company 

and the SHis. 

Jl/ ... 
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The ancillary relation~ u.suall~· involve the- bi.g p.:remt company 

pr o..-iding its SMls with physic a!. facilities mainly equipll!ent 

aad somE- ti•E-S factory ~hades, bas::c designs, quality control, 

tectnical ane m1:nagement quida~ce an<! training. The Sfo.I 

entreprenetu: s • responsibility !s to produce according to the 

spEcifications of the parent ccmpany. In cases where the 

parent cc-•pany does not purchase the- entire prod\:ct of the Sl'I. 

there are usually agreements fer the parent ccmpar.y to purchase 

a certain ~rcentage of expected output that helps to en~ure 

a basic mcrltet for thE- SMls pr educ ts. Mainly thr O\.•gh ancillary 

relations a.bout 75% of parts anc componen1_s for Japanese cars 

anc other aajor produ~ ts coa :rom Sllis. India• s recer.t 

ra~ic indust:rialisation has alsc to a significant extent been 

propelled by ancillary relatio::s. TbE Pr~sident of an lndiar. 

tractor manufacturing comp.:ny ct served th< t if his ccapcr.y bed 

not developed ancillary relatic:!~ wi tb SMis, it would bcve 

beu. practically impossible fo:: the tractor cc-mpany to achieve 

its :ong term developmer:t targe~s. For the p.:rent coapa·ny, 

anci:lary reljltions tene to re:-.:~e o'\-erhead costs. anc! 

ind~trial relations prot·letts, •hile improvinc; the flow of 

pc:rts and components. For tlle SMls ancillary relations can 

p1ovide vital technical ane 11e:::qement guidance, readily 

available technolo9y, producti~e resouz ces and a ready a.:rket -

all in a cc•prehensive package. 

In P:A countries the linkages between large ane sm.: 11 industr ;_l!s 

let ~lone ancillary relations are not very pronounced. 

Ger:ually tbE:re are no practica!. policies i:>y GovernmHat or 

thE business community aimed a~ deliberate developme-nt of 

operational relations betweer: :arge and small industries. 

The few significant exceptioru: to this general PTA sitiiation 

inclme the Automotive Manufacturing Company of Ethiopia (AMCE), 

the East African Industries {£AI) cf Kenya, Raymond Woolen Mills 

of letlya, aad the Zamb:i a Consolidated Copper Mines Ltd (ZCCK). 

The operations of these large compar.ies are summarised to 

illustrate t:be actual anc? potc~t ial i•pact of ancillarisation 

or. nctional and PTA ::-eqional iac\.:strial development. 

The UICE is a joint venture betliieen Fiat of Italy anc tht 

Gover:tmEnt of Ethiopia. AMCE ottains truck bodies, upholstery, 

sprin; leafs, ane batteries fr::>l!I SMis. 

13/ ... 
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It ~:ovides specifications. testing and qu<tli ty cc-ntrol. 

The ~inistry of Industry has bee~ eacouraging these relations, 

ar.d there is chance of futther and deept·r relations bet•·een 

AHCE ane Siils in the future. 

The EAI is a subsidiary of a major .ul tinational corporation. 

It inanufactures cooking oil. soap. soup. For its soup n:c.nu

factuI ing EAI depends on Sills for thE supi;:ly of dehydrated 

vegetables. EAI provides technology. plant design, q>Jclity 

cc•nt:-ol a~ technical gc .. _dance, an<! 1iaison in the financin~ 

of the SMYs one of which was funded by the- principal Siil 

ager:cy i.e. KIE Ltd. I.1 tbis way the EAI can concentrate 

better on the- actual manufacturing 0£ socp. 

Raymond Woolen Mill• produces wool thread and textiles. I+

sq:i::ies wool to SMis that •cr.ufacture sweaters for Rayaond 

to sell loc~lly and abroad. It also subcontracts Siils to 

mam.::actur:e safari suits ane othe-r clothing for exports. In 

ace-:: :ion to ptoviding raw •cte:ials Raymond provides technical 

guicance and quc. li ty control. This arrangemE-nt appears to be 

more cost effective for Rayaond. 

Thro;.igh its subsidiary, thE: Coppt·r Mining Enterprise Trust 

Ltd ~COMET), the- ZCCM is de'reloping SMEs wt•ich provide goods 
i and services to its operati~ ccmpcnies and their communities 

and c:lsc- to the ge-neral public. The basic objective of COMET 

is to assist in economic diversification from ccpper. and use 

the basic infrastructure around the copper mining areas to 

evoh·e alternative economic activities that can absorb some 

youths. COMf.T provides workshop sheds, equipment. CiX raw 

mc:terials, technical and mc:nc:gement support, and marketing 

senices. 

Altlaou~h st.ill in infant stage, COMET, after two y~ars opera

tiar.s has demon~.trated the tr•endoua developmE,nt opportunities 

inked by systematic relatimu between large and small 

indutries. COMET supported SMis are for instance pro"'1cinc; 

cewnt blocks and construction services for ZCCM operating 

Dirisions at much lower co£t than if these were pro~t:c:ed by 

ZCOJ i tsel~. 

14/ •.. 



14 

Another COMET SME is mining zinc ore where it might be 

unec~nomical fo~ ZCCM, and sells the zinc to ZCCM which 

exrorts it to other countries inc:ludinc; Tanzania vbEre it 

is a major input in the sheet metal factory. 

Studies by Zallbia's Sma11 Industries Development Organisation 

( SIDC-l indicate severa1 ::>ther opportunities for ancillary 

relation.; with direct or indirect positiYe effects on PTA 

intra regionsl trade. The challen~e is on the big ineu~tries -

bo.th pr iv ate sector and parastatal - to prcvide initiative 

and leadership. In this respe-ct, the Zaatia Federation 

of Employ£rs ane SIDO are p:anning a workshop on ancill~ri
sation in the- hope of stimulating other ancillary relations . 

• 
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THI XllSTITUTIOMAL FllKEVCRl 

In most PTl countries there is a public ;gency Cor the 

development of SHI. Tbe principal ager::: usua11y provic.!es 

comprehensi•e services in the er i tic al :!"'eas sucb as 

management and technical guidance and t!"'::.ning. credit, 

provision or industr~al estates, procure=ent serTices, and 

registration of SMis. In a few cases :-.:::ably Ethiopia, 

the principal SHI agency HlSIDA does no~ ?rovide credit. 

Most of these agencies are mos owned a:::! controlled by 

the Governaent, but usually operate aut:::iomously outside 

the Government structure. The basic o;erating resources 

cc.me from tbe· Governaent. While loan rc::::s. training funds 

and sometimes extension services funds :!"'e supplemented by 

external donors. 

Due to general econoa!.c and financial ::~straiats, and 

sometimes dae to inadequacies in SHI pl: !:y articulation, 

most of these institutions are currentl.:; having severe 

financial constraints vhich give rise t: other constraints 

such as manpower, and reduce the effeco::.veness or these 

institutions well below general expect.,.::.ons. Vi th so 

much justifiable talk about small ind~':!"'1es, tbe resource 

base of most SM! proaotional agencies i:: PTA is Car below 

the demands or the SKI sector for publi:: services. Thus 

in!pite of significant. and often undenia~le contributions 

and achievements of tbeae ir.stitutiona, ~hey tend ~o have 

a poor image in most countries because ::;eir capacity for 

delivering serwices i• very limited rel:.~ive to this high 

demand. The aost serl.ous difficulty ii loan fi.aance which 

today is the binding constraint for mos~ SHI:rs la the region. 

l 

Only a few PTA muntries e..g. ~anda, Somalia an:: Rwanda· do. not yet have a 

specialized p•blic ageacy for SHI promc-:.1on. Ia Uganda 

there are acti•e d isca•a ions regarding .special iaed SHI 

support institotiona. 

li1 ..• 
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The Uganda Small !:ldustri.es Association has plans to set 

up an SHI finandr!g insti.tution under printe se~tor control. 

A recent broad used national workshop on the devel.opment 

of small acele iallustries in Uganda has also recoi.,•ended 

the establishaeat of a national SHI coordinating ·body. 

Vi th the increasing appreciation or the critical rol.e of 

SMis in Uganda, Gae can saf"ely expect earlJ crista:l:lsation 

of current effo~s to establish appropriate institations 

to support SHis. 

In some ~ountr~es notably Zimbabwe, Mozambique, Swaziland 

and Zambia, the pr!.ncipal SHI publi~ agency's efforts are 

supplemented i>y Sovernment initiatives in a number of" 

Government or quu:.-government institutions. The •ulti

plici~y of institu-;ions s:>metimes reflects t!t! spec:ial . 
interest in SHI activities in the various Government 

M!.nistries, and so::etimes it is a reflection -Jf external 

donor's bi·ases. lt:.ile most PTA countries arf. heavil.J 

dependent on donor support for their SHI prog:-am:nes. some 

donors have a te1ldency to prescribe the institutional 

co!ldi +;ions for tlle!.r support. Thus in::iteac! of using already i 

established institutions, some donors ter.d t:i induce the 

establishment or nev inst:l tut ions as channels of their 

support. One or the principal motivations fo:- this tendency 

is ideological. llost of the donor agencies come fro11 

Western countries with a strong inherited tlias towards 

private sector. fbey generally feel that tb-.!.r support 

vill be more erfe:tive and efficiently del1nred through 

privates sector channels rather than througlt 1ublic 

institutions. 

The multiplicity •t SHI ••pport institutions is not 

necessarily a bad tbing. Xndeed, contrary to casua:i 1'ut 

rather peraiatent observati.ons, the multiplicity ot' SHI 

inati tutiona does not generally breed undue cluplicatlons. 

l 7 I ... 
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For one thing tbe demand for SKI support services is so 

high and broad that it cannot realistica11y be satisfied 

by one ins ti tut ion especially for the large PT.l countries. 

While ~ose eleaent or competitioo is inewitable and 

velco•e among these SHI institutions. the general pattern 

is oee of comp1ementarity and s~pplementation. Where a 

number of' SHI i.nsti tutions are p!"oviding the same product 

e.g. credit, soaetimes the macro col!lplementary relations 

are institutioraalized by differentiation in target groups. 

For instance ia Malawi, the Small Enterprises Development 

Organisation or Malawi (SEDOK) prcnides loans ranging from 

K3, 000 t:> K75, 000, while the I01restment and Development 

Fund (!5JEFUND} caters for bigger :;irojec-=.s with loans of 

K30,00Ci - K210.000. Even in the s!:sence of deliberate 
• 

target :iffereotiation, the shee~ size o:- SKI clients 

often :eans the services of one !.nstitut!.on will reach 

those not being reac~ed by the ether's. 

In many countries the multiplicity of SM= public and 

private ins ti ta ti on" may be ineYitable aod even desirable. 

The challenge f'or such countries is to ensure coordination 

and rationalisation of all these institutions through 

some central aathori ty. 

In addition to the publ:..c SHI institutions, there are in 

some coantr1es n'"n Governmental Organisations ( NGOs) 

specialised in SHI services. These NGOs generally tend 

to be in financial services and aax111ar~ management 

support. These are often joint wentures between 

commercial baa.It•, Development baas, and roreign insti

tutions, notalt1y the Frederich It.ert Foaadation of the 

Federal lepubl.l.c or Germany and FRO, a ••therlands 

Developaent f ia.ance house both of vhich are active in 

a nu11A~r of PTA countries. 

18/ •.• 
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The serwices of such specia:ized f'inancial institutions 

!..:Ust be seen as supplemer.ta:-y to those of the public agency 

::.n that the private ins ti tu':. ion es pee ia l ly when opera ting 

as prorit making institutio~ wil1 carefully select its 

target group within manageable geographical spheres, 

while tbe public agency itust, while exercising due 

financial prudence, cover a!.l areas with both co1111:ercial 

and deYelopmental focus. 

!part rrom SHI specialized !fGO fi.nancing institutions, 

there are not many specialized SK!: NGOs in other fields. 

3ut many public and private organisat;ions which d~ not 

!pecia1ize in SHI support services do render some ::ritical 

Hrvict!s directly to SM!! a~d soaetimes to the principal 

npport ageocies. Such !~:--1ices are often in tech~ical and 

::anageaent training of t!'a:.:'lers, and entrepreneurs. 

!hey a1.so include liaiso?: i!I R & D between specialized 

SM! agencies and these no:; specialised SHI institutions. 

Such institutions include u:'liversities and Technical 

colleges, and Research ce!lters, Business and employ£rs 

organisations. The Zambia ?"ederation of Employers and 

the Mauritius Federation :>! Employers also provide some 

limited loan facilitie.l to certain categories of SKis. 

:::n many countries the sma!l entrepreneurs have formed 

s~all Enterpreneurs Assoc:.a-;ions Vbich provide liaison 

vi th GoTernment, Commercial Banks, and other secto!'s. 

They a1so provide general b:.:siness and legal guidance, 

•anage•ent train!.ng and special co•mercial services 

such aa assistance in sec:.iring Go•ernment contracts. 

In a few cases such as Lesotho and Swaziland, due to 

complete absence of SHI s;iecialized credit sources these 

lssocia~ions have also attempted to operate revc.lving funds 

as a soarce of credit for their •e•bers. But suc-h funds, 

so far. are too insignificant to •ake a r~3l impact on the 

credit aituation. 

19, ..• 
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~ost or these Associations are iil. their infant stages and 

a~e ra tber weak in terms of their capacity for deli Yer i ng 

services to their members. Host of" them have been active 

•i~ SHI policy evolution process. The African Busiaesses 

Association CABA) of Malawi with a f"ull time staff of 12 

a;ipears to be one of the most ma tare, while the Uganda 

S::all Business Association which !las organised a rev 
i~ternational expositions for its •embers appears to be 

t:.e most active and effective Association in te.·ms of 

o~ganising its members for collective self support. 

20/ ... 
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FINANCIMG OF SMis 
wwww .... 

Kit~ the possible exception of Kenya. Malawi, a.nd Bots•ana, 

the PTA countries SM Is generally face serious financial 

constraints. For Kenya and Malawi. generous and steady 

financia1 support from multilatera1 and bilateral arrange

ments have helped to ensure a reasonable flow of credit 

to SMis and operating resources for the principal SHI 

agencies. Unlike most PTA countries. Botswana is a 

sur;>lus fund country without national financial difficulties. 

For other countries, the general national economic and 

fir:.ancial difficulties have tended to weigh heavily on the 

S!!! sector. The principal SHI publi.c agencies have not 

bee-: adequately funded both in terms of operating bud:;Hs 

an:: loan funds (for those which pro~ ide credit) • The 

ger..eral national financial difficulties have in many 

cases been crowned by hazy policy framework and policy 

instruments. Donor biases have capitalised on such 

policy weaknesses to further distort the already rather 

difficult situation. For iDstance in some countries c.g. 

Lesotho and Swaziland, mainly due i:o donor influence n~ 

institutions are being created or explored even where 

it would be more economical to strengthen existing 

institutions. In Zambia due to absence of clear policy 

so11e Donor funds and even local funds intended for SMis 

have been channelled through ins ti tot ions which are 

structura1ly incapable of delivering such credit to the 

tarqeted small industries, while Government disbursements 

to SIDO, tbe principal public agency have fluctuated in a 

•anner that makes it difficult for orderly develop111ent of 

programmes. The relative clarity and stability of 

general economic polic.l.eS and SMI policies in Kenya and 

Malawi may have faciU.tated the steady flow of external 

resources £or SMis in these countries. 
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The basic financia1 needs for SHI development are two 

fold i.e. operational expenses for extension services by 

the public SMI agencies, and funds for credit. The SHI 

need for aanagement and technical guidance is recognised 

in many countries. Thus in both Developed and Developing 

countries there are public agencies that provide these 

extension services free or at nominal cost. While mo,st 

PTA countries ?-.ave such institutions, the problem is 

usually inadequate funding for them. 

22/ ... 
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In the absence :f spec i a 1 regu 1 at ions :-=r incentives, the 

flow of credit '"rom ccmmercial banks ti: SMis is very 

sluggish anc usually negligible. The fundamental protlem 

here is the big": credit adn:inistration costs involved in 

extending anl supervising SMI credit est>ecially where the 

SMis are scatte!"ed. The cost of evalucting a $5C,OOO 

project may not be very different fro• the t of processing 

a $1 million or even a $10 million project. Moreover the 

probab i Ii ty of the s11a 11 project not be~;.~ bankab 1 e is 

relatively high. Given this relative tiigh risk of invest

ment in project ana 1 ys is of SM Is and the superior expected 

yield on big pr:jects. there is an ecor.~r.ir bias among 

financial insti:utions towards large bt.:si11ess even at the 

level of projec: identification. FurU'~r r:.ore because of . 
relative wealme:ses in technical and m;icgement capabilities 

the SMI credit !"ecipient will often require regular super

vision w~1-ich fu~ther raises the unit ccst :if SHI credit 

ad1i.inistration. Thus even in countries vi th wel 1 developed 

and competitive commercial bank sector, the flow of 

credit to SMis from con:mercial banks is very slu~gis~. 

For instance in US, loans of $100,000 an1 be!ow are generally 

considered too low to justify the loan cdir.inistration costs. 

In the Developing world of PTA, this fundamental problem 

is accentuated by other major problems includins under

developed and uncompetitive financial systems, inadequate 

collateral resoi;rces a111cng SMis, and historically inherited 

prej u~ ices against SM Is that make commHcia 1 banks in 

most Developing cocntries ultra conservative. I• most PTA 

countries SMis practically have no access to co-ercial 

.an•.•• 

bank credit except under special funded urange..:nts. Thus 

in many PTA countries specialized SMI finan~ing institu

tions have been created to ensure a reliable? source of SMI 

credit. Indeed, this situation is not p!culiar to PTA or 

underdevelope~ i:cuntries. Such institutions are also 
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found in developed ecor.omies. 

In some PTf. countries e.g. Kenya. Tanzania, Malawi, 

lesottlo, Swazilc.nd, Zaatia and Zimbabwe the priacipal 

pub Ii c agency for S•Us atten:pts to combine the credit 

function with technical and management extensioa services 

and provision of inc!ustrial shades. This is also the 

inst i tut i ona 1 structure in USA and some Western De~e I oped 

countries. Within PTA countries such financing facilities 

w-ill be the principal source of funds for the Siiis. 

In so1re cases e.g. Kenya and Zarr.bia there are also NGO 

controlled special SIU financing institutions, bet these 

will usually have a narrow target group while th; ;:iublic 

agency u~ually has poli~ical and sometimes ecom;;:i: 

imperatives to cover th; entire country. 

In a few cases notably Ethiopia and Mozar.itique the principal 

S~ I agency concentrates on technical and ma nagewer:t extension 

services and leaves credit to existing financial institu

tions and some NGOs. This is also the situation in India. 

The basic ju~tification for this institutional arrangement 

is that if the credit function is included, the promotional 

agency wi 11 be overwhelaed and w i 11 tend to neglect the 

other vital (extension} services. The major problem with 

this system is that in the absence of systematic harmonisa

tion of efforts, some services by the promotional body 

COL ld be rendered impotent and wasted by bottlenecks in 

the credit flows. This was e•pirically brought out in 

Zambia when initially SIDO did not have a fund for SMI 

credit. This system is also associated with deliys in 

completing the essential package of services. 
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The debate about single window approac!l that uses one 

institution to deliver all essential services to an SMI 

and the specialisation system which iavolves institutions 

specializing on financing or extension services sometiml!s 

revolves around possible duplicatior.. It is so•etimes 

argued that co11partmentalisation of specialised functions 

among interacting institutions will re1uce duplication. 

With regard to supervisory credit. such a rguement s often 

i nvo 1 ve a serious fa 11 acy. For i nstante it is suggested 

that the promotional agency simply hel;>s with ?roject 

identification and supervision while financing is handled 

by a specialised financing organisation or comaer·cial 

banks. In order for a promotional agency to reccm:ner.d 

a project to the financing institution it has to do 

feasibility ~tu1ies and complete proje:t appraisal. 

The lending institution must do its cwn appraisal dnd 

possibly even a feasibility study. Otherwise no financial 

institution wculd assume the credit risk on the ba~.is of 

another institution's reccmmendat ion. 

Of course the cost of project evaluation for the f i nanc i a 1 

institution could be much lower than that of the pn•otional 

institution which had to do everything from scratch. 

But there can be no escape from additional cost~ to the 

financial institution in this process. Even in 'ect 

s u i:: er v i s i on the f i nan c i a 1 i n st i tut i on vh i ch car r i 1;. _ • he 

r i s k can not complete! y de 1 e g ate pro j e ct super v i s i o n to the 

promotional agency or any other institution which do~s 

not carry the credit risk. Thus a syster. which separates 

financing services froRI other support services in the SSI 
sector leads to institutionalized duplication in the most 

expensive facets of credit administration i.e. project 

identification and appraisal, feasibilitJ studies. and 

project supervision. 
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Beyond the prob 1 em of dup 1 i caticn, the pr~j ect is 

subjected to a longer bureaucratic red tape. Moreover. 

i nvest11ent by the promot i ona 1 c~ency in project appra isd 

of a vi ab 1 e project can be ren~ered i •potent by 1 ack of 

response fro• the financial houses. 

At .. cro level. the single window approach appears to be 

a 11ere efficient and effective delivery system of services 

to S1'1s. In this respect thl ideal institutional frame

wo.rt wcu 1 d appear to be cne whEre the pr inc i pa 1 pub 1 i c 

SMI agEncy provides al 1 critical services such as credit. 

managemer:t and technical guidance, and industrial sheds 

and di st r i but. i on fa c i 1 i t i es • S•H spec i a 1 i zed NG 0 s can 

also provide all services that c~nstitute a reasonable 

packcce for their target grou:::. Such •Gos services shol!!:I - . 
be seen as supplen:entary and c:-;lemer:'tary to those of 

the principal agency. These N60s and other institutions 

that 11ay provide partial servi~es such as training can 

ccllaborate with the prir.cipal :gency for comi:leme-ntary 

serviCEs. The single fiindow a:;~roach appears to be the 

most common structur·e of the principal SHI agencies in 

the PTAcountri es where the S~I inst i tut i ona l structure 

have taken c~•P 1 ete shape. Apart from funding inadequacies 

this system appe~rs operationally effective. 

In Ethiopia and Mozamt:ique, the Government control of the 

cc1111Ercial banks may facilitate timely resp~nses of 

ccrr.mercial banks to the credit needs of ';Ml to conform 

with the flow of complementary technical and management 

services fro• non financing spECialized SHI agencies. 

In India the Government control of co.-Ercial banks has 
helped to facilitate the flow of credit. to SMis • 
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In the countries where commerciil banks are not that 

directly ccntrolled by Governmect, it is very difficult 

to syncronize credit flows with extension services under 
a computr.enta l i sed deli very syster espec i a 11 y where 

promotional and extension services are giver: by a public 

ager.cy vt.ile credit is given by the private sector. 

Indeed, even in Ethiopia which hes hcd sollE long experience 

with the compart.imentalised syste11, the delays in credit 

flo~s are long eno.~gh to frustrate extension services. 

Mczambique's experience is too short to warrant justifiable 

observations, but even there it vculd be too optimistic 

to expect a well syncronised delivery systen: in the absence 

of a single: wi n~c« appro.1ch. 

One methc: used arounc' the world:: improve the f!ow of 

cre~it to SMis i.s the Credit Guar:r.:ee Scheme (CGS) under 

which the Government through an c;;ropriate public agency 

unc'ertates to absorb a certain percentage of SMI bad 

debts. Our discussion of CGS refers only to this general 

Govern•ent scheDE in which severe! credit institutions can 

participate, an~ excludes ad hoc sc~emes of special funds 

that may be depas i ted at a bank cs a basis or guarantee 

for the bank to lend to a speci fie!! target group of SM Is. 

The C:GS has been used in many Asian ccuntries together 
with mandctory I oan quotas for St.ls to imp rove credit 

flaks to SMis. In India the CGS is managed by the Central 

Bank throu~h a subsidiary, in UK it is manased through 

a Government Mi•istry, while in US it is 11anaged through 

the principal p•l>l ic agency for SREs i.e. the US Sma 11 

Business Administration (SBA). !be CGS is not quite common 

in PTA. Only Zambia appt·ar s to have implementE:d it uncer thE 

mc1na9e11~t of tbe C~ntral Bank. Svaziland bas already amended 

its Central Bank Act to pave the ..-ay for im~lementation of a 

CGS. 
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Other countries like lesctho and Mauritius have been 

thinking about it, and ~cy soon come up with some sche~e-

To the extent to whicll lack of security is a major barrier 

to credit, the CGS wt.ich reduces this prob 1 em can improwe 

the f Io" of credit. But it is very easy to exagerate tile 

role of CGS. Since it started in Zan-bia in Decemt:er, 1987 

on I y a few 1 oans have been guaranteed. Out of a to~.:.· 

of 85 applications received so far 49 came fro• the 

Gc~ern•ent owned bank. Zar.bia Rational Commercial Bank, 35 from 

the NGO specialised financing institution, Small Enterprises 

Promotion ~td, and 1 frc~ the first ir.degenous comrnETcial 

b:ink, and none from the c!d established and large foreign 

barks. Barclays, Standarc Chartered, Grindlays, a:--: :he 

Bank of Credit and Co•er:e. In Swaziland the cc:-:-ercial . 
Danks have not been parti:ularly warm to the idea cf CGS. 

While the risk of default is a definit_e constraint on any 

lending programme for s•all business, the binding ccnstraint 

on SSI credit facilities in Za•bia and most countries is ~he 

high credit administration costs involved in lenlling to 

srr.al 1 scale industries. Even whe!"e the risk of default •.ay 
appear non existent, tile cost of assessing proj~ct viability 

and project supervision mcy be prohibitive. Thus in 

Nigeria when the Centnl Bank set a pe rcer.tage of ccmme re i a 1 

bank loan portfolio to go to s11all business, and any short.

fa! 1 to go to the Centnl Bank at zero interest rate for 

passing to the SSI fund, r:;ost co•mercial banks passed their 

entire SSI man.dated percentage to the Central Bank at zera 

interest rather than get involved in lending to s11all 

industries. This was to avoid t.he high administrition cos'ts. 
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The CGS can, however, be very useful in conjunction with 
other measures. In part i cu 1 ar, appropriate measures must 
address the critical problem of high administration costs. 
This is normally :ackled through Government administration 
grants to the principal agencies to cover extension and 
credit supervision services, and through provision of loan

able funds to these agencies. The cost structures of 
commercial banks will continue to make them unlik~ly 
channels of the bulk of SMI credit. Nor is it politically 
or economically prudent for Government to subsidize SHls 
th~ough grants to commercial banks as has been suggested 
in some World Bank circles. Such subsidies in fOr'W'! of 
grants to public agencies and NGOs including church 
organisations tba: pro~ide commo~ity lo~ns to special 
communities that -ay not be easily reached by public 
agencies c. an ~xpar:! and imp rove appropriate c hanne 1 s of 
credit. Above all. a reasonable supply of loan funds to 

these agencies is essential. 
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CONSTRAINTS ON Siil DEVELOEll:E.~T -------------------------------
In addition to the problem of finance .. ~he SHI sector faces 

a wide range of constraints. Perhaps the most prevalent in 

PTA is that of inadequate technical and management skills. 

In most countries there are programmes of training, counsel

! in~, and guidance that he-Ip to in;prove manageme-nt and 

technical skills. 

In some countries there are also shortages of highly skilled 

and experien<:ed manpower among the principal SHI agencies. 

In addition to aggressive in 'ouse training programmes there 

has been a healthy trend in learning from each other in the 

region. The national SMI specillised agencies in the region 

are at different levels of development. Short term attach-

ment of staff to older institutions and study tours have 

a l recd y ta ken p 1 ace w i th enc oc r a; i n g re s u 1 t s • . 
Poor technology is also a major prot:lerr.. A related problem 

is that of underdeveloped indi;strial culture and its off

shoots of poor local initiatiYes in technical and industrial 

activities, and inadequate public or con1mercial support 

for local inventions and initiatives. There is need to i 

strengthen national Research and Develtipment (R & D) 

institutions, and to recognise the role of SMis in 

dev~lopment of new production techniques, equ i pmer:t, and 

products. Very often efforts of SMI s in development do 

not get the support they need. and consequently a lot of 

technological opportunities and initiatives are lost. 

In the PTA region the problell of physical infrastructure 

range from shortage of 1 anc to ttigh cost of putting up 

industrial sheds. In countries vith high population 

density like Lesotho, Swaziland, Rwanda and Burundi, and 

Zi111babwe there is difficult access to land, and the l~ngthy 
red tape in•olved in securing it can often be overwhel•ing 

for the SMI. 
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Thus many SMis in the PTA region operate in inadequate sheds 

without adequate supply of utilities. Thus a number of SHI 

agencies have attempted to solve the problem of inadequate 

production sheds by establishing industrial estates, and 

fa c i 1 i tat i n g the con v er s i on of under- u t i l i zed or d i s used 

buildin~s into factory sheds. The prograir.me of inciustrial 

estates has helped to facilitate SMis that could have 

otherwise found it di ff i cu 1 t tc secure appropriate 

pre1tises. It is therefore worth encouraging, but care must 

be taken to ensure that these estates are not bui 1 t too far 

ahead of demand, and that appropriate sites and designs are used. 

In some PTA countries the legc: and administrative syster:s 

tend to hamper SMis. Licensin; ;::racti::es and zoning 

regulation~ tnat restrict indi:~trial activities to certain 

areas away from residential areas ten~ to hamper SMis. In 

some countries these laws and ~unicipal regulations were 

i ntrodi.;ced by Col on i a 1 Governments deli verate l y to protect 

s~ttler business against compe~ition from inc'egeous entre-

preneurs. Unfortunately long :fter indepencence some i 

countries in PTA notably Zambi; ccntinue 'tc maintain these 

1 aws and practices. 

Research has shown that there is a good range of sma 11 

industries activities that can take place in residential 

areas without any risk of pollction, noise or other harmful 

effects. In the initial stage~ some of these projects 

may o~ly be viable if operated around or in the house. 

To i •s i st on such p e op 1 e st a rt i ng the i r pro j e ct s i n the 

industrial area is to discourage a significant number of 

micro and s11ell industrial activities. 

For s•al! countries like Seychelles, Lesotho, Swaziland, 

Rwandi, Burundi, there is the ~roblem of narrow national 

markets. 
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The PTA regional market should be J,iarticularly ettractive 
to those SHI s with capacity t.o export. There is need for 

more deliberate measures to exploit the PTA tra:e potential. 

SM Is often face serious procarement problem~. They have 

difficult access to wholesalers and manufa~turers of 
va ri ou s inputs. For imported 11ateri a 1 s access to foreign 

excha·1ge is often difficult. Some SHI specialized punlic 

and private institutions provide procurement services 

including importation of raw •aterials and equipment. 

Such programs should be encouraged and strengthened . 

• 
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INCEaTIVES 

Perhaps the most significant incentive in most PTA countries 

is the institutional support in form of a public agency for 

SMis. These agencies help to articulate the needs of the 

SMls, and provide focused services to SMis. 

In some ccuntries the SMI incentives include tax holidays, 

customs duty exe•ption, and special allocations of foreign 

ex.change, and exe•ption fro• licence fees. 

There are a few but not many PTA countries with Government 

purchase programmes from SMis. Governments are major 

consumers of goods and services. A Government :ommitaent 

to purchase certain goods from SMls can be a significant 

boost to the SMis. In Inc'ia and the USA where the 

Government purchase progra•aes are well developed they 

have been very he Ipfu 1 in promoting the stea~y growth of 

SMis. Within PTA there is an apparent general feeling 

that the capacities of SMis are too limited for a meaningful 

Government SMI purchases programme. But there is an 

undeniable potential for a •uch greater effort on the part 

of national Govern•ents to purchase from SMls than is 

currently done. ·of ccurse SMls in the region face many 

supply constraints. Any Government purchase programme must 

therefore be pa rt of a po 1 icy package that inc l u des 

•easures to deal with SMI production constraints. 

In India there are Government regulations restricting the 

•anufacture of certain products to th~ SMI sector. Such 

incentives can wort well in a reasonably well developed 

economy with a strcng SMI sector. There is no PTA country 

with such sweeping restrictions. 
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While a certain amol.:nt of protection may be desirable especially 

for infant SMis. there may be qr•ater growth potential through 

improved competitive tendencies anc complementary relations 

bf-tween large and smc: 11 industries both vi thin national 

bcl.:ndaries and at the- regional level. 

INTER9ATIOKAL SOPPOR~ AND REGJ()gll COOFER&TIO~ -------------------------------------------
Most PTA econoa.ies are very weak. Problems and constraints 

inc luce underdeveloped social and ecor;omic infrastructure, 

sev~re foreign exchange difficulties, poor technoloc;y, 

inadequate supp1y of critical technical skills, and often 

a poor resource base. Even those co~ntries with a gooc 

nationc:l resource base are- often constrained by the: abo..-e 

problems. International assistance for developinc; cc•untries 

is genErally recognised as an essential ingredient for the 

development o.f these ecor:omies. For the: S~I developmer:t 

internctional support shol.:ld pc.rticularly focus on 

financial assistanc:e and technical assistance. 

Regional cooperation hc1S generally been recognised as an 

effective ·strategy for promoting rapid economic developme·nt 

especially among developing eccncaies that are often constraine.k 

by narrow national marke.ts and pO«" resc-uxce base. The 

potential and actual role of SMis in promotinc; meaningful 

intra PTA trade ~as already been touc.he·d on. Tl"ere is need 

for internc:tional financial support to stren9the·n the 

capabilities and proc;rair.mes of PTl. 

. ... 1. ,.i ••• 
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EX'IERNAL PDMANCIAL SUPPCRT 
-----------~--------------

With the exception of Botswana, most PTA countries have 
serious national bdgetary problems. Although the SMI 

sector may be reco£nised as an important ingredient in the 
e .:on om i c deve 1 op11ent process, th i: sector genera 11 y does 
not have the political weigt.t to bear on the national 
budgetary decisions. Hence its share of the GovernRent 
budget is often 11u:h lo\¥er than its perceived relative role 
in_ the economy. The two countries Kenya and Malawi where 
the SMI sectors do not appear to have serious financial 

difficulties depen:'. mainly on the steady infusion of 
external financial !"esources. In Lesotho and Swaziland 

the termination of -=oreign financial assistrnce to the 

pr.:ncipal public a;encies har created a sit~a:i:r. of . 
p r a c t i c a 11 y n o me a r. i n g f u 1 s o u r c e o -r- c re d i t f o r S ft\ I s i n 
these countries fer several yecrs. In Zambia w.,ere the 
principal public a;ency has not yet received any external 
financial resources for lending, the SHI credit sitL:ation 

remdins very diffic~lt. 

With the current na":ional budgetary difficulties, there 
is need for external \nfusion of financial resources to 
the SMI sector. Scr::etim£-s the debate has been on haw 
to channel these resources. Western donors who constitute 
the principal source of external resources ~refer to 
channel finance through the private sector institutions 
rather than throu~h the public sector. ThE:: justifi~ation 
tor th i s i s the r~ la ti v e operation a l e ff i c i €:'! c y of the 
private sector not only in the Developing, ~ut also in 
the Developed countries. Jn Developing countries, the 
relative operatio~al inefficiency of parastatals for 
i n st a n c e i s en h a nc e d by u nd u e po l i t i c a 1 i n t e rf ere n c e i n 

parastatal operations. 
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Inspite of undeniable relative· weakness:s of the parastatals, 
the universal justification for public corporations and 

• 
parastatals is for the Go\ernment to provide certain 
services that cannot easily be given by the private sector, 
and in such a manner that the operation~! public agency 
is free from the routine Government beauracratic red tape. 
The extensi~n services given to S~Is by the public agencies 
cannot easily be given by the private sector. It may .not 
even be practical for Governments to purchase these services 
from the private sector for the SM Is. Thus even in USA, 
the acknowledged Dean of private sector, there is a public 
agency, the SBA that provides al 1 the critical services 
i . e . c red it and a broad range of ex tens i on s er v i c es . 

The public institutional mechanism is :r:vitable in the 
PTA countries as it is in many Develo~~= end Developing 
countries. And given the relative sui:~yiority of a single 
window delivery ~ystem, the principal :·.,;~l ic agency should 
be recognised as potentially a reasonc:!e channel of 
external financial resources, especial~y where it hc.s been 
constituted as such. Otherwise there :s nothing structurally. 

f 

repugnant ab~~t it. 

Of course these agencies sometimes have serious manageme·nt 
and o the r prob l e-m s • I n s u c h c a s e s i t f s i mp or tan t to de a 1 

with the menagement problem!:> instead o.= conde11ning the 
structure as has happened in some PTA cc!.lntries. Indeed, 
the external financial flows must often be acco•panied 
with tP.chnical assistance in fields wlltre the local 
institution taas specific weaknesses, and to generally 
strengthen tlae instit.utions. Indeed, even in the absence 
of external financial resources technical assistance may be 
useful especia·lly for young instituti03s, and for countries 
like Uganda ind Rwanda which are in the process of developing 
systematic. formal policies and institu:ional framework for 
SM Is. 
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While externsl support is very essential it s~ol:ld not be 

seen as a permaner.t feature. N~tional institutions stould 

use external resources to gen~rate and develop reasonable 

capacity for self sustaininc;. For instance a steady flow 

of local a.rd international fincr.c e for five years car. 

mcke the seEi commercial lenc:n~ activi~ies of principal 

agencies self su~-taining. Of ccurse. Government qrants 

wculd continue to be necessary to cover extension services 

whie:h S&h .. Uld be seer: as Governme.1t subsidy to the~ SMis. 

Otherwise the lending operations cou1d be self sustaining, 

and expanded on soft loans and occasionsl grar.ts. The 

prcbl err so•etimes has been that th~ funcs have been on an 

ad hoc basis - without thi.s lon; tera perspe·cti ve of self 

su=taining activities. For instance wher. a fund of say 

$2 ~illion is given and is immediate1y tied in ( 5-7 year) 

mec:.um or lone; term loans with 6-12 nont h grace period, 

un:e~s there is further regular injection of funds, the 

ler.c"ing activity can come to a corr-plete stanc still ever: 

if all the loans are recoverable. Otherwise you cannot 

expect the initial $2 million to start revolving at tbct 

volume until after 6 years. This hc:s been the problem in 

some cot:nt ries including Zilltabwe and Zarrl:·ia. 

TECB~ICAL ASSISTANCE 

In the area of technical assistance, there is need to en!ure 

that any technical assistance facilitates the· growth of 

locc:l capacities to carry on. In this respect technical 

assistance must inve;lve a well articulated development 

pr~ram for local human resc-mces. :Xndeed in the interest 

of •cximum effectiveness, as much as possible the· pool of 

expertise in the region shc·uld be tapped in tecnnical 

assistance pr ogramme·s. The point is thc1t for any given level 

of qualifications, an expert from the region is more likely to 

appreciate better the- pe·culiarities 0£ the local situaion 

because th&y are relatively cloEe to bis background and 

expErience. 
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In any case this is also a ny of strengthening local and 

regional hu•an resource capabi 1 ities. 
TECHNICAL ASSISTANCE FOR PTA 

In addition to specific country requirements. the PTA may 

also require technical assistance to support the industry 

Division with focussed attention on SMis in the context of 

regional industrial develop&nt. Host of the regional 

industrial programmes will naturally tenc.' to in'lolve large 

industries. ait a well developed regional SHI sector is 

crucial to the development of such a regional industrial 

programme. An expert on SM Is cod d he 1 p PTA for 1-2 years 

in this respect. If such exJ1Ertise i~ also free to assist 

individual countries with adJice on national SHI programmes 

and how these could be hooked in:o the regional industrial 

programme, such technical assis:ance can be justified both 
• 

on the regional and national basis. liNIDO may wish to 

consider providing such technic.al assistance. 
LOCAL INPUTS FOR REGIONAL. COOPERATION 

While Western countries and mltilateral institutions like 

UNIDO are the principal sources of financial and technical 

assistance •ember countries n~t deve I op some capacity for i 

absorbing certain costs especi~lly in the area of regional 

cooperation. For instance thE tremen~ous scope for sharing 

ex per i enc e s ca n be exp 1 0 i t e d th r 0 u g h ex c h a n g e 0 f v i s i ts 

ranging fro• brief study tours to a few months of industrial 

attachment. External support may often be necessary for 

air tickets in view of foreign exchange difficulties, but 

local living expenses can so1Htimt:s be absorbed by the 

hcst country without undue stress, especially wh~n there 

are possibilities of reciprocd facilities. The development 

of such local inputs can be coabined with external resources 

to expand the opportunities of reg i ona I cooper a ti on beyond 

thE levels t.hat may otherwise be imposed by the limited 

resoarces o·f externa 1 support. 
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CONCLUDING OBSERVATIONS AND RECOMMENDATIONS 

All the ccuntries in PTA recognise the important role of SMis 

and have adopted or are in the process of adopting deliberate 

policies and apprc;priate institutional framework for SMi 

deve 1 opment. However, the SMI sector fa :es serious con st ra i nts 

including difficult access to credit,foreign exchange, land, 

and workshop space, inadequate technical and· mcncgement 

stills, and unconducive legal and ad~inistrative practices. 

Insp i te of these constraints, the S~I sector appears to be 

playin~ a significant role in the national economies of 

PTA countries. 

T~e me-mter countries nee~ to particularly address the 
• 

financing problem t:y more generous budgetary allocdtions 

to SMI agencies, an1 by directing external fincncial 

resources and apprc;>riate technical assistance ':O these 

in~titutions. Tile SMI sector is one area throL;h which 

eJ(ternal financial and technical support can tcuch the 

lives of many people, and o:ptimize the impact o: such 

suport on general e:cnomic performance. 

With adequate funding the other major constraints can be 

tackled through improved extension services, and industrial 

estates. In large urban areas, the inc'ustrial estates full 

occupancy may be well assured. In rural areas these aust 

be developed to meet· known explicit demc.nd. Even in urban 

areas feasibility studies are essential. Governments should 

improve the commercial environment by repealing or rationa

lizing unconc'ucive legal and administrative statutes. 

Tiiey should also pravide adequate incentives for SMis. 

Vllile some levels and fo:·ms of protection may be useful 

excessive protectiont of SMis mc.y create harmf11l distortions 

i• the econcimy. At any rate given a good comrrErcial 
•wironment and baste support services, the Slfl!Is can be 

very competitive. 
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The Government shodd al so p 1 ay an active ro I e in the 

development of appropriate technology by supporting R & D 

progra•s. The role of SHI sector in this must be recognised 

and encouraged. 

There is need to strengthen linkages between SM Is and large 

industries an( other sectors of t.he economy particularly 

agriculture. Ancillarisation is one way of institutiona

lizing the op~rational links between large and s•all . 
industries. This is an area where the large business have 

to play a leading role. National studies and workshops 

shou 1 d be encouraged espec i a 11 y in ccunt r i es with s i zeab 1 e 

shares of large scale ind:.;stries. After a few successful 

nationcl work-shops, a PTA regional workshop on ancillarisa

tion cculd be a possibility. Such wcrkshops shculd aim 

at concrete proposals. 

Most of the PTA intra regional trade will naturally be propelled 

by large industries. But the role of SMis in regional 

industrialisation pr·ogra11r.;e should not be ignored. For one 

thing the PTA offers expanded markets and a greater pool of 

resources. Most of the large industries that may develop 

on the basis of r£:giona1 rather than national markets will 

often have scope for ancillary relations with Stlols mainly 

in their country of domicile but possibly also in other 

PTA countries. The full potential of the PTA is yet to 

be exploited. This is ba::ically a challenge for !H:'j:fan·al 

Governments. 

-
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APPENDIX: COUNTRY PROFILES 

· MALAWI 

Definition:- In Malawi the definition of a SIU is based on 

the lending limits of SMI specialised agencies. 

Institutional Framework:- The umbrella institution which is 

Sma 11 Enterv i ses Development Organisation of Malawi 

(SEDOM) provides both financial assistance and extension 

services. Tnere are a few other institutions providing 

finance and (er) management support. 

Constraint~=- The •ajor constraints ficed by SMI include 

Poor technol:gical base; Weak educaticnal background for 

most potenti:l entrepreneurs and too such dependence on 

externa 1 fin:"lc i a 1 resources which brEeds unc-erta in i ty 

about the L:~re s:ability of SMI pr:~rams. 

Status of S~1:- The: SHI environment is positiv: in Malawi, 

with women c:nstituting 30i of the rE-latively small u .. its 

served by SEDOM and si of the relatire-ly bigger SMls 

financed by INDEFUKD. 

LESOTHO 

Definition cf SHI:- The definition of SMI in Lesotho is 

based on e&c!oyment where micro industries are those 

employing 1-5, small industries 6-25, and medium 26-200. 

Institutional Framework:- As an umbrella ir.stitution, the 

B a s u t h o E n ~ ir q; r i s e s D e v e i '.l pm e n t C o r pc ~i. ! i c n ( 13 E 0 C 0 ) 

provides 111ana~ement and technical guidance, credit and 

industrial estates. The institution is ass1st.ed ·by 

Lesotho Manufacturers Association whose object.ive is to 

provide entrepreneurs with marketing, gov er n11ent liaison 

and financial services. The credit find of Bedco has been 

suspended •ainly due to lack of funds. 
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Constraints: - The Maj or con st ra i nts faced by SMl s appear to 

be lack of re.:iable c:::redit sc.urce. inadequate f i nanc i a 1 base for 

the umbre! i a organisation and severe •arke-t i ng competition 

from South Africa. 

Status of SHI:- Small scale manufacturing projects are 

quite active especially in tailoring and handicraft, and the 

majority of entrepreneiJrs are women accounting for 601 of 

total. 

MOZAMBIQUE 

Definition of SMis:- The SMis are defined on t.he basis of 

maximum e•plcyment of 50, and use of labour intensive 

technology. 

lnstitutiona: Framework:- The Institute for the Development 

of Local In<!:.5try ( IDIL) is the umbrella organisation of 

SMis. Its rispo"nsi::>ilities include project identification 

and promotior:, liaison with financial institu"t.ions 

regarding cr~1it for SMis, extension services and policy 

evaluation. l.lthough IDIL does not provide credit, it 

provides procuremen't. services and can operate as a whole

saler for ~Is. Financing is done by M60s and the 

People's Bank for Development. 

Constraints:- Among the major constraints faced by SMis are 

limited financial resources, lack of e-ntrepreneurial 

tradition coupled with a low level of educated and skilled 

man power, inadequat.e foreign exchangf, and bureaucratic 

delays in precessing business formalities. 

St at I.! s of Sit? : - Due to l a ck of b a s i i; id r as tr u ct u re i n the 

rural areas, only 101 of all industries are based in the 

rura 1 areas wl\ereas 901 of them are cCCtcentrat.ed in the 

urban areas. Though men appear to doainate, women are 

coming up quite steadily. 
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SUZILAND 

oe.:inition:- The definition Jf SMI is based on employment 

l:•els. 

Ir.stitutional Framework:- Th: Small Enterprises Deve1op

r.;eit Co11pany ( SEOCO) was for-:ed in 1970 to provide crec it 

en~ technical support to SMI~. In 1973, the Small 

En~erprises Promotion Organisation (SEPO), which was doing 

pr~motional work only, was a~sorbed by SEDCO to 

fa:ilitate a single windo• delivery system. Other 

institutions in the promotion of SMis include NGOs linked 

clcsely with Government structures. SEDCO has had no funds 
fer lending for several years now. 

co-.straints:- The SMis fact several major constraints such 

as lack of SMI credit sources, marketing problems due to 

se•ere competition from Sol;.:- Africa, low educational 

l ~ • ; l of en tr e pre n e u rs and i : : k of spec i a 1 i n cent i v es f :i r . 

St:tus of SM.I:- Like Lesottlc, women dominate the sector with 

55 - 601 share of SMI proje:ts. Most of the projects, 
h:.ever, are in urban areas, unlike Lesotho. 

ZllllABWE 

oe•inition of SMI:- The definition of SMI is based on 

ii:aximum e•ployed of 50 peo~le and fixed capital assets of 

no: more than Z i m $300, 000. 

Inst i tut i ona l Frame: - The ~rinc i p 1 e pub 1 i c agency for SKI 
1s the S•all Enterprises Dev~lopment Corporation (SEDCO) 
i<"::n became c.;:ierationeil ir. HS4. J..mong tne ct•jeCliHs 

an-1 functions of SEDCO are, tne provision of financial 

su~port, training and councelling. 

Constraints:- Major constraints include inadequate credit 

funds, ad•inistrative funds ct the umbrella organisation, 

inadequate technology and ideas for new industries, le-gal 
barriers, e.g. licensing aw.1 zoning regulations, 
dHficult access to land ar:.d inadequate seed money for 

e<:t.ity contribution. 

4 3 I . .. 

i 

--------------··--·-··· ··--· ·--·-·-· _. .... ·--~- ... ··· 



.. 
• 

. -

~~~~~-~!-~~!=- S~Is are active1y comin~ up in both urban 

and rural areas. Men dor.'.i nate the sector. In 1987, 

wc:n:ec only got 14% of the total 1oan amol!nt given to SMis. 

and 11~ in 1988. 

Ut.:RITIUS 

Definition of S~I 
-----~----------

The definition is based o~ the fixed capital assets which 

s!'te-l!ld not exceed 500 ,000 rupees. 

Institutior.al Framework -----------------------
The um1:rella orgar.isatic:-. which is Small Industries Develop

ment Organisation ( SIDCl :iecam~ operational in 19e4 with . 
the me in objective of p!c·:idinc; technical assist'lnc e to 

SMis. 

Constraints 

The Siils face several ccr.straints such as merketin<; 

prctlems, inadequate fi:a~cial resources ane lack of 

ski 11 ed ma.npower. 

Status of SMI ------- ------
The Siil sector is dominated by •En. 

UCAND.I 

Definition ----------
SM Is Are defined by con\ent ion anc pr act ice of SMls 

themselves. 
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InEti tutional Praaework 

SMI pol:.cies are currer: t ly hanc!led by thE- Commissioner of 

Industr~es. There is no autonoaou~ puclic umtrella 

orgenisation. although this is ~ively being con~idered. 

The Uqar:C'a Sma11 Scale Indus tries Association is the 

principal agency for practical support services to its 

membf-rs. 

Constraints 

These ir:clude absence of put·lic ..trella organisation, 

shcrtaqe of credit facilities m foreign exchange. 

inad~c:.-:e tect:.nical and manage?SEnt skills. 

General Status 

The SM:s :n Uqanea are amonc; the best de.,eloped in the, 

region. 

ETHIOPIA 

Definition of Siil 

Is based on investment in plant aod :ncchinery and is 

legally codified. 

Institutional Framework 

The prin~ipal public agency for SUs. HAS IDA, was established 

in 1917. It provides technical a.-:d extec~ ion services. but 

i\Ot ~:ef:it. 

ConstHiDts 

Constniats include financial p1oblems 0£ umbrella institu

tior.s, difficu.l t access to credit and rav materials. poor 

technology base. foreigr. exchange probl~. 
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General Situation -----------------
The SMis are active thr c~hout the: co\.:nt ry, but with a 

bias to urban centers. 

KENYA 

Definition 

Based on en:ployme-nt of m;:ximum 50 anc~ investment levels 

of KSHO. 5 million. Definition is not codified. 

Institutional Framework -----------------------
Kenya Industrial Estates !.o;d is thE principal public 

a~£r:cy anc it provides bot:. ::redi t inc?ustrj al estates ane 

extension seryices to S~I~. ~he·re are several NGOs also 

active in SM! development. 

Constraints 

Among the major constrainu are inadequate technic;:l and 

m;:r.agem~nt skills, poor t~hnolo~y. 

General Status --------------
The SMI sector is very active and vell developed. 

ZAMBIA 

:~finition of SMI ·----------------
-~:-:e definition is base..:: or: th~ fixed capital i;-i·;i::st:r.t':Jt' 

wt.ich should not be 1110:-e th;: n D. 5 million. This is 

cc-dif ied by ar. \ct of Parllair.ent. 

Institutional Fra.,ework -----------------------
The principal public agency for tbE- development of s11c.ll 

i 

scale industries is The s-..ll Industries Development Organisa-

tion ( SXDO} • 
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Th~ SIDC programmes involve th~ provision of consultancy 

services, extension services, credit facilities and 

procurement of factory sheds aod distribution outlets. 

There are oth£r organisations supporting SMis mcinly 

NGOs. 

Constraints 

The constraints faced by SMis are inadequate credit 

resources and poor financial base for th~ umbrella 

or;ganisation, shortage of factory sheds and utilities, 

difficult access to foreign exchange, poor teccniccl and 

manage•~nt skills and uncerdeve1oped entrepreneuria: base. 

Status of SMI -------------
The SMI sector is active, in both urban and rural a~eas. 

• 
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