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THE STATUS OF SMIs IM THE PTA REGION
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While a universal definition of SMI mzy be untenable and
even undesirable, it may be ipevitable anc desirable at
nztional level to facilitate practical implementation of
incentives an€ other support facilities. Most PTA
courtries' definitions of SMIs appear well suited to meet

this basic objective.

The Role of SMIs in National Eccromies

Uncer a generally difficult ecezczic envircnment the SMIs
in PTA heve exhibited relative v:zality, and significantly
helped “o0 sustain many eccnomies when large infustries were
ccllapsing or operating below cztacities due to foreign
exchenge and other difficulties. These SMIs have contri-
buted to employment creation, fcreign exchange conservation,
equitable distribution of incowe oppor tunities, the flow of

goods an¢ services, promotion of linkages among various

economic sectors, and general eccnomic development.

Institutional Pramework

Most PTA ccuntries have deliberate policies and¢ programmes
for SMlIs, and a public agency for policy implementation.
NGCs are also active in SMI development.

Constraints

Among the major general constraints are finance at both SMI
level and promotional agency level, inadequa.. technical and

mensgement skills, foreign exchinge difficulties, inadequate

supply of suitable production premises, poor technology, and
an unconducive legal ané commerc:al environment.
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SMI Incentives

The most ccmmon incemtive among PTA ccuntries is the
creation of specialised public institutions to focus on
SMIs. 1In some ccuntries there are tax holidays, customs
duty exemptions, and special allocations of foreign
exchange. The SMI imcentive package in most PTA ccuntries
is not as comprehensive as it is in most Asian countries

for instance.

SMI umbrells orgarisations in PTA have been learning from
others through study tours ané profession:l incustrial
attachment. There hzve been intra recional transfer of
technology, 21¢ othexr forms of cooperation. All these have
been on ad hoc basis. There is tremendcus scope for regional
cooperation which cam be exploited through deliberate anc
systematic programmes such as identifying and strencthening
suitable national institutions to serve as regional centers

in special fields.
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There is urgent need for international! finencial support
ard technicz! assistance tc improve the financial bases of
the credit function of umbrella orgarisations, and their
human resource development. There is 2lso need for
finanrcial amd technical support to the PTA to strengthen the
regional focus on SMIs in the context <£ overall regicaal

industrial peolicy.

Recommendations

National Governments meed to address the SMI finzncing
problem more realistically than has beea the general case.
The budgetary allocations to SMI umbreila orgamisations
.could be more generoms.




(iii)

A reasonable level of extermcl financial support could be
ckannelled to the SMI sector through these umbrella imstitu-
tions. The programmes of imductrial estates should be
er.couraged as one of the remedies of the problem of proper
factory sheds, although these must be properly appraised to
avoid the problea of poor occupancy rate.
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INTRODUCTIION

The Preferential Trade Area for Eastern and Southern

African States (PTA) includes Burundi, Comoros, Djibouti,
Ethiopia, Kenya, Lesotho, Malawi, Mauritius, Mozamkique,
Rwanda, Somzlia, Swaziland, Tanzaria, Uganda, Zamkia and
Zimlabwe. According to the PTA charter, all the-inéepender.:
countries in the. sub region are free to join. In this
paper, referenmce to PTA will gemerally also include eligibls
memiters who have not yet ratified the PTA charter. One of
the basic objectives of PTA is the promotion of regioncl
eccnomic development through imcreased economic interactior
among msember states. Thus, aronc other specific objectives.
the PTA aims at reducing barriers to intra regional movemer-:
of rescurces and products anc¢ thus facilitate the poolinc c2
regioaal resources and mécrkets.

This peper is one of three basic tzpers for the PTA

recioczl workshor on Smell anc ¥edium Imdustries (SMIs) wh::=
will focis on {(a) policies and strategies of SMIs anc¢ (b)
regional cooperation in the promotion of SMIs. This paper
will present the current status of SMIs in the PTA region.
It will highlight the current role of SMIs in natioral and
regiomal economic developmert process, the institutional
framesork, and the major constraists faced by the SMIs in
the PTA ccuntries. A section is devoted to the problem of
SMI fimancing because among the mijor comstraints faced by
SMI sector, it happens to be the tinding constraint >n SMIs
in most PTA countries. Since regional cooperation is the
subject of another paper, it will not be discucsed in

detail in this paper.

The PTA is not a homogenous entity. There are marked
differences among PTA ccuntries in geographical sizes,
population lewvels, economic and industrial structures and
strengths, ecomomic and social infrastructure and other

eccnomic variables.
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If there is one ccmmon feature, it is the desire to incdus-

trialize, ané a general reccngnitior of the role of SMIs in
the incCustrialisatiom and gereral eccnomic development
process. Thus practically in all PTA ccuntries there are

scme deliberate policies ang programmes to promote SMIs.

Of course there are differences in policy articulation, SMI
institutional framewcrk, range anc¢ severity of constraints,
an¢ the relative roles of SMIs' contribution to socio -economic
development. However, these differemces are msore in

magnitude rather tham in substantive content.

Thus without any assumption of homogemety, this paper attempts
to present a gereral picture of the SHI situation in the
region by focusing on the principzl gezeral features rather
than by a catalogue of country profiles.

Some specific coun’.ry experiences are brought out to
illuminate the general picture and to bring out comparative
positions. The paper corcludes with an evaluation of the
situation and scme specific recommerdztions for enhancing

the vitality of SMIs in the general context of mationzl

ard regi~nal economic development.
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DEFIRITIONS OF SMIS

At a recent interpational workshop on SMIs, an attempt to
discuss the definition of SMIs provoked a lengthy debate
wvhose final conclusion or lack of it could not justify .the
heavy investment in time. IXronically, most of the debate
time was spent not so much on the substantive issues, bdut
on the wisdom or futility of attempting an SMI definition
with some universal appeal Iif not acceptability. It is

generally accepted that SMIs have to be defined on the

basis of local objectives amd circumstances rather thanm on
a universal scale. Indeed even within national boundaries

the issue of defimition of SMIs is no: quite easy.

A national definitior of SMI 1is usually necessary to
@cilitate practical implementation of special incentives
and specialised support services for SMIs. The definition
stst also capture the natiomal objectives in such critical
factors as target group, use of local resources, and tech-
nology choice. The definitfon must also have capacity to

accommodate normal dynamic changes as well as any other

acticipated changes in the economy.

Most PTA countries have wisely avoided the rigidities of
statutory definitioms of SMIs. 1In many cases they are
guided by convention based om the practical realities of
the principal SMI specialised support institutions. Such
conventional definitions are sometimes based on the lending
limits of SMI specialised fimancing/promotional agencies,
e.g. Malawi, Kenya and Botswana. In some countries, they
are based on employsent levels e.g. Lesotho, Mozambique and
Zimbabve. 1In some countries, the investment and asset
levels are the basie factors in SMI definitioz. In most
cases the use of local resowrces is a maor additional

factor in the defigition, anmd s0 is the use of labour

imtensive technology.
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In most ¢f these countries where foreigners or parastatals
dominate the large industries amd general eczonomy, the SMIs .
have, by convemtion or by explieit charters of SMI special.zsd
institutions, been associated with the development of

indegerous entrepreneurs.

Most PTA countries do not appear to have serious practical
problexs arising from the definition of SMIs. But those

few with statutory definitions based on wvolatile factors
like investment level can expect some operational problems.
For in'stance the Zambian statutory definition of small
industry vas according to the 1921 Act based on a maximum

of K250,030 investment in plant znd machinery when K1 = $1.
With tze rapid devaluation of the Kwacha (Zambian currency)
which mew stands at $1 = K16, the z2ximum investment has
been rzized tqg X1.5 million, but even this change has not
yet beea fully processed through the legal red tape. In
Ethiopia the 1977 proclamation oz S¥I defined small industrizs
on maxizts investment of 200,000 3irr in plant and machinery.
and was repealed by the 1989 special decree on SMI which

has capital ceiling of Birr 8 miilion. Given the frequent
and vioieat fluctuations in many PT: member countries’
currencies statutory definitions based or monetary factors
can create serious distorticns ism the operational arena
especially givem the long periods it takes to amend Acts

of Parliasent, or to issue remedial statutory instruments.
In Zasmbia for imstance after rapid devaluation of the Kwacha.
the K250,000 cefling was simply cot a meaningful amount for
the typical bankable project, and the delay in amending the
statutory investment ceilings did create barriers to credit

for many SMIs.

Fortunately only a few countries appear to have the risk
of suffering fros rigid statutory difinitions. As long as
definitions are considered necessary to facilitate delivery
of incestives amd services, the challenge is to avoid
rigidities that can stiffle the baslc objectives.
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In practically all PTA countries there is gererzl reccgnition
of the SMIs' role in the eccrncmic amd social developmer.t of

r these countries. With the exceptiom of Botswans, practically
all PTA countries suffer frcm a severe foreigr exchéence
ccristraint which tenc to exacerbate other economic weaknesses.
In perticular, the foreign exchénge problems hive severely
constrained the operations of large scale industrial plants
which are capital intensive and therefore import oriented.
Because of difficult access to imported spares, replacement
equlpment, and raw materials, some of these incdustries h:ve
been forced to operate far below Capscity or even to close

down.

. SKIs' Relative Vitality Under Difficult Environment

—— - —— ——— — — - —— - - ——————— . —— ——— ——

The SMIs have also shown capscity to survive and even thrive
uner generally difficult coniitions. Thus when large
industries cc;llapsed durinc the civil turbulances in Uzanda,
the small industries came up and ccmfidertly helped to sustain
the economy. In Mozamkique during “the current geneval
decline in eccnonic activities, the smell industries hzve
beer rising and helping to sustain the economy. When in
Tanzania and Zambia the large industries were rendered
ireffective by severe foreigm exchamge problems, the
cecrsuners hed to derend on SMIs for such basic needs as

scap and other items. Even where the SMIs' role may heve
beer. less visibl.e, there is a gereral recognition of the
relative vitality of the SMI sector under foreign exchance

and other adverse circumstances.

The SMIs tend to survive better in times of diffictlties
beczuse of their flexibility. Becawmse they are small, SMIs
car absorb exogenous changes in theixr financial structure
and other operational factors better than the large

inkstries where similar chemges mey lead to unbearable

distortions in the technical ard fimancial viability of the

Compeny.




Mor=over, SMIs -~ generally as a matter of basic surviwval
instinct - have a high propensity to improvise. Thus faced
with relatively more severe barriers to credit, and foreign
exchange for imported zachimery and raw materia’s, the SMI
sector has exhibited a flair for innovation and development.
Where large industries' operations slackened due to lack
of various imported items, the SMIs have develored machinery,
eqQquipment, local raw materials including salvagzing of scrap
materials to maintain and even improve their industrial
operations. They have alsc developed new produczts based
on locally avajiladle resources. Perhaps the most dramatic
example of such creativity among SMIs is Uganda. bul it is
quite evident in many other PTA countries. 1Indeed, the
tragedy of the matter is thxt few PTA Governmen:s recognise
teis economic powver cf SM1ls to the extent of pr:vidiag
adequate policy support and financial resources.

Partly due to poor technology base, most SMIs i- PTA

are based on simple ezuipmemt including locally z.d some-
times crudely fabricated machinery and equiprent. Thus the
S®I sector in PTA is generally associated with .abour
intensive production methods. Indeed in many ccuntries the
labour intensity of SMIs is a major factor for the promotion
of SMIs. With the exceptiom of Mauritius, practically all
PYTA countries have - in different degrees of severity -
some unemployment problems. In some countries, notably
Zawbia, the high unempioymemt rate among the youth is seen
as a major cause of the increasing trend in the crime rate.
The absence of prodmetive job opportunities irduces some
youth to switch their energies and sometimes well educated
minds to crimes and other amti-~soclal activities. Thus
some countries emphasize SMIs as a way of"containing the

umenployment probleas especially among the youth.
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In some countries notably Mozambique, Zimbabwe, and Zambia
the Ministries responsible for Youth have soze small
industries projects which emphasize creation 3f youth employ-
ment. What 1is needed is for these rather ad hoc proJjects

to be integrated into a more coherent national SMI policies

and programmes.

In a number of PTA countries where the large industries
have suffered recessions mainly due to foreign exchange
problems, the SHI and informal sector operations have
helped to absord labour. Most of the informal sector
activities appear to be petty trading and com=erce which
largely constitute disguised unemployment. However, the
swall manufacturing units including those in the informal
sector contribute significantly to the flow of zood=s and
productive empoloyzer.t. Ir Uganda for instance since the
collapse of large industries in early 70s, practically all
industrial goods 2nd industrial employment cozes froms the
SMIs. In Zambia, most of the kitchen equipment and
utensils for most homes (mainly low income groups) such
as charcoal stoves, pots etc., come mainly froz the informal
sector manufacturers. Accurate statistics are hard in all
PTA countries, but the SMI contribution to GDP and employ-
ment is quite substantial in many PTA countries.
REGIONAL_DEVELCPMEST

Another practical role of SMIs is the disperszl and
equitable distribation of industries, employment and income
opportunities amoxmg geographical regions. 1In most PTA
countries the majerity of people live in rumral areas where
they depend mainly on peasant agriculture. 1In many
eountries there is the problem of migratios to urbam
centers - and for Lesotho amd Swaziland, migration te
South Africa - that leaves rural areas without a rellable

Ruman resource base for developnment.

8/...
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Even in the relatively stro.g economies, the ru-al areas
of PIA countries remain relatively 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 political and economic pressure not only in
fivzssvique to spread industrial activities to other areas.
The SMIs are particularly suited for this because partly by
virtase of their size they are relatively foot loose. 1In
Lesotho and Swaziland where migration of able bodied young-
men to South Africa has tended to depress the economic life
of rural areas especially the spread of small industries

in roral areas has significantly helped to sustain reasonable
living standards. In Mozambigee where MNR bandits have bee:x
disrupting normal life in rural areas amd forcing rural
people into refugee camps, the szxz2ll industries in rural
areas serve a; a stabilizing iafluence. Once a rural
compunity can identify their ecomomic amd social well

being to a local small industry, they do their best to
guard it againmst MNR destructive raids, and try to
consolidate their residence. Thus the ssall rural
industries are helping to stabilize Mozambique's rural
population even in the face of brutal physical harrassment.

In coontries where rural urban sigratiom 1is propelled
merely by ecomomic forces the effect of rural industries

on rural population can be and has indeed been significant.
PRCMOTION OF CPERATIONAL LINKACES AMOSG VARJOUS SECTORS

The spread of SMIs to rural areas is not merely a matter
of ecomomic or social equity, it is indeed a matter of
fundamental national economic developmemt. The natural
base for most PTA economies is agriculture. But systematic
develspoent of agriculture requires effective linkages with
industry. The agricultural cossonity requires various
productive inputs and consumer goods fros the industry

sector, vhile industry requires agricultural inputs and food

for its workers.
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Historically most PTA countries have had economic d:izchotomies
involwing an agricultural sector that exported most 5f its
produce for processing in the factories of the colcnial master,
and imported manufactured consumer and agricultural inputs

in return. There was usually also the modern sector that
sonmetimes involved extractive imdustries that{ expor:ed their
products in raw form and importeﬁ manufactured itecs like

the agricultural sector. Most countries are now anxious to
improve the operationzl linkages betwz2en agriculturzl and
industrial sectors. The SMIs are playing an active role
in-agro processing and in making some productive incuts

for agriculture as well as basic consumer goods for
agricultural communities such as clothing, furniture and
house construction materials.

PROMOTION OF WOMEN PARTICIPATION IN INIDUSTRIAL ACTIVITIES

The S¥Is have.also proved effective in promoting wrzen

participation in economic activities. As a positive

reaction to historical biases ard barriers against women

in economic activities there is today a world wide -ampaign

to improve the participation of women in the ecomozic
activities. The past biases against women had robe: society
of the potential contribution of women. The specia.ized 1
SMI programmes have comtributed to women participation in
industrial activities. In Lesotho and Swaziland, the

majority of entreprenears enjoying the 'rvices of specialized
SMI services, and actuaily active in business are wizen.

In other PTA countries zhe majority entrepreneurs are men,

but the number of women entrepreneurs is rising. wzile

some historical barriers against women remain, there is

need for appropriate pragrammes. In Zambia for imstance

in recognition of traditions which inhibit some wozen from
vorkimg outside their ksmes due to a heavy and disproportionate
burdem of household chores on women, SIDO has a pogramme of
taking industrial activities to such women in their homes,
rather than bringing tke vomen from home to projects outside.
With adequate funding this and other programmes tiat recogmise
and attempt to remedy special barriers can go a lgzz way in
improving the ;“aart.icipa:ion of women.
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FOREIGN EXCHANGE GENERATION AND CONSERVATION

The SMIs im PT: countries do not appezr to have played a
significant role in foreign exchange zereratioa. Most of
them produce f:~ local markets. 1In tiis respect they have
been very usef:l in zconserving foreign exchange by producing
locally some 07 the items that used tc -e impo=ted, and

by using local raw materials and sometizes locally fabri-
cated equipment to produce products for which large
industries require imported equipment and raw materials,
There are a few SMI exporters in textile and leather goods.
In Tanzania, urder the sister industry system some SMIs
have been exporting cutlery and other items mainly to the
European sister industries that provided technology,

equipment and sometimes imported raw =azterials. There is

tn

not much expart within the PTA among 3M:

PROSOTION OF INTRA PTA TRADE

—— - —— - — — > - ———— - ——

The SMIs faze seriou= ma.keting probl2-:s withi= national

w

boundaries déet alone regional markets. These =—ange from
poor informatica on =MI products to consumer prejudice
against such products. In Zimbabwe c=2uing machines are
imported to cozpete with, rather than s:zplememt the SMI
local machizes, and ZIn Uganda some suzzr processing
equipment is i-corted while local SMI:z can produce them
at much lowver ;roces. In Zambia saw zil:ing amd some wood
working mackines are imported when the foreign exchange
could be more efficiently used to improve the capacity

of the local S¥Is that produce such ezuipament. Such cases
are common im cany PTA countries, and t%e principal causes
appear to be iradequ=2te information a=i (or) prejudice

against SMI products.

On the PTA regional market, these problems are augmented

by strong barriers against cross border trade. These
barriers include tariffs, import lice-sing, and foreign
exchange problems. Due to inadequate internal ecapacity for
foreign exchange earming a number of PTA countries depend

on -donor resaurces for foreign exchange.
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- Such facilities are often tied to supply sources outside
PTA. Above all there is sone fnertia on the PTA declared
policy of reduci=ng colonially inherited cozzercial linkages
between PTA coun:ries amd their former colonisers in
favour of improved PTA intra regional trade. The basis
for this inertiz may be too complex for adequate analysis
in this paper, but generally it can be observed that the
PTA menbers need to exert greater politiczl will and
cospitment to rezlize the tremendous potential offered
by the PTA charter.

-It is recognised that most SMIs will normally produce for
narrow local markets, but there is significant scope for
SMIs to play a rzle in regional trade. For instance Zambia's
dry cell bat_.ter;.' -anufacturer imports battery caps and

other componerts “rom Europe when these can be more cheaply
obtained t'r’on a2~ SMI in Tanzania. As a region the PTA

has quite a nuzSer of such ccses.

Beyond such possible direct cross border transactions, there
are also strong tossibilities of improvimg intra regional
trade and natioczz: industrial activities through improved
linkages betweez .arge and small industries. Evem if such.'
linkages are cozfined to national boundaries, the improved )
national industrial activities can spill over into regional
commercial relations.

ANCILLARISATIOR

often been institutionalized through ancillary relations
between a large manufacturing compnay and a number of SMI
satellite companies, the positive impact of such relati'or.a
has been very significamt on the profitadility and
operational viadility of both the large g>rent company

and the SMIs.
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The ancillary relations usuallyv involve the big pzrest company
providing its SMIs with physical facilities msinly equipment
and some times factory shades, basic designs, quality control,
tectnical and menagement guidance an€ training. The Skl
entrepreneurs' responsibility is to produce according to the
specifications of the parent ccmpany. In cases where the
parent ccmpany does not purchase the entire product of the SKI,
there are usually agreements f£cr the parent ccmpary to purchase
a certain percentage of expected output that helps to encure
a basic merket for the SMIs products. Mainly througb ancillary
relations about 75% of parts anc componenis for Japanese cars
anc other major products come rom SMIs. India's recent
rapi¢ industrialisation has alsc to a significant extent been
propelied by ancillary relations. The President of am Indiar
tractor manufacturing compeny cktserved th:t if his ccapeny hed
not developed ancillary relaticns with SMIs, it would heve
beer practically impossible fcr the tractor ccmpany to achieve
its Zong term developmert targets. For the pzrent company,
anciliary relations tenc to reitce overhead costs, and
incustrial relations proklems, while improving the flow of
perts and components. For the SMIs ancillary relatioms can
provide vital technical an¢ m:z:gement guidance, readily
available technology, productive resources and a ready m:rket -
all in a ccmprehensive package.

1
In PTA countries the linkages between large an¢ smzll industrseées
let alone amcillary relations are not very pronounced.
Gererally there are no practicz! policies by Governmenmt or
the business community aimed at deliberate development of
operational relations betweer large and small industries.
The few significant exceptions to this general PTA sitwmation
inclede the Automotive Manufacturing Company of Ethiopia (AMCE),
the East African Industries (EARI) ¢f Kenya, Raymond Woolen Mills
of Kkenya, amd the Zambia Consoiidated Copper Mines Ltd (2CCM).
The operatioms of these large companies are summarised to
illustrate the actual and poteatial ispact of ancillarisation

or. nétional and PTA regional iadustrial development.
The MMCE is a joint venture between Piat of Italy anc the
Goverament of Ethiopia. AMCE ottains truck bodies, upbolstery,

sprirg leafs, and hatteries from SMIs.
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It provides specifications, testing and quality ccntrol.

The Ministry of Industry has been enmcouraging these relations,
ard there 1is chance of further and deeper relations between
AMCE an¢ SMIs in the future.

The EAI is a subsidiary of a major multinational corporation.
It ranufactures cooking oil, soap, soup. For its soup mznu-
facturing EAI depends on SKIs for the supply of dehydrated
vegetables. EAI provides technology, plant design, quélity
centrol and technical guidance, and liaison in the fimancing
of the SMIs one of which was funded by the principal SKI
agercy i.e. KIE Ltd. 1. this way the EAI can concentrate
better on the actual manufacturing of soup.

Rayeond Woolen Mills produces wool thread and textiles. I+
stgplies wool to SMIs that mznufacture sweaters for Raysond

to sell locelly and abroad. It alsc subcontracts SMIs to
manc’acture safari suits and other clothing for exports. 1In
acdd:-ion to ptoviding raw meterials Raymoné provides technical
guidance and quelity control. This arrangement appears to be
more cost effective for Raymord.

Through its subsidiary, the Copper Mining Enterprise Trust

td (COMET), the 2CCM is dereloping SMEs which provide goods
and services to its operatinc ccmpenies an¢ their communities L
and clsc¢ to the general 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
evolve alternative economic activities that can absorb some
youths. COMET provides workshop sheds, equipment, and raw
m:terials, technical and ménzgement support, and marketing

services.

Althouch still in infant stage, COMEYT, after two years cpera-
tiors has demonstrated the tresendous development opportunities
indeced by systematic relations between large and small
indestries. COMET supported SHIs are for instance producing
cement blocks and construction services for ZCCM operating

Divisions at much lower cost than if these were prodiced by
2% itself.

14/...




- 14 -

Another COMET SME is miming zinc ore where it might be
2 uneccnomical for IZCCM, amd sells the zinc to ZCCM which
exports it to other countries including Tanzania where it

is a major input in the sheet metal factory.

Studies by Zamtia‘s _Small Industries Development Organisation
(SIDC) indicate several other opportunities for ancillary
relations with direct or indirect positive effects on PTA
intra regionzl trade. The challence is on the big incustries -
both private sector and parastatal - to prcvide initiative

and leadership. 1In this respect, the Zastia Federxation

of Employers an¢ SIDO are planning a workshop on ancillari-

sation in the hope of stimulating other ancillary relations.
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: TEE INSTITUTIONAL FRAMEWCRK

In most PTA countries there is a public zzency for the
development of SMI. The principal ager:;y usually provides
comprehensive services in the critical zreas such ds
management and technical guidance and trzining, credit,
provision of industrial estates, procurezent services, and
registration of SMIs. In a few cases n:t2bly Ethiopia,
the principal SMI agemcy HASIDA does no- provide credit.

Most of these agencies are '00% owned 2-2 controlled by
the Government, but usually operate autsnomously outside
the Governsent structumre. The basic operazting resources
cceme from the - Government, while loan fends, training funds
and sometimes extension services funds zre supplemented by
external donars.

Due to general economic and firanciali zcnstraints, and
sometimes doe to inadequacies in SMI palizy articulation,
most of these institutions are current:; having severe
financial constraints which give rise t: other constraints
such as manpover, and reduce the effectiveness of these
institutions vell below general expects- ons. With so
much justifiable talk about small indus:ries, the resource
base of most SMI promotional agencies i- PTA is far below
the demands of the SMI sector for publi: services. Thus
inspite of significant and often undenizbie comtributions
and achievements of these institutions, “hey temd -0 have
a poor image in most eountries because :zseir capacity for
delivering services is very limited relztive to this high
demand. The most serious difficulty is loan fimance which
today is the binding eonstraint for wost SMIs im the region.

Only a few PTA countries e.g. Uganda, Somalia anx’ Rwanda do. not yet have a
specialized pablic agemcy for SMI prowmoiion. Im Uganda
there are active discussions regarding specialised SMI

support institotions.
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The Uganda Small Isdustries Association has plans to set

up an SMI finaneirz institution under private sector control.
A recent broad based national workshop on the development

of small scel'e jmdustries in Uganda has also reconmended

the establishmeat of a national SMI coordinating body.

With the increasing appreciation of the critical role of
SMIs in Uganda, ose can safely expect early cristalisation
of current efforts to establish appropriate institations

tc support SMIs.

Inv some countries notably Zimbabwe, Mozambique, Swaziland
and Zambia, the principal SMI public agency’s efforts are
supplemented dy Sovernment initiatives in a nusber of
Government or quasi-govermnment institutioms. The multi-
plicity of institztions sometimes reflects tas special
interest in SI'.II activities in the varicus Government
M:nistries, and sozetimes it is a reflection af external
donor's biases. Wkile most PTA countries are heavily
dependent on donor support for their SMI programmes, some
donors have a teadency to prescribe tae institutional
conditions for their support. Thus instead of using already 3
established institutions, some donors tend td induce the
establishment of new institutions as channels of their
support. One of the prineipal motivations far this tendency
is ideological. Kost of the donor agencies come frow
Bestern countries with a strong inherited bias towards
private sector. They generally feel that tkeir support
will be more effestive and efficiently delivered through
private sector chasnels rather than throughk public
institutions.

The multiplicity of SMI support institutions is not
necessarily a bad thing. Indeed, contrary to casual but

rather persistent observations, the multiplicity of SMI
institutions does not generally breed undue duplications.

17/...
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For one thing the demand for SMI support services is so
high and broad that it cannot realistically be satisfied
by ome institution especially for the large PTA countries.
While sose element of competition is inewitable and 7
welcome among these SMI instituiions, the general pattern
is one of complementarity and scpplementation. Where a
number of SMI institutions are providing the same product
e.g. credit, sometimes the macro complementary relations
are institutiomalized by differentiation in target groups.
For instance im Malawi, the Small Enterprises Development
Organisation of Malawi (SEDOM) provides loans ranging fronm
K3,000 to K75,000, while the Investment a2nd Development
Fund (INJEFUND) caters for bigger 2rojecz=s with loans of
K30,000 - K210.000. Even in the s>sence of deliberate
target :ifférentiation, the sheer size oFf SMI clients
often zeans the services of one InstitutZion will reach

those not being reached by the cthers.

In mamy countries the multiplicity of SMZ public and
private institutions may be inevitable amd even desirable.
The chailenge for such countries is to emsure coordination
and rationalisation of all these institutions through

some central aumthority.

In addition to the publ_.c SMI imstitutioms, there are in
some countries n.n Governmental Organisations (NGOs)
specialised in SMI services. These NGOs generally tend
to be in financial services and asxiliary management
support. These are often joint ventures between
coosmerefal banks, Development banks, and foreign insti-
tutions, notably the Frederich Edert Fommdation of the
Federal Republic of Germany and FM0, a Betherlands
Development Fimance house both of vhich are active in

a nucber of PTA countries.
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The serwvices of such specizlized financial institutions
2ust be seen as supplementary to those of the public agency
in that the private institution especially when operating
as profit making institution will carefully select its
target group within manageable geographical spheres,

while the public agency =zust, while exercising due
financial prudence, cover all areas with both comzercial

and developmental focus.

Apart from SMI specialized NGO fimancing institutions,
there are not many specialized SMY NGOs in other fields.
3ut many public and privzte orgarisations which do not
specialize in SMI support services do render some zritical
tservices directly to SMIs znd sometimes to the principal
support agencies. Such services are often in technical and
zanagement training of triiners, and entrepreneurs.

ihey also include liaisor in R & D between specialized

SMI agencies and these nox specialised SMI institutions.
Such institutions include uaiiversities and Technical
colleges, and Research centers, Business and employers
organisations. The Zanmbiz “ederation of Employers and

the Mauritius Federation 5f Employers also provide some

limited loan facilities to certain categories of SHMIs.

In many countries the smpzll entrepreneurs have formed
Small Enterpreneurs Associztions which provide liaisen
vith Government, Commerciz! Banks, and other sectors.
They also provide general bdbusiness and legal guidance,
panagement training and special commercial services
such as assistance in seciuring Government contracts.
In a few cases siuch as Lesotho amd Swaziland, due to
complete absence of SMI specialized credit sources these
Associations have also attespted to operate revclvinmg funds
as a source of credit for their members,. But such funds,
so far, are too insignificant to smake a real {impact on the
credit situation.
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¥3st of these Associations are ian their infant stages and
z»e rather weak in teras of their capacity for delivering
services to their members. Most of them have been active
tin SMI policy evolution process. The African Busimesses
pssociation (ABA) of Malawi with a full time staff of 12
appears to be one of the sost mature, while the Uganda
Szall Business Association which has organised a few
irternational expositions for its members appears to be
tze most active and effective Association in terms of

organising its members for coliective self support.
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FINANCING OF SMIs

kY .

kith the possible exception of Kenya, Malawi, and Botswana,
the PTA countries SMIs generally face serious financial
constraints. For Kenya and Malawi, generous and steady
financial support from multilateral and bilateral arrange-
ments have helped to ensure a reasomable flow of credit

to SMIs and operating resources for the principal SMI
agencies. Unlike most PTA countries, Botswana is a
surolus fund country without national financial difficulties.
For other countries, the general national economic and
firancial difficulties have tended to weigh heavily oa the
SMI sector. The principal SMI public agencies have not
been adeguately funded both in terms of operating budze:s
ané loan funds (for those which provide credit). The
gereral national financial difficulties have in many
cases been crowned by hazy policy framework and policy
instrumehts. Donor biases have capitalised on such
policy weaknesses to further distort the already rather
difficult situation. For instance in some countries e.g.
Lesotho and Swaziland, mainly due to donor influence new
institutions are being created or explored even where

it would be more economical to stremgthen existing
institutions. In Zambia due to absence of clear policy
sore Donor funds and even local funds intended for SMIs
have been channelled through institutions which are
structurally incapable of delivering such credit to the
targeted small industries, while Government disbursements
to SIDO, the principal public agency have fluctuated im a
manner that makes it difficmlt for orderly development of
programmes. The relative clarity amd stability of

general economic policies and SMI policies in Kenya and
Malawi may have facilitated the steady flow of external
resources for SMIs in these countries.
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The basic financial needs for SMI developmemt are two
fold i.e. operatiomal expenses for extensiom services by
the public SMI agemcies, and funds for credit. The SMI
need for management and technical guidance is recognised
in many countries. Thus in both Developed amnd Developing
countries there are public agencies that prowvide these
extension services free or at nomimal cost. While most
PTA countries have such institutions, the problem is

usually inadequate funding for thes.
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In the absence sf special regulations zr incentives, the
flow of credit “rom ccmmercial banks tc SMIs is wvery
sluggish anc ussally megligible. The fundamental protlem
here is the high credit administration costs involved in
extending anc¢ sypervising SMI credit especially where the
SMIs are scattered. The cost of evaluzting a $5C,000
project may not be very different from thét of processing

a $1 million or even @ $10 million proiect. Moreover the
probability of the small project not bel.y bankable is
relatively high. Given this relative high risk of invest-
ment in project analysis of SMIs and the superior expected
yield on big pr-ciects, there is an econski~ bias among
financial instizutions towards large business even at the
level of projec: identification. Furttsr rore because of
relative weainesses in technical and mzaegement capabilities
the SMI credit recipient will often reguire regular super-
vision which further raises the unit cest of SMI credit
adivinistration. Thus even in countries with well developed
and competitive commercial bank sector, the flow of

credit to SMIs from comwmercial banks is very sluggish.

For instance in US,loans of $100,000 and below are generally
consicered too low to justify the loan zdrinistration costs.

In the Developing world of PTA, this fundamental problem

is accentuated by other major problems including under-
developed and uncompetitive financial systems, imadequate
collateral resovurces amcng SMIs, and historically inherited
prejucices against SMIs that make commercial banks in

most Developing countries ultra conservative. Im most PTA
countries SMIs practically have no access to commercial
bank credit except under special funded arrangements. Thus
in many PTA countries specialized SMI fimancing institu-
tions have been created to ensure a reliable source of SMI
credit. Indeed, this situation is not peculiar to PTA or
underdeveloped zcuntries. Such institutions are also
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found in developed ecoromies.

In some PT? countries e.g. Kenya, Tanzania, Malawi,
Ltesotho, Swazilend, Zamtia and Zimbabwe the priscipal
public agency for SMIs attempts to combine the credit
function with technical and management extensioa services
and provision of indsstrial shades. This is also the
institutional structure in USA and some Western Developed
countries. Within PTA countries such financing facilities
will be the principal source of funds for the Mls.

In some cases e.g. Kenya and Zambia there are also NGO
controlled special SMI financing institutions, bet these
will usually have a merrow target group while th2 public
agency usually has pelitical and sometimes econszic
imperatives to cover thz entire country.

In a few cases notably Ethiopia and Mozamtique the principal
SK1 agency concentrates on technical and managesmert extension
services and leaves credit to existing financial institu-
tions and some NGOs. This is also the situation in India.
The basic justification for this institutional 2rrangement
is that if the credit function is included, the promotiomal
agency will be overwhelmed and will 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

covld be rendered impotent and wasted by bottlenecks in

the credit flows. This was empirically brought out in
Zambia when initially SIDG did not have a fund for SMI
credit. This system is also associated with delays in
completing the essential package of services.
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The debate about single window approach that uses one
institution to deliver all essential services to an SMI
and the specialisation system which iavolves instituticns
specializing on financing or extension services sometimcs
revolves around possible duplicatior. It is sometimes
argued that compartmentalisation of specialised functions
among interacting institutions will reduce duplication.
With regard to supervisory credit, such arguements often
involve a serious fallacy. For instante it is suggested
that the promotional agency simply helas with project
identification and supervision while financing is handled
by a specialised financing organisatioa or commercial
banks. In order for a promotional ageacy to reccmmerd

a project to the financing institution it has to do
feasibility studies and complete proje:t appraisal.

The lending institution must do its cwa appraisal and
possibly even a feasibility study. Otherwise no financial
institution wculd assume the credit risk on the basis of
another institution's reccmmendation.

0f course the cost of project evaluatisn for the financial
institution could be much lower than that of the pramotional
institution which had to do everything from scratch.

But there can be no escape from additional costs to the
financial institution in this process. Even in ‘ect
sugervision the financial institution which carric_ .he
risk cannot completely delegate project supervision to the
promotional agency or any other institution which does
not carry the credit risk. Thus a syster which separates
financing services from other support services im the SSI
sector leads to institutionalized duplication in the most
expensive facets of credit adminicstration i.e. project
identification and appraisal, feasibility studies, and
project supervision.
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Beyoad the problem of duplicaticon, the project is
subjected to a longer bureaucratic red tape. Moreover,
investment by the promotional 2cency im project appraiszl
of a viable project can be renfered impotent by lack of
response from the financial hoases.

At sacro level, the single window approach appears to be
a mcre efficient and effective delivery system of services
to S¥Is. In this respect the ideal institutional frame-
work wculd appear to be cne where the principal public
SMI agency provides all critical services such as credit,
managemert and technical guidence, and industrial sheds
and distribution facilities. SPI specialized NGOs can
also provide 3ll services that ccnstitute a reasonable
packege for their target grour. Such W60s services shoe!d
be seen as supplementary and c:-;lemeritary to those of
the principal agency. These Ke0s and other institutions
that may provide partial services such as training can
ccllaborate with the prircipal zgency for complementary
services. The single window erzroach appears to be the
most common structure of the principal SMI agencies in
the PTAcountries where the SKI institutional structure
have taken ccmplete shape. Apart from funding inadequacies
this system appears operationally effective.

In Ethiopia and Mozamtique, theé Government ccntrol of the
ccmmercial banks may facilitate timely responses of
ccrmmercial banks to the credit neceds of ~“MI to conform
with the flow of ccmplementary technical and management
services from non financing specialized SMI agencies.

In India the Government control of commercial banks has
helped to facilitate the flow of credit to SMIs.

26/...
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In the countries where commercial banks are not that
directly ccntrolled by Governmert, it is very difficult

to syncronize credit flows with extension services under

a compartzentalised delivery syster especially where
promotionz! and extension services are giver. by a public
agency while credit is given by the private sector.

Indeed, even in Ethiopia which hés hecd some long experience
with the compartimentalised system, the delays in credit
flows are long enough to frustrate extension services.
Mczambique's exper'ience is too shert to warrant justifiable
oBservations. but even there it wtuld be too optimistic

to expect 2 well syncronised delivery systew in the absence
of a single winccw approach.

One methc: used arounc¢ the world =t improve the flow of
crecit to SMI's is the Credit Guirzniee Scheme (CGS) under
which the Government through an ezcropriate public agency
uncertakes to absorb a certain percantage of SMI bad
debts. Our discussion of CGS refsrs only to this general
Government scheme in which severel ¢credit institutions can
participate, anc excludes ad hoc schemes of special funds
that may be depasited at a bank 2s ¢ basis or guarantee
for the benk to lend to a specified target group of SMIs.

The CGS has beem used in many Asian ccuntries together

with mandétory loan quotas for Skis to improve credit .
flows to SMIs. 1In India the CGS is managed by the Central
Bank through a subsidiary, in UK it is managed through

a Government Mimistry, while in US it is managed through

the principal public agency for SKEs i.e. the US Small
Business Administration {SBA). The CGS is not quite common
in PTA. Only Zambia appears to have implemented it unéer the
management of the Central Bank. Svaziland has already amended

its Central Bank Act to pave the wav for implementation of a
CGS.
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Other countries like Lesctho and Mauritius have been
thinking about it, and mey soon come up with some scheme.

To the extent to which lack of security is a major barrier
to credit, the C6S which reduces this problem can improve
the flow of credit. But it is very easy to exagerate tne
role of C6S. Since it started in Zarbia in Decemter, 1987
only a few loans have been guaranteed. Out of a totl’

of 85 applications received so far 49 came from the
Gevernment owned bank, Zarbia Mational Commercial Bank, 35 from
the N60 specialised financing institution, Small Enterprises
Promotion ‘td, and 1 frcr the first indegenous commercial
bank, and none from the c!d established and large foreign
barks., Barclays, Standarc Chartered, Grindlays, a2 the

Bank of Credit and Commerze. In Swaziland the cc-rercial
banks have not been partizularly warm to the idea cf CGS.

While the risk of default is a definite constraint on any
lending programme for sma!l business, the binding ccnstraint
on SSI credit facilities in Zambia and most countries is the -
high credit administration costs involved in lending to

small scale industries. Even where the risk of default may
appear non existent, the cost of assessing projact viability
and project supervision ey be prohibitive. Thus in

Nigeria when the Central Bank set a percertage of ccmmercial
bank loan portfolio to go to small business, and any short-
fall to go to the Central Bank at zero interest rate for
passing to the SSI fund, most commercial banks passed their
entire SSI mandated percentage to the Central Bank at zero
interest rather than get involved in lending to small
industries. This was to avoid the high administration costs.
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The CGS can, however, be very useful in conjunction with
other measures. In particular, appropriate measures must
address the critical problem of high administration costs.
This is normally zackled 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 unlikely
channels of the bulk of SMI credit. Nor is it politically
or economically prudent for Government to subsidize SMIs
through grants to commercial banks as has been suggested
in some World Bank circles. Such subsidies in form of
grants to public zgencies and NGOs including church
organisations the: provide commocity loens to special
communities that -zy not be easily reached by public
agencies can expard and improve appropriate channels of
credit. Above all, a reasonable supply of loan funds to
these agencies is essential.

1
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In addition to the problem of finance, the SMI 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-
lin¢, and guidance that help to improve management and
technical skills.

In some countries there are also shortages of highly skilled
and experienced manpower 3among the principal SMI agencies.
In addition to aggressive in house training programmes there
has been a healthy trend in learning from each other in the
region. The national SMI specizlised agencies in the region
are at different levels of develcpment. Short term attach-
ment of staff to older instituticns and study tours have
alrezdy taken place with encourésing results.

Poor technology is also a. major protlem. A related problem
ijs that of underdeveloped industrial culture and its off-
shoots of poor local initiatives in technical and industrial
activities, and inadequate public or commercial support
for local inventions and initiatives. There is need to
strengthen national Research and Development (R & D)
institutions, and to recognise the role of SMIs in

i development of new production techniques, equipmert, and
products. Yery often efforts of SMIs in development do
not get the support they need, and consequently a lot of
technological opportunities ard initiatives are lost.

In the PTA region the problem of physical 1nfrastructure
range from shortage of lanc¢ to high cost of putting up
industrial sheds. In countries with high population
density like Lesotho, Swaziland, Rwanda and Burundi, and
Zimbabwe there is difficult access to land, and the lengthy
red tape involved in securing it can often be overwhelming

for the SMI.
/...

-t



- 30 -

Thus many SMIs in the PTA regicn operate in inadequate sheds
without adequate supply of utilities. Thus a number of SMI
agencies have attempted to solve the problem of inadequéte
production sheds by establishing industrial estates, and
facilitating the conversion of under-utilized or disused
buildings into factory sheds. The programme of incGustrial
estates has helped to facilitate SMIs that could have
otherwise found it difficult tc secure appropriate

prerises. It is therefore worth encouraging, but care must
be taken to ensure that these estates are not built too far
ahead of demand, and that appropriate sites and designs are used.

In some PTA countries the legé! &nd administrative systers

tend to hamper SMIs. Licensin: rractizes and zoning

regulations that restrict industrial activities to certain

areas away from residential areas tend¢ to hamper SMIs. In

some ccuntries these laws and smunicipal regulations were
introdcced by Colonial Governments deliverately to protect
settler business against competition from incCegeous entre-
preneurs. Unfortunately long zfter indepencence some 3
countries in PTA notably Zambi:z ccntinue tc maintain these .
laws and practices.

Research has shown that there is a good range of small
industries activities that can take place in residential
areas without any risk of pollction, noise or other harmful
effects. In the initial stages scme of these projects

may orly be wviable if operated around or in the house.

To imsist on such people starting their projects in the
industrial area is to discourage a sigmificant number of
micro and sméll industrial activities.

For smal! countries like Seychelles, Lesotho, Swaziland,
Rwanda, Burumdi, there is the problem of narrow national
markets.

31/...




- 31 -

The PTA regional market should be particularly zttractive
to those SMIs with capacity to export. There ic need for
more deliberate measures to exploit the PTA trece potential.

SMIs often face serious procwrement problems. They have
difficult 2ccess to wholesalers and manufacturers of
various inputs. For imported materials access to foreign
exchange is often difficult. Some SMI specialized public
and private institutions provide procurement services
including importation of raw materials and equipment.
Such programs should be encouraged and strengthened.
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INCERTIVES

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
SMIs, and provide focused services to SMIs.

In scme ccuntries the SMI incentives include tax holidays,
customs duty exemption, and special allocations of foreign
exchange, and exemption from licence fees.

There are a few but not many PTA countries with Government
purchase programmes from SMIs. Governments ére major
consumers of goods and services. A Government commitment
to purchase cértain goods from SMIs can be a significant
boost to the SMIs. In Incia and the USA where the
6overnment purchase programmes are well developed they
have been very helpful in promoting the steacy growth of
SMIs. Within PTA there is an apparent general feeling
that the capacities of SMIs are too limited for 2 meaningful
Government SMI purchases programme. But there is an
undeniable potential for a much greater effort on the part
of national Governments to purchase from SMIs than is
currently done. Of ccurse SMIs in the region face many
supply constraints. Any Government purchase programme must
therefore be part of a policy package that includes
measures to deal with SMI production constraints,.

~t

In India there are Government regulations restricting the

manufacture of certain products to the SMI sector. Such
incentives can work well in a reasonably well developed
economy with a streng SMI sector. There is no PTA country
with such sweeping restrictions.




While a certain amount of protection may be desirable especially
for infant SMIs, there may be greater growth potential through
improved competitive tendencies an¢ complementary relations
between large and smell industries both within national

bcundaries and at the regional level.

Most PTA economies are very weak. Problems and constraints
include underdeveloped social and ecorromic infrastructure,
severe foreign exchange difficulties, poor technology,
inadequate supply of critical technical skills, and often

a pocr resource base. Even those countries with a good
nationzl resource base are often constraimed by the above
problesms. International assistance for developing ccuntries
is generally recognised as an essential inmgredient for the
development of these ecoromies. For the SkKI developmer:t
internztional support should pzrticularly focus on

financial assistance and technical assistance.

Regional cooperation has generally been recognised as an
effective strategy for promoting rapid economic development
especially among developing eccnomies that are often constramed
by narrow natioma2l markets and poer rescurce base. The )
potential and actual role of SMIs in promoting meaningful

intra PPA trade has already been touched omn. Trere is need

for internztiomal financial support to strencthen the

czpabilities amnd programmes of PTR.
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Mith the exception of Botswana, most PTA countries have
serious national budgetary problems. Although the SMI
sector may be recocnised as an important ingredient in the
e-onomic development process, thic sector generally does
not have the political weight to bear on the national
budgetary decisions. Hence its share of the Government
budget is often much lower 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 depenz mainly on the steady infusiocn of
external financial resources. In Lesotho and Swaziland
the termination of “oreigm financial assistznce to the
principal public 2zencies har created a situztizn of
practically n'o meeringful source of credit for SMIs in
these countries fcr several yeers. In Zambia where the
principal public &gency has not yet received any external
financial resources for lending, the SMI credit situeation

remains very difficult.

With the current nztional budgetary difficulties, there
is need for externmzl infusion of financial resources to
the SMI sector. Scmetimes the debate has been on how

to channel these‘resources- Western donors who constitute
the principal source of external resources prefer to
channel finance through the private sector institutions
rather than through the public sector. The justification
for this is the retative operational efficieacy of the
private sector not only im the Developing, dut also in
the Developed coumtries. In Developing countries, the
relative operatiomal inefficiency of parastatals for
jnstance is enhanced by umdue political interference in

parastatal operations.
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Inspite of undeniable relative weaknesszs of the parastatals,
thg universal justificaticn for public corporations and
parastatals is for the Government to provide certain
services that cannot easily be given by the private sector,
and in such a manner that the operation:l public agency

is free from the routine Government becuracratic red tape.
The extension services given to SMIs 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 SMIs. Thus even in USA,

the acknowledged Dean of private sector, there is a public
agency, the SBA that provides all the critical services

i.e. credit and a brcad range of extension services.

The public instituticnal mechanism is i-svitable in the

PTA countries as it is in many Develof:z:- and Developing
countries. And giver the relative supzriority of a single
window delivery s;ystem, the principal -zblic agency should

be recognised as potentially a reasoni:le channel of

external finmancial resources, especially where it has been
constituted as such. Otherwise there is nothing structurally.‘
repugnant about it.

i

0f course these agencies sometimes have serious management
and other problems. In such cases it is important to deal
with the menigement problems instead of condemming the
structure as has happened in some PTA ccuntries. Indeed,
the external financial flows must often be accompanied
with technical assistance in fields where the local
institution kas specific weaknesses, and to gemerally
strengthen the 1nstitutions. Indeed, even in the absence
of external financial resources technical assistance may be
useful especially for young institutioss, and for countries
like Uganda and Rwanda which are in the process of developing
systematic formal policies and institutional framework for
SMIs.
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While extern:cl supp;:ort is very essential it shkould not be
seen as a permanert feature. Natiomal institutions strould
use external resources to generate amnd develop reasonable
capacity for self sustaining. For imstance a steady flow
of local ard international finince for five years car »
méke the semi commercial leméinc activities of principal
agencies self sustaining. Of ccurse, Government grants
wculd continue to be necessary to cover extension services
which sih.uld be seer as Governmeat subsidy to the SMIs.
Otherwise the lending operations cculd be self sustaining,
and expanded on soft lozne and occasionzl grarts. The
prcbier sometimes has been thét the funds have been on an
ad hoc basis - without this long term perspective of self
sustaining activities. .For instance wher a fund of say
$2 rillion is given and is immediately tied in (5-7 year)
mesium or lonc term loans with 6-12 month grace period,
un_ess there is further regulzr injection of funds, the
ler{ing activity can come to a complete stancd still ever
if all the loens are recoverabie. Otherwise you cannot
expect the ipitial $2 million to start revolving at thet
volume until after 6 years. This hes been the probles in

some countries including Zimtabwe and Zarkia.

TECBNICAL ASSISTANCE

In the area of tgchnical assistance, there is need to ensure
. that any technical assistance facilitates the growth of
locezl capacities to carry on. In this respect technical
assistance must invclve a well articulated development
program for local human rescaices. Indeed in the interest
of méximum effectiveness, as much as possible the pool of
expertise in the region shculd be tapped in tecnnical
assistance programmes. The point is that for any givea level
of qualifications, an expert from the region is more likely to
appreciate better the peculiarities of the local situition
because they are relatively cloce to bis background and

experience.
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In any case this is also a way of strengthening local and
regiona! human resource capabilities.
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 development. Most of the regional
industrial programmes will naturally tenc to involve large
industries. But a well developed regiomal SMI sector is
crucial to the development of such a regional industrial
programme. An expert on SMIs cocld help PTA for 1-2 years
in this respect. If such expertise ic also free to assist
individual countries with advice on national SMI programmes
and how these could be hooked into the regional industrial
progcramme, such technical assistance can be justified both
on the region'al and national besis. UNIDO may wish to

consider providing such techmicz]l assistance.
LOCAL INPUTS FOR REGIONAL COOPERATION

While Western countries and msltilateral institutions like
UNIDO are the principal sources of fimancial and technical
assistance member countries must develop some capacity for
absorbing certain costs especizlly in the area of regional
cooperation. For instance the tremencCous scope for sharing
experiencés can be exploited through exchange of visits
ranging from brief study tours to a few months of industrial
attachment. External support meéy often be necessary for
air tickets in view of foreign exchange difficulties, but
locel living expenses can sometimes be absorbed by the

hcst country without undue stress, especially when there
are possibilities of reciprocal facilities. The development
of such local inputs can be combined with external resources
to expand the opportunities of regional cooperation beyond
the levels that may otherwise be imposed by the limited
resources of external 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 appropriate imstitutional framework for SMi
development. However, the SMI sector faces serious constraints
including difficult access to credit,foreign exchange, land,
and workshop space, inadequate technical and ménigement
skills, and unconducive legal and administrative practices.
Inspite of these constraints, the SMI sector appears to be
playing a significant role in the national economies of

PTA countries.

T-e memter countriess need to particularly address the
financing pro.blem by more generous budgetary allocations

to SMI agencies, ard by directing external finzncial
resources and apprcpriate technical assistance to these
incstitutions. The SMI sector is one area through which
external financial and technical support cam tcuch the

lives of many people, and optimize the impact of such L
suport on general eccnomic performance.

With adequate funding the other major constraints can be
tackled through improved extension services, and industrial
estates. In large urban areas, the incustrial estates full
occupancy may be well assured. In rural areas these must
be developed to meet known explicit demend. Even in wrban
areas feasibility studies are essential. Governments should
improve the commercial environment by repealing or rationa-
1izing unconcCucive legal and administrative statutes.

They should also provide adequate incentives for SMIs.
While some levels and fo:'ms of protection may be useful
excessive protection of SMIs méy create harmfs] distortions

im the econcmy. At any rate given a good comnercial
emvironment and basic support services, the s can be

very competitive.
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The Government should also play an active role in the
development of appropriate technology by supporting R & D
programs. The role of SMI sector in this must be recognised
and encouraged.

There is need to strengthen linkages between SMIs and large
industries an¢ other sectors of the economy particularly
agriculture. Ancillarisation is one way of institutiona-
lizing the opcrational links between large and smell
industries. This is an area where the large busine'ss have
to play a leading role. National studies and workshops
should be encouraged especially in ccuntries with sizeable
shares of large scale industries. After a few successful
nationel workshops, 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 +he role of SMIs in regional i
industrialisation prograsse 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 regional rather than national markets will

often have scope for anciliary relations with SMIs mainly

in their country of domicile but possibly also in cther

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

be exploited. This is basically a chailenge for nzsicmal
Governments.




APPENDIX: COUNTRY PROFILES

MALAWI

Definition:- In Malawi the definition of a SMI is tased on
the lending limits of SMI specialised agencies. ’

Institutioné! Framework:- The umbrell2 institution which is
Small Enterprises Development Organisation of Malawi
(SEDOM) provides bath financial assistance and extension
services. Tnere are a few other institutions providing
finance and (cr) management support.

Consiraints:- The major constraints faced by SMI include
Poor techmcl-zgical base; Weak educaticnal background for
most potentizl entrepreneurs and toos such dependence on
external finzncial resources which breeds unc=2rtainity
about the f.-.re st3ability of SMI prigrams.

Status of S¥i:- The SMIenvironment is positiva in Malawl,
with women ccnstituting 30% of the relatively small u.its
served by SECOM ana 5% of the relatively bigger SMIs
financed by INDEFUND.

LESOTHO

Definition ¢f SMI:- The definition of SMI in Lesotho is
based on espioyment where micro industries are those
employing 1-3, small industries 6-25, and medium 26-200.

Institutional Framework:- As an umbrella institution, the
Basutho Enterprises Deveiopment Corpcriaticn (BEDCO)
provides management and technical guidance, credit and
industrial estates. The institution is assisted by
Lesotho Mansfacturers Association whose objective is to
provide entrepreneurs with marketing, government liaison
and financiel services. The credit fund of Bedco has been
suspended mainly due to lack of funds.
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Constraints:- The Major constraints faced by SMIs appear to
be lack of re_iable credit scurce, inadequate financial base for
the umbrelie organisation and severe smarketing competition
from South Africa.

Status of SMI:- Small scale manufacturing projects are
quite active especially in tailoring and handicraft, and the
majority of entrepreneurs are women accounting for 60% of
total.

MOZAMBIQUE

Definition of SMIs:- The SMIs are defined on the basis of
maximum esplcyment of 50, and use of labour intensive

technology.

Institutiona. Framework:- The Institute for the Development
of Local Inéustry (IDIL) is the umbrella organisation of
SMIs. Its responsinilities include project icentification
and promotior, liaison with financial institutions
regarding credit for SMIs, extension services and policy
evaluation. Although IDIL does not provide credit, it
provides procurement services and cam operate as a whole-
saler for SMIs. Financing is done by N60s and the
People's Bark for Development.

Constraints:- Among the major constraints faced by SMIs are
limited financial resources, lack of entrepremeurial
tradition coupled with a low level of educated and skilled
man power, inadequate foreign exchang2, and bureaucratic
delays in prccessing business formalities.

Status of S®I:- Due to lack of basic ia¥rastructure in the

rural areas, only 10% of all industries are based in the
rural areas whereas 90% of them are concentrated in the
urban areas. Though men appear to dominate, women are
coming up quite steadily.
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SMAZILAND

De“inition:- The definition 2f SMI is based on employment
levels.

Institutional Framework:- Th: Small Enterprises Devejop-
rent Company (SEDCO) was for-ed in 1970 to provide crecit
enZ technicai support to SMI:. In 1973, the Small
Enterprises Promotion Organication (SEPO), which was doing
pracmotional work only, was atsorbed by SEDCO to
fecilitate a single window delivery system. Other
institutions in the promotion of SMIs include NGOs linked
cicsely with Government structures. SEDCO has had no funds
for lending for several years now.

Ca~straints:- The SMIs face several major constraints such
¢s lack of SMI credit sources, marketing problems due to
re competition from Sou.- Africa, low educational

21 of entrepr:eneurs and izck of special incentives far
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Stztus of SMI:- Like Lesothc. women dominate the sector with
55 - 60% share of SMI projecis. Most of the projects,
hzwaver, are in urban areas, unlike tLesotho.

IIRBABWE

De‘inition of SMI:- The definition of SMI is based on
raximum employed of 50 peogle and fixed capital assets of
na: more than Zim $300,000.

Institutional Frame:- The principle public agency for SMI
is the Small Enterprises Devzlopment Corporation (SEDCO)
wnich became cperational ier 385, Amcng ithe oblieciives
and functions of SEDCO are, the provision of financial
support, training and councelling.

Constraints:- Major constraints include inadequate credit
funds, administrative funds 2t the umbrella organisation,
inedequate technology and ideas for new industries, legal
barriers, e.g. licensing amd zoning regulations,
difficult access to land ard inadequate seed money for
eqLity contribution.
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and rural areas. Men dorinate the sector. In 1987,
wemer only got 14% of the total lozn amount given to SMIs,
and 11% in 1988.

The definition is based on the fixed capital assets which
shctld not exceed 500,000 rupees.

The umktrells orgarisatics which is Small Industries Develop-
ment Organisation (SIDC' became operational in 1985 with

the mzin objective of prcviding technicel assistance to
SMIs.

Constraints

The SMIs face several ccrstraints such as merketing
prcklems, inadequate finzncial resources and lack of

skilled menpower.

Status of SMI

Defipition

sMIs are defined by comiention anc¢ practice of SHis

themselves.
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Institutional Pramework

SMI policies are currertly hanled by the Commissioner of
Industries. There is no autonomous puklic umkrella
orgznisation, although this is actively being considered.
The Ugarca Small Scale Inducstries Association is the
principal agency for practical support services to its

members.

Constraints

These irclude absence of puklic uaktrella organisation,
shcrtace of credit facilities ar foreigm exchance,

inadeguzte tecknical and managesent skills.

General Status

The SMI:z :n Ugancda are amon¢ the best developed in the

region.

ETHIOPIA

Is based on investment in plant and michinery and is
legally codified.

Institutional Framework

The principal public agency for SMIs, HASIDA, was established
in 1977, It provides technice! and extersion services, but
Aot credit.

Constraints

Constraints include financial problems of umbrella institu-
tiors, difficult access to credit and raw materials, poor
technology base, foreigr exchange problems.
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General Situation

The SMIs are active thrcuchout the country, but with a

bias to urban centers.

Definition

Based on employment of meximum 50 anc investment levels

of KSHO.S million. Definition is mot codified.

Institutional Framework

Kenya Industrial Estates L=d is the principal public
acercy ané it provides bot: credit industrial estates anc
extension seryices to Skls. There are several NGOs also

active in SMI development.

Constraints

Among the mzjor constrainmts are inadequate technicel and

menagement skills, poor technology.

-t

General Status -

The SMI sector is very active and well developed.

ZAMBIA

~+a defipition is basez on the fixed cepital iavestweal
which should not be more then K1.5 million. This is
ccdified by ai. \ct of Parl:iament.

Institutional Framework

The primcipal public agency for the development of smell

scale industries is The Small Industries Development Organisa-
tion (SIDO).
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The SIDC programmes involve the provision of consvltancy
services, extension services, credit facilities and
procurement of factory sheds apd distributicn outlets.
There are other organisations supporting SMIs meinly
NGOs.

Constraints

The constraints faced by SMIs are inadequate credit
resources and poor financial base for the umbrells
organisation, shortage of factory sheds and utilities,
difficult access to foreign exchange, poor technicel and

management skills and uncerdeveloped entrepreneuria’ base.

Status of SMI

- ——— - — -

The SMI sector is active, in both urban and rural areas.






