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I. INTRODUCTION AND BACKGROUND

1.1 Background and Objectives

1. It is now generally accepted that cottage and small scale industries play an important role
to enhance economic growth and development in African countries. Being rather labour than
capital-intensive they create jobs at relatively low capital costs. They develop the base for future
industrial expansion as they offer excellent opportunities for entrepreneurial and managerial
talent to mature. Cottage sector, in particular, provide opportunities to generate at least a
minimum income for growing numbers of job-seekers among school leavers, retrenches, who
do not find employment in formal and regulated sectors. Cottage and small scale industries offer
relatively cheap products, thus providing low-income customers with goods at affordable prices.
Furthermore, cottage and small scale industries help to save scarce foreign exchange in relying
primarily on locally available inputs.

2. In Africa, cottage and small scale entrepreneurs frequently face problems in numerous
areas. They suffer bureaucratic procedures worsened by corruption practices. They often find
it difficult to acquire appropriate premises. For example in some countries there are no industrial
zones or where they do exist, they happen to be locate too far from the town. Their access to
physical inputs as well as technical inputs is limited. Managerial knowledge and expertise
sometimes is hardly adequate to run business in a profitable manner. Moreover, access,
especially, to the cottage sector is relatively easy leading to stiff competition and high mortality
rate of enterprises. Access to financial services is the most prominent obstacle to small scale
industries development.

3. There is therefore, a wide-spread consensus from the entrepreneurs themselves as well
as from people dealing with the promotion of cottage and small scale industries, that lack of
access to finance is the leading constraint for the sector. Most of the difficulties cottage and
small scale entrepreneurs face in obtaining financial services are directly related to the
transaction costs that result in any lending activity of both formal and informal financial
institutions.

4. Due to their inexperience with commercial banks the track-records and reputation of
cottage and small scale borrowers are usually limited. Banks, therefore, regard these
entrepreneurs as risky clients. This judgement is reinforced by the fact that the majority of
cottage and small scale operators are not able to meet conventional security requirements by
commercial banks. Their credit worthiness is limited which prevents them from obtaining loans
from banks, thus, keeping their credit worthiness low.

5. The price of any credit is the interest rate charged by the bank. As ceilings of interest
rates in many African countries are determined by banking laws, higher transaction costs will
necessarily reduce the profits of commercial banks given fixed costs of refinancing facilities.
Loans to small scale enterprises are, therefore, less profitable to banks, which leads to a smaller
supply of credit from formal institutions to cottage and small scale sector.
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6. As consequence, financial sectors exhibit a high degree of financial dualism, i.e. the co
existence of formal and informal financial institutions. Sometimes the informal financial
institutions are of much greater importance than their formal counterparts. In Cameroon and
Togo, for instance the share of informal credit in cottage and small scale sector, is much higher
than that of the formal credit. Informal entities like money-lenders, the savings cooperatives
(Tontines) have at least, two advantages over formal financial institutions. First, they are close
to their clients which reduces risks of default, and, hence, transactions costs. Secondly, they
are in a position to charge interest rates which are well above those of commercial banks and
often reach usurious levels, especially the money-lenders.

7. In most African countries, much effort has gone into promoting cottage and small scale
industries development by creating specialized support and lending institutions. This has been
done indeed in the belief that lack of finance, particularly access to institutional credit, has been
a major constraint inhibiting the development of the sector. However, despite the proliferation
of the institutions, there appears to have been very little impact on the development of cottage
and small scale industries. The objective of this document is to assess existing financing
institutions, to study the modalities of reinforcing them, and promoting new ones where they do
not exist.

8. The methodology adopted by this study is a research approach based on some African
countries, focusing on existing institutions in those countries, supported by some secondary data
sources. The primary data have been obtained from missions undertaken to countries such as
Mauritius, Morocco, Tunisia, Zambia, Zimbabwe, Ghana and Cote d'Ivoire.

1.2 Organization and structure of the document

9. This document is structured in the following manner. Chapter 1 is about the introduction
and background. Chapter 2 reviews the status of cottage and small scale industries in Africa,
including a review of the structure of African economy, a review of sector policy and the
existing level of institutional support to the sector. Chapter 3 focuses on the structure of financial
institutions in Africa and their effectiveness in satisfying the needs of small scale industries. The
local and international sources of financing are presented in Chapter 4. Chapter 5, is an attempt
to analyze the innovative financing schemes that African small and cottage industries could
utilize in solving their financing problems. Chapter 6 includes a review of recent experience and
current issues from newly industrialized countries in financing small scale industries. The impact
and role of the governments and other partners on the financial environment is described in
Chapter 7. Finally, the major conclusions and recommendations are put together in Chapter 8.

•

,

•
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II. COTTAGE AND SMALL SCALE INDUSTRIES IN AFRICA

2.1. Structure of African economy

10. Africa inherited an underdeveloped economy at the time of independence. The economy
was then overwhelmingly dependent on primary exports (agriculture, mining, forest, etc.), an
underdeveloped industrial sector, and over-reliance on imported production goods. The
economic structure has, since then undergone great changes with the fall of agricultural sector's
contribution to GOP. This fall in the contribution was accompanied by increasing shares of
some other sectors such as the manufacturing sector, banking system, insurance and building
sector.

11. According to ECA1 the African economy experienced a high annual rate in 1995. The
gross domestic product (GOP) grew by 2.3 per cent in 1995, compared to 1994 and 0.7 per cent
in 1993. Table 1 shows that only the central African region obtained negative growth in 1995,
while the southern and western African regions exceeded six per cent growth in 1995. That
explains the improvement in overall economic performance of the region. This is a positive
confirmation of the recovery that is taking place in most African countries.

12. The African industrial development was largely by way of import-substitution strategy.
Governments intervened directly and indirectly in industry. Oirect participation of governments
in industry involved the establishment of various companies and corporations that manufactured
and assembled goods ranging from ordinary consumable to small capital goods. The indirect
participation, in some countries entailed the setting up of an enabling environment for private
investment in industry. Only recently, governments have started to disengage from direct
participation in industry.

13. ECA reported that because of the improved environment, the remedial public policy
measures, together with the rationalization of industries under structural adjustment programme,
manufacturing industry recorded a positive growth rate of 4.2%2 in value added in 1995. The
disengagement from direct investment in the manufacturing sector by the governments and the
privatization of most public enterprises have substantially improved the share of manufacturing
value added (MVA)in gross domestic product (GOP).

1

2

Report on the Economic and Social Situation in Africa, United Nations Economic
commission for Africa, 1996

ibid
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Table 1. Manufacturing Value Added Growth Rates (% at 1990 Prices)

1992 1993 1994 1995

Total Africa -1.0 -0.1 4.1 4.2 ,
North Africa 1.5 1.9 6.6 4.2

Central Africa -10.0 -9.0 -1.4 -0.4

East Africa 2.8 4.7 6.1 3.9

Southern Africa -2.8 -0.5 2.6 6.9

West Africa 1.5 -2.4 1.9 9.8

Sub-Saharan -2.3 -1.1 2.4 6.4
Africa

LDCs 0.1 -4.3 2.1 3.4

Sources: ECA Secretariat

2.2. Cottage and small scale industries sector in Africa

14. In many African countries, cottage and small-scale industries sector has recorded major
changes in the pattern of employment compared to other sectors. According to Ikiara3, in
Kenya, between 1984 and 1990, small-scale enterprises sector experienced a major expansion
of its employment, with an overall increase of 232.4 per cent. The total number of operational
SMEs representing every sector of the economy was 1.2 million. The rapid growth of small
scale enterprises was due to a changing policy environment which accorded the sector more
recognition. The policy of accelerated early retirement of former civil servants, pursued by the
government was of a great help to the development of cottage and small-scale industries in
Kenya. Many of these retired civil servants sought refuge in the sector.

15. In Cote d'Ivoire, the department of Small-scale industries of the Ministry of Commerce
and Industry reported that for the period of 1980-1990, the sector has participated in the total
manufacturing value added with 26.8% and has created 20% of the total employment.

•

\

3 Gerrisho K. Ikiara, University of Nairobi, Kenya.
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16. In Tunisia, according to a UNIDO report, the number of SMEs has been multiplied by
8, increasing from 1,308 in 1975 to 10,926 in 1993. The sector represents approximately 95%
of the country's industrial landscape. In 1975 the number of employees in the SME's sector was
77,279 and in 1993 the number has increased to 450,000. The value added has also increased
from US$ 460.17 million in 1975 to 3,956.49 million in 1993.

17. In Nigeria, it has been estimated that SMEs account for 72 % of the total number of
establishments, 70% of industrial employment and 10-15% of manufacturing output4 .

18. In Malawi, a study undertaken by UNDP estimated the number of SMEs at about
370,000.

Ill. THE STRUCTURE OF FINANCIAL INSTITUTIONS IN AFRICA

19. In assessing the efficiency of any economic system, one has to look at the structure of
that system to establish whether essential organs or institutions to serve the desired function are
in place. In this context, and given the number of constraints faced by cottage and small-scale
industries in acquiring financial resources, is the financial system in African countries adequately
structured to satisfy the needs of the sector? Are the actual structures strong enough to carry the
risks imposed by all economic sectors? If these structures present any weakness, how should
they be strengthened to serve the purpose better? If they do not exist, should they be created?
These are questions that the chapter will address.

20. The financial market in several African countries is characterized by a high degree of
financial sector segmentation. The formal sector only serves the upper 5 to 20 percent of the
active population. It comprises three levels namely the central banks with their control,
regulation and delivery functions over the second level which is made up of commercial banks,
savings banks, development banks and also non-bank financial institutions such as the insurance.
The third level consists of capital markets like bond or stock markets.

21. Savings and credit cooperatives, non governmental institutions and self-help promoting
institutions form the semi-formal financial sector. Usually those institutions are not controlled
by banking laws but provide financial services with approval of the state. Individual
moneylenders and groups of mutually organized individuals form the informal financial sector.
Often without legal status, these self-help groups do have an organizational structure and the
majority uses effective social control mechanism among their members, thus limiting defaulting
or fraud.

4 Sackey, James, 1995, Nigeria: A Diagnostic Review of the Small and Medium
Enterprise Sector. World Bank Report No. 14979 - UNI. Washington D.C.
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3.1 Central Banks

22. In each African country, it is the responsibility of the Central Bank to enforce and
regulate fiscal and monetary policy of the country in as far as these relate to reserves, money
suppl y, interest rates and up turn of the financial sector and the economy as a whole.
Consequently, the key functions of the Central Banks are regulatory and custodian. However,
many Central Banks in Africa have increasingly taken on developmental roles during the past
decades.

3.2 Connnercial Banks

23. These are deposit collecting and lending institutions with wide ranging activities only
limited by their charter and license. They have the largest share in Africa's financial sector and
hold most of the deposit resources. According to Nserek05 , in Africa, commercial or deposit
banks hold 50-90% of the assets of all financial intermediaries. In some countries, commercial
banks are also dominated by a few large overseas banks. Consequently, the extent to which
commercial banks' resources are harnessed to finance development, in particular, investments
in the cottage and small-scale industries has not been impressive.

3.3 Cooperative Banks

24. Cooperative banks are mutual financial institutions created on cooperative principles and
regulations. They are commercial banks whose charter obliges them to cater the financial needs
of owners first and foremost. Countries like Ghana, Nigeria, Malawi have witnessed a rapid
evolution of these banks. However, their market share is still relatively small and their
achievements still lag far behind their cooperative ideals.

3.4 Development Banks

25. By and large, development banks are publicly funded non-deposit collecting institutions
established by governments as a conduit for direct credit to priority and development sectors in
the economy. The majority of development finance institutions are national while a few are semi
private and regional banks. The regional banks are set up to serve regional needs such as the
East Africa Development Bank created under the defunct East African Community (Kenya,
Uganda and Tanzania), and the African Development Bank created under the auspices of the
United Nations Economic Commission for Africa (ECA), whose charter covers all member states
of GAU. The Preferential Trade Area (PTA) established a bank to serve as a clearing house
for member states but it has also started engaging in development finance roles in production and
export finance support. Resources and financing capacity of these banks are largely dependent

5 J. Nsereko, Development Finance Department, Bank of Uganda, 1991.
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on external lines of credit from foreign governments and international finance agencies.

26. Development banks are the most common type of non-bank intermediary in Africa.
Originally they were established to provide long-term finance since commercial banks were
unable to extend services to private sector due to the short term nature oftheir deposit resources.
Today, under the advice of the World Bank, most of the development banks have close because
they have become insolvent, this is the case in countries such as Cote d'!voire, Togo and
Senegal).

3.5 Specialized Credit Institutions

27. These are deposit collecting institutions that serve specific functions and segments within
the financial sector such as housing. transport, tourism and household enterprise needs. While
they extend credit, their activities are in some countries restricted by license to mobilize savings
but not to engage in demand deposit business. This category includes post office savings banks.
The main features of these institutions are that because of their size and comparatively small
capital outlay, they can be flexibly located to make the services they offer accessible to clients
of cottage and small-scale operators. However, they are vulnerable to financial stress and could
easily unfold if the going becomes rough like it was recently the case in countries such as
Kenya, Uganda, Ethiopia and the CFA Francs zone.

3.6 Contractual Savings Institutions

28. These are non-bank financial intermediaries which mobilize savings and which hold less
liquid liabilities not normally regarded as part of money stock. On a contractual basis, they
collect long-term savings through occupational pension funds, social security and life insurance
premiums. The variety and strength of contractual savings institutions in an economy ensures
a steady supply of long-term investment capital and enhances the stability of the national
financial system. These institutions have started taking roots in many African countries.

3.7 Other Formal Institutions

29. During the past years, another set of institutions which are critical to a finance system
have been established in a number of African countries. These are the money and securities
market institutions where instruments of short, medium and long-term nature are raised and
traded. Today a number of countries (to name few of them: South Africa, Tunisia, Morocco,
Zimbabwe, Kenya, Cote d'!voire, Nigeria, etc) have engaged the development of this institution
which developed economies find to be the biggest and most dependable source of investment
capital. By enabling large corporations to issue term securities in form of commercial paper,
money markets make corporate loan market more competitive and reduces the market power of
large commercial banks. However, this opportunity is missing in some countries leading to elite
borrowers to crowd out small borrowers normally operating cottage and small-scale businesses.



ECA/IHSD/IPPIS/OO6/96
Page 8

30. In African countries the dominance of commercial banks is very remarkable. They are
the ones to hold most of the deposits albeit of a short-term nature, Therefore, any programme
to finance cottage and small-scale industries has to focus on a short-term period. Also the other
collecting institutions whose resources are structurally savings, are limited in capacity to
mobilize deposits. Consequently, they do not have the capacity to meet cottage and small-scale
industries' needs.

31. The charter establishing commercial banks dictates where and how much of their
portfolio to be lent. Their policies center on risk aversion by investing in sectors and activities
which assure greatest safety and profitability of investment such as commerce, export,
plantation, oil companies, etc. Consequently, productive sectors like industry attracts less bank
resources.

32. The access to institutional credit by cottage and small-scale industries can only be
possible when the governance assures the provision of a network of facilitating and performing
institutions; a legislature that can enact appropriate laws; a public service that is efficient; and
an administration that is accountable to the public. In another words, credit to small borrowers
requires a legal enviromnent not only to make banks but to ensure and guard the safety of assets
of the lending institutions as well. There is a need for legal framework that can reconcile these
two forces: one calling for making credit more accessible and the other proposing the
preservation of a financial viability of the banks. In most African countries laws enacted for the
reconciliation of these two forces have not been practically in force or in some other countries
they have not been even enacted.

33. In mariy African countries, legislation has not effectively supported the development of
instruments and markets through which risks could be pooled or transferred. In a few African
countries, credit guarantee schemes have been introduced but since enabling laws are not strong
enough in these countries, the schemes are not made popular to banks. Interest rate is also an
instrument of demand management and allocation of bank resources. Fixed ceilings compound
access to credit as small borrowers cannot compete on same terms with larger borrowers. With
these predetermined ceilings, small borrowers are discriminated against since lenders cannot
raise interest rates to compensate for traditional risk and higher cost attendant to small loans.
In many African countries, the ceilings are not accompanied by legislation providing alternative
and more appropriate delivery systems of credit to disadvantaged groups which can reduce risk
and cost.
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IV. LOCAL AND INTERNATIONAL SOURCES OF FINANCING

4.1 Grass-Root Savings and Credit Movements

34. The capital scarcity in the formal financial sector in many African countries and the
declining net foreign capital flows to the continent have pushed cottage and small-scale industries
to look self-reliant and domestic alternative means of financing: the informal financing sector.
Although the latter has received little attention from governments, it holds the greatest promise
and potential for savings mobilization that may be made to bear on the financing problem of
cottage and small-scale industries .

35. Mutual financing schemes such as the Rotating Savings and Credit Associations
(ROSCAS) have proved useful in Africa. According to the World Bank report6, Niger's
experience has confirmed that small people could be made to save and create a credit capacity
to support economic activities. It has been reported that 389 village household indicated that
ROSCA (also known as "Tontine") credit accounted for 80% of total loans. In some African
countries namely Zimbabwe, Congo and especially Cameroon and Togo ROSCAS have evolved
into formal financial institutions.

36. The ROSCAS approach is advantageous in two ways. First, it nurtures a savings habit
among indigenous population. Secondly, it forces people to look to themselves and develop a
self-reliant consciousness. Whilst this will usually be inadequate to meet the larger credit
requirements for productive purposes, the discipline of the group in mobilizing its own savings
and in managing its own common fund provides an ideal preparation for an introduction to the
formal financial sector, whose capital resources will be needed to fund the requirements of more
substantial credit for productive loans.

4.2 The State

37. It is well established that problems faced by micro, small and medium enterprises are not
purely of financial matter. Consequently, actions undertaken by the State in favour of this sector
should not be only a financial one, but also the promotional aspect, the techniques of enterprises
management, the quality of the labour should be taken into consideration.

38. In most African countries the governments have created structures in order to provide
support and services to the private sector, including information on the juridical and fiscal
provisions, fiscal advantages, capital, training etc. For example in Tanzania, the government has
set up the "Small Industries Development Organization" (SIOO) to deal with all aspects of micro
and small scale enterprises. This is the case with the "Societe Nationale d'Etudes et de
Promotion Industrielle" SONEPI in Senegal, the "Agence de Promotion de I'Industrie" in
Tunisia.

6 Ibid
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39. The financial intervention of the State in the development of micro, small and medium
enterprise varies from one country to another country. But it does generally occur via the
national development banks, the governmental promotional structures such as those cited above,
and other financial institutions.

40. The State usually put funds at the disposal of micro, small and medium enterprises (for
instance the social funds in Egypt or in Cote d'Ivoire). These funds are often supported by credit
lines from regional development banks such as the African Development Bank (ADB), the
Economic Development Bank of Central Africa, etc. They are also supported by credit lines
established by multilateral institutions such as the World Bank, the International Monetary Fund,
the European Investment Bank or by credit lines from bilateral agreements. In 1992, for
instance, the State of Senegal benefitted from several credit lines: one from the World Bank
amounting to US $13.7 millions; one from the African Development Bank amounting to 6.5
millions account units; two from the European Investment Bank amounting to 6.5 millions
European Currency Units; and two others from the West African Development Bank amounting
to 1 billion francs CFA.

41. At the bilateral level, Senegal benefitted from aid from France through the "Caisse de
Cooperation Fran~aise"; Germany through the "Kreditanstalt fuer Wideraufbau"; Belgium, Japan
and Canada.

42. In Mauritius, regional resources mobilization for investment in the micro, small and
medium sector is generally undertaken through the banking system, share holding and offshore
banks. However, the commercial banks are reluctant to give loans to small enterprises. The State
was therefore obliged to endorse the problems of financing micro, small and medium enterprises
through the Development Bank of Mauritius. The bank has benefitted from credit lines given by
foreign governments and institutions such as the European Investment Bank, African
Development Bank, "Caisse Fran~aise de Cooperation, European Development Funds,
Commonwealth Development Corporation and the World Bank.

43. In one word, until recently, international and regional financial aid reaches micro, small
and medium enterprise through the States, which were in charge of a series of activities, from
the theoretical, general training of the promoters of enterprises up to the presentation of their
projects to the local development banks. These banks should offer credits at a preferential
interest rate.

44. This financing method of micro, small and medium enterprises has been criticized and
progressively abandoned by the quasi-totality of donors, who are more open to new direct
approaches, focused on the role of private sector. Therefore, the intermediary role of the State
and its influence on the overall development has been reduced.

•
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4.3 Regional Development Banks

45. Regional development banks are financing institutions established by several States of a
given region or sub-region to respond to the regional or sub-regional financial problems. One
of the wealthiest in Africa is the African Development Bank (ADB) based in Abidjan Cote
d'lvoire. These banks which are financed by the contributions of member States and non
members mobilizes funds and negotiates credit lines with donor countries and organizations.
ADB has for some years established a department dealing with financing and promotion of
MSME. It also gives credit lines to any African country which requests, for the promotion and
financing of private sector, especially the MSME sector.

4.4 Non-Governmental Organizations (NGOs)

46. Non-governmental organizations have played and continue to playa major role in the
promotion of African MSME. The latter mobilize funds through gifts in nature or money from
the tax payers of their countries of origin. During the last decades, especially during the
economic crisis non-governmental organizations have undertaken various activities in training
entrepreneurs in micro, small and medium sector. They have also organized study tours and
meetings meant at helping small entrepreneurs to merge into associations and create guarantee
funds for financing of small projects. For example, the "Friedrich Ebert Foundation" of
Germany has created a guarantee fund in Kenya, which enabled entrepreneurs of MSME sector
to have access to financing. It is the same case with the Alexandria Business Association in
Egypt which has benefitted of a credit line from the World Bank for support to their members
and small promoters in the financing of their projects.

47. Nowaday most donors prefer entrusting NGOs with their funds for implementation of
projects destined to poor populations. The advantage is that NGOs are more practical and nearer
to the difficulties of MSME.

4.5 Intergovernmental Organizations

48. International and regional intergovernmental organizations such as the European Union,
Commonwealth, ECOWAS, (COMESA, Maghreb Arab Union, etc. participate in the
mobilization of funds for the development of MSME. Donors entrust them with their
development activities because they are also near to the end users.

49. Furthermore, in order to better respond to the needs of African countries and economic
operators, most of these organizations have created their own organs such as the "Center de
Development Industriel" (COl) of the European Union, the "Commonwealth Development
Corporation". They intervene directly into any economic sector. These organs have provided a
wide range of support to the African MSME.
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4.6 Transnational Corporations

50. Some years ago, transnational corporations were intervening in Africa through the direct
foreign investments, by establishing production branches in the countries of their choice. Today,
these corporations invest in African countries to reduce their production costs by establishing
joint-ventures with African promoters or sub-contracting enterprises. They have also given the
possibility to several small enterprises to acquire new technologies and modern management
methods.

4.7 United Nations Organizations

51. The United Nations system through its organizations such as UNIDO, UNDP, ECA, ILO
and several others has long ago put a particular emphasis on the development of MSME in
Africa. Resources mobilization for the strengthening of that sector has always been of priority
for those organizations.

4.8 Capital Markets

52. Africa does not playa significant role on the international capital market. While Africa
was able to receive US $3.6 billions in 1981, its total loans for 1985 and 9186 were only US
$700 millions and US $900 millions respectively. Today, access to capital markets is more and
more difficult, Especially because finance markets have discovered more attracting continents.
International banking system has put in place rules excluding Africa from the field of credits.
Three major elements are advocated to explain the attitude of financing institutions :

a) the structural profitability of productive activity: in many African
countries, this profitability is very weak in comparison with several Asian
and Eastern European countries;

b) financing of the economy through negotiable instruments: most African
countries practically do not have attracted portfolio for sale;

c) the monetary regulation through interest rate: a number of African
countries do not have developed monetary and financial markets.

53. Furthermore, the weak capitalization of the economies of several African countries and
the capital flies do not attract the international capital markets which have better choice in Asian
and Eastern European countries. All these factors added together classify Africa among the
insolvable continents.

54. There is an interaction between foreign direct investments and the financing of micro,
small and medium enterprises. Today, foreign directs investments have become the main

•
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instrument of globalization of financial activities. Nevertheless, one can notice that in Africa the
growth of these investments are slowing down. During the crisis (1981-1985), foreign direct
investments in Africa were only US $1.7 billions and in 1987 and 1988, there were US $2.5 and
US $2.8 billions respectively. In 1994 it was estimated that they will be US $3.5 billions See
Table 2).

55. Africa's share in foreign direct investments has been very low compared to the world
total share. The average annual flow in the region has been 3 per cent in 1981-1985; 1.8 per
cent 1986-1990; and 1.7 per cent in 1991-1993 (see Table 3).
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Table 2. FDI Inflows to Africa, 1981-1994
(Billions of dollars and per cent)

1981 1982 1983 1984 1965 1986 1987 1988 1989 1990 1991 1992 1993 1994~ Total Annual AveriIQe

Region/Country
1981-1994 1981-1985 1991-1990 199,., 994

All countries 63.7 54.6 5004 58.9 58.5 84.0 136.0 161.4 198.6 210.4 162.3 163.4 184.5 204.0 1790.6 57.2 158.1 178.5

Developing countries 20.6 25.7 , 7.1 18.2 15.4 16.2 22.6 29.0 28.6 33.9 40.3 53.2 71.8 83.6 476.2 '9.4 26.1 62.2

Africa 1.4 1.4 1.2 1.4 2.' 1.8 2.5 2.8 4.8 2.2 2.8 3.3 2.' 3.5 35.0 1.7 2.8 3.1

,

Africa's share
in (per cent) 22 26 2.4 2.4 4.' 2.2 1.' 1.7 2.4 1.0 1.7 2.0 1.6 1.7 2.0 2.' 1.8 1.8

All countries 6.8 5.6 7.0 7.' 18.5 11.3 '1.2 '.6 16.8 6.5 7.0 6.1 4.1 4.2 7.4 8.6 10.8 5.0

Developing countries

Oil exporting C<luntries

of Africa ~' &. ~/
{billion of dollarsl 1.1 1.0 1.2 1.1 2.5 1.7 1.8 2.1 3.4 1.2~1 1.8 2.3 1.8 2.3 24.3 1.4 2.0 2.1

(Egypt) 0.8 0.3 0.5 0.7 1.2 1.2 0.9 1.2 1.3 0.7 0.3 0.5 O.S 0.5 9.8 0.7 1.1 0.4

(Nigeria) 0.5 0.4 0.3 0.2 0.5 0.2 0.6 0.4 1.' 0.6 0.7 0.9 0.7 0.8 8.2 0.4 07 0.8

Other, non-oil
exporting countries of
Africa ':! 0.3 0.4 0.02 0.3 0.4 0.2 0.7 O.7~1 ,.4~1 1.0 1.0 1.0 1.1 1.2 9.3 0.3 0.8 1.1

Africa's share

~/ (in per cent) 80.5 70.7 98.0 80.5 87.8 90.3 71.7 74.8 71.4 56.5!!J 65.5 69.6 62.5 66.1 69.5 83.7 72.2 65.9

Oil-exporting coUntries 53.6 20.5 40.6 50.9 41.2 66.6 37.1 42.6 26.0 33.3 '.0 14.' 16.8 15.1 27.8 41.3 37.8 13.9

(Egvpt) 38.9 30.1 28.6 14.0 16.7 9.1 23.9 13.6 39.1 26.6 25.3 27.5 24.9 22.2 23.4 24.0 25.6 24.9

(Nigeria) 19.5 29.3 2.0 19.5 12.4 9.1 28.3 25.2 28.6 43.5 35.0 30.4 37.1 33.9 26.5 16.3 27.8 34.1

Other countries

•

Source:,I
• 1,I
£1,I
fI

UNCTAD Division on Transnational Corporations and Investment, based on IMF, balance"of-pavments tape 15 March 1995; estimates of the OECD and official national sources.

Estimates
Algeriill. Angola, Cilimeroon, Congo, E9vPt. Gabon, Libyan Arab JilImahiriYilI. Nigeria and Tunisia .

Figures may not add up to Africa's total because of rounding.

Africa's total is less than the total for Egypt and Nigeria because it includes disinvestment in other countries.
Figures ('Ire inflated by unusually high Investment in Liberia in 1988-1990 ( $290, $'656, $'225 million, respectivelyl most lil<;ely in flags-of-convenience hCilities. Inflows to ·other Africa" net of Liberia were as follows: 1987 - $'674 million;

1988 _ $411 million; 1989 - $719 million; 1990 - $735 million and 1991 - $977.1 million.

Percentages based on the figures before rolJflding.
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Table 3. FDI Inflows and stock in developing countries. by region.
1981-1994

(Billions of dollars and percentage)

Region Annu~1 Average Inflows Stock

1981-1985 1986-1990 1991-1993 '993 1994 (a)

Developing countries (b)

Value 19.6 26.2 58.3 500.9 583.6
Shllfe of the world total 34.1 16.5 31.5 24.1 25.2
Africa
Value 1.7 2.8 3.1 50.2 53.1
Share of the world total 3.0 1.8 1.7 2.' 2.3
Share of developing-country total latin America and 8.7 10.8 5.5 10.0 '.1

the Caribbean
Value 6.8 8.5 17.6 167,6 188.2
Share of the world total 11.9 5.3 9.8 8.1 8.0
Share of developing-country tot,,1 34.9 32.3 31.3 33.5 31.9
West Asia
Value 8.0 0.' 1.' 33.1 34.5
Share of the world total 10.5 0.6 0.8 1.6 1.5
Share of developing-country total 30.7 3.5 2.' 6.6 '.9
East, South and South-East Asia
Value '.9 13.8 33.6 246.0 305.1
Share of the world total 8.' 8.7 18.8 11.8 13.2
Share of developing-country lotal 24.9 52.5 59.7 49.1 52,3
The Pacific
Value 0.1 0.2 0.3 2.4 2.7
Share of developing·country total 0.2 0.1 0.2 0.1 C.l
Share of developing-country total 0.7 07 0.6 0.' 0.5
Memorandum:
Least developed countries

Value 0.3 0.6 0 .• '.7 10.6
Share of the world total 0.' 0.' 0.5 0.' 0.'
Share of developing-country total 1.3 2.2 1.5 1.' 1.8
Developing countries exclUding China
Value 18.8 23.4 42.0 443.7 492.6
Share of the world total 32.7 14.7 23.4 21.3 21.2
Share of developing-country total 95.9 89.1 74.5 88.6 84.4

Irce: UNCTAD, Division on Transnational Corporation and Investment, World Investment Report 1995; Transnational Corporation and Competitiveness (United Natiorrs Publicilltions, 'Sales N° E.95.II.A.9).
Estimates
Includes developing countries in Europe (Gibrllitar, Malta and former Yugoslavi,,).

!
I

I
i
!
1

I

I
I
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4.9 Other Alternative Sources of Mobilization

4.9.1 Joint Ventures

56. African countries could benefit and enter Jomt venture with the envelop of Lome
Convention provided by the agreement between ACP countries and the European Union. In fact,
under Lome IV, companies in Europe seek for partnership under the auspices of "the Center
pour Ie developpement industriel" (CDr). What ACP partners have to do is to submit proposals
which may be prepared with the assistance of CD!. CDr has posted in each ACP country an
antenna to link activities and interest of each member state to CD!.

57. English speaking countries could also benefit and enter joint venture with assistance of
the Commonwealth Fund for Technical Cooperation (CFTC) and the Industrial Development
Unit (IDU). The IFC/World Bank arrangement to support private sector initiatives is also useful
as a source of finance and technical assistance in arranging joint ventures. The joint ventures can
present a number of advantages such as providing an early opportunity for technology transfer
as well as ensuring marketing arrangements overseas. If properly negotiated, joint ventures can
provide up to 50 % of the project costs. Joint ventures also provide training opportunities in
management techniques.

4.9.2 Franchising

58. Cottage and small-scale industries could use franchising as an alternative means of
financing. In franchising agreement, access to proven technology and business skills are
acquired. Benefits attendant to franchising may sometimes exceed those of joint ventures because
depending on the political risk prevailing in a country, there is a possibility for the franchiser
to defer payment and extend on credit all benefits a franchise agreement provides.

4.9.3 Sub-Contracting

59. Sub-contracting and marketing agreements provide integration between small and big
industries. Small industries contract or tender to supply component parts for medium and large
industries and the part payment made goes to finance the cottage enterprises. Depending on the
agreement contracting or sub-contracting arrangements could provide a big chunk of the funds
needed by cottage and small-scale enterprises. The contract agreement could also be used as
collateral for bank credit. Sub-contracting's success depends on the skills of the entrepreneurs,
quality of products and volume of production.

4.9.4 Leasing and Hire Purchase

60. This alternative provides for a simple rental scheme of equipment and physical plant of
small value without any margin or equity requirements. Leasing and hire purchase firms import
in bulk standard machinery and equipment to help in cost saving and reduced rentals for end
users in the cottage and small-scale industries sector. However, the arrangement calls for skill
on the part of the user a well developed cadre of leasing firms. It waves the requirement on the
part of cottage and small-scale industrialists to acquire funds to buy and own equipment. Leasing
and hire purchase do exist in some few African countries (Zimbabwe, Zambia, Kenya, Nigeria,
Mauritius, Tunisia, Morocco, Egypt).
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4.9.5 Factoring

61. As entrepreneurial capability improves, especially in the area of book keeping and
accounting, factoring may be considered as an alternative to financing cottage and small-scale
industries. Factoring shortens the working capital cycle and reduces the volume of funds
required by a business. Factoring companies finance inventories and receivables for products that
have effective demand and which call sell in reasonable time. Besides accounting skills, factoring
calls for product quality, acumen, accurate market forecasting and penetration.

62. Financing innovations that secure loans by means other than collateral are of particular
benefit to cottage and small-scale industry development. By renting buildings, leasing equipment
and factoring inventories and receivables operators of small means can acquire use of assets
without borrowing. With the development of securities markets, venture capital is emerging, in
some African countries, as a source of finance for new and risky venture capital with return
linked to profits and some measure of managerial control. while factoring is suited to situations
where collateral is lacking, it requires an entrepreneurial class and environment conducive to
private sector initiatives, particularly a macro-economic policy that can accommodate risk taking
attendant to factoring.

V. INNOVATIVE FINANCING SCHEMES

63. The above paragraphs have shown that the financing problem facing cottage and small
scale industries are important. Therefore there is need to seek other innovative ways of tackling
these constraints. Alternatives such as social funds, NGGs support funds, business associations,
double guarantee funds, credit guarantee corporations, grass-root savings and credit movements,
joint ventures, franchising, licensing, supplier credit, factoring, leasing and hire purchase could
be amendable to prevailing circumstances.

5.1 Social Funds for Development

64. The social fund for development is usually an autonomous government fund working
under the direct supervision of a given ministry (Prime Ministry, Ministry of Finance, Ministry
of Industry, Ministry of Social Affairs, etc.). These funds have been created during the
economic reforms and structural adjustment programs to enhance governments actions. They are
meant to contribute to the well-being of low income groups that are adversely affected by the
economic reform programs.

65. The social fund for development supported activities are to reach the target groups
through sponsoring agencies, such as ministries, private sector companies, local and community
agencies, which should fulfil certain standards related to management capabilities and absorptive
capacity. The fund is also committed to offer guidance and training to sponsoring agencies in
developing projects proposals.



ECA/IHSD/IPPIS/OO6/96
Page 18

66. One of the core programs undertaken by the social fund for development is the enterprise
development program, which focuses on the chances of establishing small income and
employment generating projects. It plays a major role in the setting up of small scale and cottage
industries. By this action it tries to solve the problem of unemployment, by creating new job
opportunities, and enhancing the youth's awareness of the significance of entrepreneurship as
a choice for the future, in addition to the associated prompted industrial development.

67. The enterprise development program under the social fund development usually targets
enterprises desiring to expand their existing activities, and consequently needing to acquire new
equipment, to employ more workers at higher wages, and possibly to move into larger premises;
thus in need of some training for various purposes. It also focuses on established enterprises in
need of capital for procuring equipment, starting operation, and experience in establishment,
management, launching and marketing, and consequently needing more administrative, technical
and professional training for both the employer and the employees. Furthermore, the enterprise
development program helps enterprises desirous of moving from manual to technical system and
consequently in need of financial support to acquire up-to-date equipment and thus calling for
expertise to get acquainted with modern equipment in the fields of their operation, specifications,
sources, and suitability to local conditions.

68. The main features of the enterprise development program can be underlined as follows:

the enterprise development program services target groups through specified
agencies or associations having the potential to recognize the needs of the target groups;

the program lends money to finance working capital equipment procurement,
production requirements, and operation expenses for small and cottage enterprises. It also
provides grants for technical and training assistance, to improve the technical and administrative
efficiency of the staff of the agencies or associations sponsoring and implementing the projects.

It promotes the concept of self-employment among young people through the
encouragement of educational and training institutions to include entrepreneurship courses in
their curricula.

5.2 NGOs Support Funds

69. The non-governmental organization (NGO) movement is relatively new in Africa, at least
in the case of NGOs as autonomous agents for the formation and empowerment of grassroots
groups. Their development has been closely associated for the past decades with the welfare and
needs of the vast masses of severely disadvantaged and underprivileged people. In recent years,
reflecting the numerous difficulties encountered by African governments in reaching and
effectively meeting the needs of the population, many non-governmental organizations and
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programmes have been formed in direct response thereto. The number of NGOs in Africa is
difficult to measure. They number in the thousands and a great number of them are involved
with the promotion of cottage and small-scale industries, only a few have directed their activities
strictly in credit and savings, leading to income and employment generating programs.

70. NGOs play an important role in securing access to external funding, as well as helping
communities in the formation and training of self-help groups. They are generally credit with
the following advantages: they have a dedication and commitment that some governments lack
and a local knowledge to plan and implementation local projects effectively; they involve their
local target groups fully in a process of peoples participation; they are more flexible; overhead
costs are kept low through the use of local volunteers and materials; they can adapt an
integrated, or hoI istic approach at the village level; they can help stimulate unity and self
reliance in the target community; and they can assist them mobilize savings and manage much
needed credit for the development effectively.

5.3 Business Associations

71. The business associations/entrepreneurs associations/industrialists associations or however
It IS named are private economic organizations grouping individual economic actors in a
concerted and balanced effort meant at creating and maintaining an atmosphere favorable to
industrial growth and development of a country. Their activities can be classified into two
categories: (1) micro services activities and macro domestic and external services activities.

72. Activities under micro services are mainly services rendered to members individually.
These services are wide and varied and include, inter-alia, market and financial information,
legal advises, guarantee to individual members for credit. Activities in the macro type services
at the national level encompass vocational technical training, rehabilitation of infrastructure,
promotion of manufactured products at the local market. At the international level, the
association promotes export of manufactured products, secures industrial credit facilities.

5.4 Double Credit Guarantee Scheme

73. Credit guarantee schemes were introduced to overcome the perceived high risk of lending
to cottage and small-scale businesses and their inability to provide collateral. The objective of
credit guarantee schemes is to cover some portion of the losses incurred when borrowers default
on loans. The purpose of such schemes is to encourage financial institutions, and in particular
commercial banks, to lend to cottage and small-scale businesses with viable projects and good
prospects of success but which are unable to provide adequate collateral or which do not have
a suitable record of financial transactions to prove that they are credit worthy.
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74. Therefore, a credit guarantee is an agreement between a bank and a guarantee institution
in which the institution guarantees payment of part of a loan a bank makes to a small business
if the loan is not paid. Guarantees vary throughout the world in percentage from 30-90% of the
loan. If the guarantees are too low banks are not interested. If they are too high, results will not
be positive as banks will rely on the credit guarantee and not do a proper analysis of application
and appraisal of the borrower. Credit guarantee schemes can be presented in various forms:
single guarantee schemes, double guarantee schemes, under the supervision of the government
or private and government, i.e. double credit guarantee scheme in Kenya, or strictly private such
as the credit guarantee corporation in Egypt. In this document emphasis will be put on the
double credit guarantee scheme which seems to be a novel in the financial sector.

75. The double credit guarantee scheme is a method of financing which was first introduced
by the Friedrich Ebert Foundation in Kenya to address the problem of insufficient security of
small scale businessmen in obtaining loans from commercial banks by way of substituting
conventional collateral. The double credit guarantee scheme main objective is to introduce
businessmen to the existing banking system with ultimate aim of enabling them to negotiate their
individual loan requirements directly with commercial banks.

76. Chart 1 explains the basic concept of the double credit guarantee scheme. For example,
five businessmen, say Anton, Bertha, Corin, Daniel and Etien, wish to obtain a loan from a
commercial bank amounting to US $10,000 each. They form a credit guarantee association
(CGA) which is registered as a limited liability company. It, thus, becomes a legal body, which
can sue and be sued, and it will be held responsible for loan repayment in case of default by
individual members. All five members of the CGA contribute the equivalent of 20% of the loan
or US $2,000 into a credit guarantee fund which will be deposited in a savings account with the
same bank that will provide the loans to the Credit Guarantee Association members. In doing
so, all members accept that the individual contributions might be used as a basic security for the
loans of all the other members.

77. At the same time, each Credit Guarantee Association member has to provide tangible
securities to protect the credit guarantee fund and, thus, to safeguard the other members. These
securities are usually fixed assets, such as machinery, houses, lands, etc. which can easily be
identified by serial numbers. their value must cover 100% of the individual loan amount and
they will be registered in favor of the Credit Guarantee Association.

78. A development bank or a credit line should be specifically designed to cater the financial
needs of the small scale enterprises. This should cooperate with the double credit scheme in
order to provide the necessary additional securities to satisfy the commercial banks'
requirements. Therefore, a fixed deposit reserve which amounts to 100% of the total loan (US
$50,000 in the example) is opened at the relevant bank.
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79. A cooperation agreement between the Credit Guarantee Association and the development
bank or credit line determines the latter as the sole signatory to the CGA guarantee fund. It also
stipulates that technical assistance in the form of individual advisory services and training
courses is made available by the development bank or credit line staff of the CGA's members.
The development bank or credit line can charge 1 to 2 percent guarantee fee for its services.

80. Consequently, the commercial bank disposes of securities equivalent to 120 percent of
the loan volume. The 20 percent of the CGA (US $10,000 in the example) are supplemented by
the fixed deposit reserve of the Development Bank which covers 100 percent of the loan (US
$50,000 in the example). After the deposit of the counter guarantee by the Development bank's
loan agreements between the bank and the loan holders at commercial interest rates are
concluded and disbursement of individual term loans of US $10,000 to each of the five
businessmen follows. Each member individually negotiates his repayment period and, thus, the
monthly installments he has to pay.

81. The task of monitoring and control of loan repayment is delegated by the general meeting
of the CGA to a group of CGA-members. Monthly repayments are monitored by way of
presenting the pay-in slips the CGA-members receive from the bank for any payment. Any
failure on the part of loan holder to serve the loan regularly constitutes a breach of contract and
theoretically entitles the bank to immediately recall the loan in full. The respective member is
informed in writing that his loan has been recalled and that repayment of the total amount to the
CGA is immediately necessary.

82. Once the loan has been paid out of the credit guarantee fund the defaulter owes the loan
directly to the eGA as all members originally had contributed to the fund. Mortgaged assets
must be seized. The money that has been recovered will be used to replenish the credit guarantee
fund.

83. Since the credit guarantee fund only covers 20 percent of the total loan amount to all
eGA members, in case it is exhausted as non-repayment might exceed its resources the fixed
deposit reserve of the Development bank will be used to meet the obligations. This means that
the credit guarantee fund is the first-stage guarantee, the Development bank's counter guarantee
being the second-stage guarantee which explains the name of the scheme.

84. According to Horst Mund6 there are several factors determining the success of the
scheme. The most important one is the degree of social cohesion among the members. The credit
guarantee association is a self-help organization and, as such, it must aim at full self
administration by its members. To achieve this the management of the CGA is designed to be

6 Horst Mund, Department of international cooperation, Division of economic and
social development, Friedrich Ebert Foundation, Bonn, Germany
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run by two committees namely the management committee and the loan committee. The former
is selected during a general meeting of the CGA to take care of the daily running of the
association's affairs on behalf of its members. The latter is also elected during a general
meeting. It operates independently of the management committee, and its recommendations are
made to the management committee.

\

,
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VI. SOME EXPERIENCE OF NEWLY INDUSTRIALIZED COUNTRIES IN
FINANCING COTTAGE AND SMALL-SCALE INDUSTRIES

85. Newly industrialized countries and the fast growing economies in Asia made financial
intermediation the major channel in financing development in general and small and medium
scale industries in particular. Governments throughout Asia, recognized much early the critical
role financial institutions and other intermediaries could play in attracting many small savings
deposits that together provide a large fund to be lent to investment projects of various sizes to
credit worthy borrowers. Through the law of large number, financial institutions can provide
depositors with security, convenience, liquidity and at the same time provide long-term
development investments.

86. Thus, in order to mobilize domestic savings and finance investment, governments in
NIC's and other fast growing economies in Asia actively promoted the development of the
financial sector, mostly the banking sector as well as other non-bank intermediaries such as
finance companies, post office savings, investment trusts, insurance companies and at later stage
stock exchanges in which private companies raise funds through share issues and organized bond
markets for trading in government debt instruments. For almost forty years, governments in
Asian NIC's relentlessly extended and deepened the financial sector by creating new or
specialized financial institutions to address structural changes and requirements of a fast
industrializing and diversifying economy. Governments established and owned the major
banking institutions. They used their predominant position in the financial sector to direct
finance to these investments deemed to have priority by government. If at some stages of
national development, the dominance of public financial sector has exerted some negative
influence in increasing domestic savings and developing an efficient financial system, it has
nevertheless laid a solid foundation for a sustainable financial sector which needed to be
reformed for more efficiency.

87. In the more market-oriented NIC's of Hong Kong and Taiwan, where government control
was minimal, financial institutions have operated in a highly efficient manner in mobilizing
savings deposits and allocating funds to the most productive investments. Though most banks
in Taiwan, at some point, were government owned private cooperative financial institutions are
widespread and have their share of the market gradually increased. Diversification of financial
intermediation and competition for funds have kept interest rates at reasonable level. Korea,
Singapore, and the ASEAN-4 have before the reforms of the 1980's more regulations and
sizeable government involvement alongside private financial institutions.

6.1 Mobilization of domestic saving as prelnde to building national capacity in
fmancing development and smaU and medium scale industries

88. Domestic savings and investment rates in 1960 in most Asian countries were generally
below the critical mass level for adequate economic growth. Hong Kong, Korea and Singapore
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had among the lowest rates of saving in Asia. Yet, during the 1960's domestic savings rose
sharply but remained below investment requirements, thus creating a gap between investment
and savings in most countries as investment rose in parallel. Asian NIC's took exceptional
advantages of foreign capital inflows to fill the gap between domestic savings and domestic
investment requirements.

Table 2: Domestic Saving and Investment ofAsian Developing Countries. 1960. 1970. and 1985
(percentage of GOP)

Countries Gross domestic saving Gross domestic investment

1960 1970 1980 1985 1960 1970 1980 1985

NICs

Hong Kong 6 25 31 27 18 21 36 21
Korea. Republic of 1 15 23 31 11 25 31 30
Singapore -3 21 38 42 11 39 45 43
Taiwan 13 26 33 31 20 26 34 18

ASEAN-4

Indonesia 8 11 29 26a 8 14 21 23a
Malaysia 27 22 31 35 14 21 28 34
Philippines 16 20 25 13 16 20 31 16
Thailand 14 22 21 19 16 26 27 23

a 1984
Sources: Asian Development Bank. Key Indicators of Developing Member Countries of ADB, July

1986
World Bank. World Development Report. 1984.

89. As shown in table 2, during the 1970's saving and investment rates increased
impressively, and by 1985, over 80 percent of gross domestic investment was financed by
domestic savings in the Asian LDCs. In the NICs and ASEAN-4 (Indonesia, Malaysia,
Philippines and Thailand), domestic saving rates averaged nearly 30 percent of national GDP.
Foreign capital inflows normally filled the gap between domestic savings and investment.
However, Taiwan was an exception as domestic investment exceeded investment. Table 2
illustrates the domestic savings and investment gaps in NICs and ASEAN-4.
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Table 3: Saving and Investment Gap in Selected Asian Developing Countries (period averages
in percentl

Saving investment gap/GDPa
Countries

1961-70 1971-80

NICs

Hong Kong 5.4b -0.6
Korea, Republic of -9.6 -5.9
Singapore -11.0c -9.3
Taiwan -0.4d 1.4

ASEAN4
-2.3 4.3

Indonesia 4.8c 4.9
Malaysia NA -4.4
Philippines -1.2 4.5
Thailand

NA Not available
a 5-1 was computed by subtracting investment from savings in the same year. Since the period

averages presented for saving and investment do not always cover the same number of years.
the resource gap given here is not just the difference between the two average ratios.

b 1970. c 1965-70. d 1969-70.

Source Asian Development Bank, Key Indicators of Developing Member Countries of ADB, April 1984.
April 1985. and July 1986 issues.
International Monetary Fund. Government Finance Statistics Yearbook. 1980
International Monetary Fund. International Financial Statistics, Yearbook 1986
World Bank. World Development Report. 1981
World Bank. World Tables, Second edition.

90. Asian NIC's and ASEAN-4 promoted various techniques to increase domestic saving
rates. Most domestic savings were generated by the private sector, mostly households.
Substantial fiscal efforts raised tax revenue as per cent of GDP, but the contribution of
governments to domestic saving remained small as government expenditures increased almost
as much.

91. By the early 1960's Taiwan achieved among the NrC's the most growth in its domestic
saving rate due largely to large inflows of foreign aid in the early 1950's. Household saving
rose from 3 per cent of disposable income in 1952 to 21 percent in 1980. Government financial
policies on improved incentives led to more savings at a time when general income of
households increased particularly in rural areas. The key elements of government policy
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inducing to more saving were ready access to depository institutions and positive real returns
on financial savings.

92. Korea and Singapore were the leading countries in instituting major policy reforms
designed to raising domestic savings by the mid-1960's. Korea put emphasis on raising interest
rates on time deposits, maintaining them regularly high as result of which Korea's domestic
saving rate rose from 1 percent to 15 percent from 1960 to 1970.

93. Similarly, to inducing more savings and maintaining high interest rate on deposit, by
1970 all NIC's government budgets were making their own contributions to savings, although
greater emphasis was on household savings through attractive financial incentives. NIC's
through continuous structural change factors particularly diversification of the manufacturing
sector of which the raising share of industry and manufacturing as well as exports in GDP led
to easier mobilization of domestic saving.

6.2 Development of fmandal institutions

94. Financial sector experienced tremendous growth over the last thirty to forty years in the
NIC's and ASEAN-4. That period witnessed a fast diversification of financial institutions.
Governments intervened heavily in the allocation of credit believing that market forces alone
would not satisfy development priorities. Their interventions led to the establishment of state
owned financial institutions in order to influence financial policy and credit allocation Hong
Kong was an exception among the NIC's.

95. Since the 1960's, governments policies in NIC's and Malaysia have provided incentives
to depositors and maintained interest rates high enough to provide a positive real return on
deposits. Financial institutions, public and private grew and became more efficient. As result
of growth of the financial sector, investment increased in amount and quality as government
policies encouraged term lending to industrial enterprises. Indeed, government heavy
intervention in the financial sector and parallel promotion of private financial institutions,
strengthened financial markets and spurred financial development.

96. In this regard, the experiences of Korea and Taiwan were particularly instructive and
inspiring.

97. In Taiwan, financial development was not limited to urban areas only. The rural world
and households were encouraged to join saving schemes. In parallel, farm credits were made
available to farmers through rural banks and cooperatives. With the rise of productivity and
income in agriculture, household savings grew remarkably. The financial system functioned well
and encouraged savings and allocated them efficiently. Similarly to positive real deposit interest
rates, government provided favorable tax treatment of interest income.
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98. In Korea, the government intervened heavily in financial development. The country
experienced low saving rate in the 1950's to 1965 due partly to Korean War and partly to policy
of low interest rates on saving deposits. Yet, by the early 1970's, Korea witnessed a sharp rise
in the saving rate and seven fold rise in bank deposits. Korean government strategy consisted
in establishing specialized financial institutions (SFI's). The government became the main owner
of larger commercial banks and encouraged private local banks and branches of foreign banks
to operate.

99. The outstanding role of the government in the financial system of the country led to
success in financial growth and efficiency. First, the SFI's have been active in attracting savings
by raising funds from deposits and debentures. Their expansion was mostly favoured by
emphasis on deposit-taking. Secondly, private banks, local and foreign were promoted and
allowed to flourish to cater to the needs of local businesses. The private banks have been also
effective in attracting funds and in raising their shares in total deposits, Thirdly, government
and the financial system actively promoted the incorporation of traditional lending and saving
into modern institutions. By 1972, mutual savings and finance companies were set up to attract
funds from informal money markets into the formal sector. As result, by the late 1970's the
formal sectors of both Korea and Taiwan provided about 60 percent of total agricultural credit.

100. The policy of continuous high saving rates increased and strengthened household incomes
and made it possible for people to start their own businesses. The growth in the number of
small and medium scale enterprises reached new heights. The rapid expansion and
diversification of small manufacturing enterprises in TAIWAN in terms of both number and
contribution to manufacturing output are directly related to sound financial policy. Taiwan and
Korea differed in lending policy. While Taiwan's system made credit available without
discrimination to small and large, new and established alike, in Korea the government directed
concessionary credits to already established firms and thus discouraged newcomers. The drive
in Taiwan among households to start one's own business contributed to higher personal saving
rates.

101. Scitowsky explains that "growth Taiwanese-style kept business firms small and
encouraged personal saving by the newly entering or about-to-enter small businessmen, growth
Korea Style discouraged new entrants and their savings and made it easy for established firms
to grow without generating their own savings." Differences in domestic saving performance and
lending policy had significant macro-economic implications in both Taiwan and Korea, as the
gap between investment requirements and domestic savings in Korea had to be filled by foreign
capital inflows, resulting in an enormous debt. Taiwan policy was geared to avoid accumulation
of foreign debt. Yet, by the early 1980's, Korea encouraged saving deposits by consistent
positive real returns. This policy led to a situation whereby by the mid-1980s, Korean domestic
saving was sufficient to finance domestic investment, thus curtailing the growth of foreign debt.
In order to render the financial system more efficient, the government privatized in 1983 the five
major government-owned commercial banks with a view to creating a more competitive banking
sector.
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102. In Hong Kong and Singapore, the rapid growth of financial sector institutions from the
1960s and the early 1980s contributed enormously to saving mobilization and was a cause to
economic growth. Singapore exerted strong government control while Hong Kong had a near
complete absence of government regulation and intervention. There was no control in interest
rates in Hong Kong while in Singapore interest rates were maintained at positive levels
consistently. The macro-economic environment in both Hong Kong and Singapore have been
favorable to savers and investors: financial deepening has accompanied outward-looking trade
and industrial policies. Financial development in Hong Kong and Singapore has been associated
with strong foreign bank participation.

6.3 Government budgets contribution to resource mobilization

103. In the NIC's, government current budget surpluses contributed to higher rates of domestic
savings. Tighter controls against government waste, including the elimination of unnecessary
subsidies and cutting back of low priority expenditure programmes were among the tools towards
generating additional budget savings. The excellent overall saving performance of Taiwan was
mostly the result of a tight fiscal policy that generated substantial government saving. It is well
known that many obstacles stand on the way in administering and rasing tax collections in
developing countries due to low per capita income, weak administrative systems and social
attitudes nonconductive to compliance with tax laws. For government budgets to make a
significant contribution to saving, there must first be a political will and administrative and legal
capacity to halt the erosion of the tax base through evasion and corruption. Adoption of
development-oriented tax measures which do not penalize work effort and entrepreneurship
enhances growth and development.

104. Overall, diversified and deepened financial intermediation and tight fiscal policy have led
NIC's to a virtuous cycle of higher saving improved investment efficiency, and higher real
economic growth.

6.4 The Singapore experience

105. The phenomenal economic growth of Singapore in the past two decades has led to a
general broadening and deepening of the manufacturing base, from the typically labour-intensive,
import substitution to the more sophisticated, technology-intensive export-oriented industries.
In the late 1970's, Singapore introduced industry policy reform - Industrial Restructuring Policy
- faster further growth and technology advancement by upgrading local industries and promoting
the efficient utilization of labour through rationalization and mechanization. The Industrial
Restructuring Policy provided a range of fiscal and financial incentives to move into higher value
- added lines and products with higher technology content. The policy had as one of its
objectives the development, promotion and upgrading of small scale industries to meet the
growing needs of the major industrial manufacturers as well as to be competitive internationally.
Policy measures and incentives included, inter-alia, tax incentives, training grants, product
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development grants, concessionary loans and interest subsidies to assist small industries to
upgrade their operations through automation and mechanization. A number of institutionalized
schemes were set up of which the most important are the Investment Allowance Scheme, Small
Industries Technical Assistance Scheme, Training Grants, Interest grant for Mechanization,
Development consultancy scheme, tax incentives for research and development and product
Development Assistance Scheme.

106. Each of the above schemes plays specific role and provides a category of incentives with
a view to promoting small scale industries or solving their development and operational
problems.

107. The Investment Allowance Scheme (lAS) provides tax-exemption on profits up to 50 %
of actual amount of fixed investment on factory buildings and productive equipment. The
scheme is mostly used to promote investment in new and modern machinery.

108. The Small Industries Technical Assistance Scheme (SITAS) was set up to assist small
scale industries to identify and solve technical problems experienced by small industries by
subsidizing 90 % of the costs incurred in the hiring of suitable expertise.

109. Small industries equally avail themselves of many other assistance schemes run by the
Skills Development Fund, Training Grants (SDF-TG), Interest Grant for Mechanization and
Development Consultancy Scheme (IGMDCS). The main objective of the Training Grant
Scheme is to encourage employees of small industries to undertake training programmes in order
to upgrade their skills. The scheme subsidies the cost of such programmes to the tune of 30%,
50%,50%,70% or 90% of the allowable cost incurred for the training programme.

110. The Interest Grant for Mechanization scheme was set up in December 1980 with a view
of encouraging firms to invest in new machinery and equipment in order to substantially reduce
labour requirements, significantly increase output per worker and introduce more sophisticated
or skilled operations. The grant provided under the scheme is limited to 50% of the actual
interest cost incurred by the firms. In the case of specific industries especially encouraged by
the government such as die casting, mould-making, heat treatment and so on, the interest grant
can be as much as 100% of the interest cost incurred.

111. The Development Consultancy Scheme is the second scheme operated by the skills
development Fund. It provides to firms which seek external expertise to upgrade their business
operations and training plans. Grants are provided to the tune of 30%, 50% and 70% of
allowable costs on hiring external experts.

112. A Product Development Assistance Scheme set up in 1978 takes care of providing
incentives in research and development area with a view to stimulating the growth of local
applied research and product development. A number of tax incentives were also introduced in



ECA/IHSD/IPPIS/006/96
Page 31

1981 to stimulate R&D into new products and processes. The.se incentives are:

Double deduction of R&D expenditures other than on building and equipment;

Accelerated depreciation over three years for all plant and machinery for R&D;

Investment allowance of up to 50% of the capital investment in R&D, excluding
building cost;

Extension of the initial allowance of 25 % and an annual allowance of 3 % which
was available only to industrial buildings and structures, to buildings for R&D;
and

Capitalization and writing-off of lump sum payments for manufacturing licenses
over a period of 5 years.

113. The above schemes and incentives are geared one way or another to creating an enabling
environment for the operations of small scale industries. They address themselves to solve a
specific aspect in fostering small scale industries.

114. The government of Singapore introduced in 1975 a Capital Assistance Scheme to address
lack of capital funds in order to provide financial assistance to small entrepreneurs in the form
of loans and/or equity capital. These industries benefiting from the scheme should have
specialized projects of unique economic and technological benefit to the country. Another
scheme - the Small Industries Finance Scheme - made concessionary loans available to a larger
group of small industries.

6.5 Light Industries Finance Scheme

115. In order to promote the industrial development of Singapore, the Government established
the Economic development Board (EDB) in charge of planning and implementing industrial
development of the country. To fulfil its mandate, EDB set up in 1963 the Light Industries
Services Unit to which it vested the responsibility of modernizing and expanding light industrial
establishments. In addition to technical advice, the Light Industries Services Unit provided
financial assistance to deserving small industries to increase their working capital resources,
purchase equipment and factories.

116. The LIS financing scheme benefitted a broad spectrum of small businesses, most of which
were engaged in food, garments, fabricated metal products, printing and publishing, electrical
parts and products and wood products. During the period 1963 to 1971, 280 establishments
were granted financial assistance under the scheme.



ECA/IHSD/IPPIS/006/96
Page 32

6.6 Small Industries Finance Scheme

117. With the diversification and deepening of the industrial base of Singapore in the 1970's
coupled with official encouragement of foreign investment, new opportunities opened up small
and medium-scale industries in supporting and subcontracting services. In order to assist the
new breed of industrialists in providing them with more attractive financing terms, the light
industries scheme was replaced by a new scheme - the Small Industries Finance Scheme
(Sophist).

118. Sophist is essentially a preferential interest rates loans scheme making loans to small
manufacturing firms or firms providing supporting services related to manufacturing. Its main
objective is to enhance the further development and technical upgrading of small local industries
which playa vital role in providing the base of supportive services to larger companies.

The main features of the Scheme are as follows: 7

I. In order to qualify under the Scheme, applicants must be involved in
manufacturing or in supporting services related to manufacturing. They should
not have, exclusive of the amount applied for, more than S$2 million in fixed
productive assets. Fixed productive assets are defined as factory buildings,
machinery and equipment and loose tools for production.

2. Loans applied for under the Scheme must be for one or more of the following
purposes:

(i) Establishment of new viable business
(ii) Expansion of existing manufacturing capability

(iii) Modernization of plant and machinery
(iv) Diversification into other manufacturing lines
(v) Augmenting working capital resources

3. The types of loans and quantum available under the Scheme are briefly as
follows:

a) Factory Loans: Quantum of up to
Buildings and 70%
Buildings.

85 % for Standard
for non-Standard

,

7 Financing small and medium enterprises, a WASME Publication, New Delhi,
1993.
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b) Machinery Financing: quantum of up to 70% of cost (for Hire
Purchase Financing, a quantum of up to
80% can be considered).

c) Working Capital Financing: Available either in the form of loan to be
progressively retired in accordance with an
agreed repayment schedule or a short-term
loan with a lump sum repayment (for
example contract financing or packing
credit) or a revolving working capital line.

4. The maximum duration for the various types of loans are:

a) Factory Loans:

b) Machinery Financing:

c) Working Capital:

Up to IO years, inclusive of a grace period of up to
3 years.

Up to 8 years, inclusive of a grace period of up to
2 years. Hire Purchase of up to 4 years are also
available.

Up to 2 years, inclusive of a grace period of up to
6 months for loans which are progressively retired.
For contract financing/packing credit, maximum of
1 year.

5. The interest rate for loans and advanced under the Scheme is currently 9% per
annum.

6. Any combination of loans can be considered up to a maximum of S$1.5 million
for each applicant.

7. Repayment of the loan and interest is on a monthly basis

8. Security is determined on a case-by-case basis. In general, there is a lien on the
goods/assets financed under the Scheme. Personal guarantees may also be
accepted at the discretion of the bank.

6.7 The Financing of smaIl business in Korea

119. The financial sector in Korea was during the 1960's and 1970's in particular the banking
sector, heavily legislated by government as a way to control firms' access to bank credit and
concessionary lending to ensure that private industry complied in full with government plans.
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The government owned a major of controlling shares in the main commercial bank and exerted
control in entry to banking business and the introduction of new financial products. Although
the banking sector was the main supplier of credit to SME's, the financial sector was heavily
to the service of bigger businesses.

120. In the early 1980's, the government of Korea undertook a number of financial
liberalization measures and implemented several reforms designed to liberalize the financial
system. As part of its deregulation policy, the government majority stake in the nationwidi"
commercial banks was returned to private sector and government-run banks privatized. As
result, competition among financial institutions was encouraged through relaxation of barriers
to entry and the easing of restrictions on the kinds of business that different institutions could
conduct. In 1980, five new commercial banks were established out of which two banks
specializing in the provision of finance to SME's.

121. The happy outcome in the liberalization of the financial sector was that the financing
available to SMEs was substantially and effectively expanded. This in turn reduced significantly
the lack of capital for SMEs, hitherto one of the most serious constraint on their expansion and
growth.

122. SME's benefitted particularly from the improved financial climate and SME financing
showed a higher growth rate. This situation was partly due to government restrictions on bank
lending to agglomerates, and partly to preference by financial institutions in financing SME's
with high growth potential and that can make a great contribution to their business.

123. With the liberalization of the financial sector and ensuring competition, commercial banks
have stepped efforts to supply better services to SMES in creating department exclusively
devoted to their SME clients. Commercial banks lent more funds to SMEs than they were
officially required to. As per government banking regulation, commercial banks are obliged to
supply more than 35 per cent of incremental domestic currency loans to SME's.

124. The Industrial Bank of Korea is the specialized bank of SME financing in Korea.

125. Parallel to bank financing as being the biggest financing source for SMEs in Korea, the
ratio of lending to SMEs in the non-banking sub-sector, including short-term finance companies
and insurance companies also witnessed a continuous increase over the 1980's.

126. In anticipation too SME's might face a deterioration in the terms and conditions of
borrowing and the drying-up of sources of funding in the process of financial liberalization, the
government of Korea encouraged the establishment of Venture capital companies and expanded
policy assistance for facility loans. Various financial institutions were much forthcoming in
accommodating entrepreneurs' needs and they made every effort to cater to the requirements of
SME's. Moreover deposit money banks increased the ratio of their facility loans to total loans
during the 1980's.
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127. In coping with the change in the financial environment , the Industrial Bank of Korea
(IBK) established in 1961 to provide financial assistance to SME's came out with new
management policies with a view to retaining and enhancing its competitive edge in SME
financing. One of the Bank new approach is to go out in search of promising small businesses
and to support them. In 1992, IBK identified 3,1618 small businesses with less than 50
employees and advanced them an average of 40 million won9 per company.

128. The Bank efforts do not stop of identifying small businesses and give them first loan.
It continues its provisions of financial support. IBK is committed to attend the financial
requirements of small businesses with less than 30 employees and by year 2000. IBK plans to
have 60,000 business clients, accounting for 60 per cent share of a total 100,000 manufacturing
firms.

129. The second strategy in attracting more SME clients is to deepen its financial relationships
with existing business clients. In so doing, the Bank provides training programs, information
services, management and technology assistance. Its Extension Service Department caters and
fills the gaps in supplementing SME's weaknesses in technology, Information and human
resources. The Bank provides diverse training programs for top and mid-level business
managers and develop specialized information services as well as technology guidance.

130. In seeking out promising SME's, IBK has created a Revolving Operation Fund System
to expand its credit loans. It also runs Korea leasing Corporation and IBK Financing
Corporation, a venture Capital concern, as subsidiaries. By this way the Bank provides an
integrated support system to SME's.

VII. ENABLING ENVIRONMENT: ROLE OF GOVERNMENT AND OTHER
DEVELOPMENT PARTNERS

131. For cottage and small-scale industries to develop and grow into modern productive units,
an enabling environment and support has to be in place. Without it being in place, nothing could
help the sector coming out from its problems. The most needed institutional support could be
formative, facilitating, accelerating and stabilizing support, the first being a policy development
and incentive function, and the others service functions.

132. Policy development is a formative function to the development of cottage and small-scale
industries. The role of governments to create a policy environment that can allow cottage and

8

9

Financing of small and medium enterprises, a Wasme Publication, New Delhi,
1993.

1 US$= won
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small-scale industries to grow is very essential. Formative policy functions have also to cover
resource allocation and enforcement of enabling legislation. The provision of infrastructure and
social overhead capital for development of industry is one of the areas of formative support and
which is a government responsibility. Included here are items such as an administration that is
efficient, and non corrupted, security, especially political one, roads, utilities, and industrial
overheads namely estates, sites and sheds.

133. Facilitating institutional support takes care of the provision of basic requirements for
viable cottage and small-scale enterprise to start in as much as relate to know-how, skills, capital
and organization of the business. Four areas should be look at namely: infrastructure,
management training, procurement and institutional credit support arrangements by way of
guarantees. The creation of organizations such as small industries organization (SmO) and
business association should be encouraged. Those organizations could provide interface between
government and small-scale industrialists. Lobby for government support and commitment of
resources, compile and disseminate information, organize for management training and carry out
other services incidental to the promotion of cottage and small-scale industries.

134. Research and development has an important role to play and has to be institutionalized
as a service function to accelerate the growth of cottage and small-scale industries in Africa. The
most important functions here include: production and product development, technology transfer
and development, market research centered on consumer preferences, packaging, standards and
quality.

135. The stabilizing institutional support deals with socio-economic rewards that reinforce
performance and strengthen cottage and small-scale industries as an integral part of the overall
industrial development programme of a country. It concerns the establishment of firm linkages
between cottage, small, medium and large-scale industries through marketing agreements,
administration of incentives schemes, organization of competitions, trade and exhibition fairs
where awards and prizes are given in recognition of outstanding performance, for instance the
"Prix du President de la Republique" in Senegal10. The stabilizing institutional support also
includes the seeking and arrangement of joint ventures to accelerate the transfer and adoption
of technology. It should also involve organizing cottage and small-scale industries within
associations or communities to take advantage of joint contracts and investment.

10 The "Prix du President de la Republique" was introduced in Senegal by the
government in order to reward the most successful women of the country for their
efforts in contribution to the economic development of the country.
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VID. CONCLUSIONS AND RECOMMENDATIONS

8.1 Conclusions

136. It is noted that Africa has recognized the paramount importance of cottage and small-scale
industries in the overall economic development. The raw material thinking as a foreign exchange
earner has been replaced by a clear understanding of a bartered entrepreneurial capability to
spear head value added and productive cottage and small-scale industries in Africa as a necessary
development strategy. Through well designed and supported programmes, the promotion of
cottage and small-scale industries offers a unique opportunity for massive and rapid
industrialization of household productive activities as would at minimal cost and time, achieve
goals of self-reliance, integration and above all build an entrepreneurial base for the future.

137. The formal financial sector is still difficult to penetrate by cottage and small-scale
industries. Credit needs of this sector continue to be partly met by non-banking traditional
institutions in the informal sector such as money lenders, relatives, and friends, rotating savings
and credit associations whose capacity is limited given the actual total volume of credit required
by the sector.

138. It is argued that African problems can only be solved by the sons of Africa. The volume
of assistance from the international community can be as big as possible, but if africans
themselves do not take adequate decisions problems will always remain as they are. Therefore,
there is a need to pursue self-reliance by creating a lasting domestic capacity to mobilize capital
and savings for financing cottage and small-scale industries. Internal solutions to the problems
of financing cottage and small-scale industries should be sought. Public administration should
provide a climate under which grass-root groups would be empowered to harness the savings
potential among the mass of urban and rural people.

139. Modern financial institutions should understand that when financing cottage and small
scale enterprises, it is not the availability of security that will ensure repayments, but winning
their confidence, organizing them properly to ensure benefits from them.

8.2 Recommendations

a) To African countries:

140. According to Schmidt Reinhard ll , the employed financial technology by a financing
institute/or programme is the single most important determinant of its success in serving the

11 Schmidt Reinhard H., Small-Scale Financing and Credit Intermediaries, Eschborn
1986, PP. 111 ff.
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credit needs of the target group. There are seven elements to characterize a good financial
technology, in the case of those institutes or programmes dealing with the promotion of small"
scale enterprises:

the provision of a range of services - not only financial but also services,
such as training, sales promotion, etc. which will be tailored to the needs
of the target group.

a specially designed strategy which enables the promoting agency
maximum access to clients who are usually not regarded as credit worthy
by the formal financial sector;

an effective selection procedure of the beneficiaries of the programme;

realistic repayment terms and loan volumes;

a functional equivalent of collateral;

appropriate procedures for monitoring and enforcing repayment of loans;

motivated, efficient and flexible project staff.

141. To create or improve accessibility of African businessmen/women to banking services,
following approaches must be taken into consideration:

upgrading financial self-help group of cottage and small-scale operators;

linking existing self-help groups with the banks;

adapting the banks to new clients (downgrading of the services).

142. All these three approaches could be put into a integrated linking approach, whereby the
promotion of savings mobilization would be seen as one of the main guiding principles. Here
rules should be designed so that savings would not yield negative real returns and they would
not be undermined by cheap subsidized credit from the central banks or from donors (credit lines
from the world Bank or bilateral donors). Conventional collateral should be substituted by group
liability.

143. If savings and credit functions are important for poverty eradication and general economic
prosperity, governments have a responsibility to see that the workings of financial markets and
general economic policies are supportive of endeavors to serve the small-scale sector. It must
be recognized that successful techniques of lending the cottage and small-scale sectors differ
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from standard practices normally pursued by banks. An alternative approach requires that banks
be persuaded to substitute group guarantees from traditional collateral requirements and that the
good track of associations Iself-help groups be accepted in lieu of physical assets. Therefore,
laws and regulations which obstruct the implementation of new approaches require to be
reviewed and amended.

African countries should through democratization, promote political
stability, continuity, stable macro-economic environment in government
and economic policy, popular participation and the rule of law as major
ingredients to development activities and sustainable development;

Governments in African countries should, inter alia, increase efficiency
in the use and allocation of public resources, and rationalize the
public/parastatal sector with a view to minimizing waste and unnecessary
subsidies and directing public resources increasingly towards economic
productive activities;

There is a need to develop at national level government capability in
macro-economic formulation, planning, management, monitoring and
evaluation as important tools in implementing sustainable human,
economic and social development policies and programmes.

In view of low level of overall education and high inadequacy in skills of
human resources, the education sector policy of most African countries
needs to be strongly reformulated in terms of quality and pedagogical
skills, specialized educational institutions for the countries to respond
better to the demands of the changing national and international economic
context in terms of development and human resources skills;

In most African countries, there is a crucial need for a widespread and
diversified financial intermediation to mobilize internal savings and
development resources to channel them in most productive investments
and income-generating activities. Governments should enhance the sector
to make it more national priority and domestic resources mobilization
oriented.

By virtue of its structural transformation capacity, the industrial sector is
to be led to play the lead role in the economic growth of African
countries. In this regard, governments should create an enabling
environment for the development of industrial enterprises and industrial
sector support institutions and enhance local capacities in the formulation,
preparation, implementation and management of industry, in particular
small and medium scale industries.
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The successful implementation of the Small scale Development
Programme would to a great extent depend on strong national
implementation and coordination mechanisms, African governments are
therefore, urged to attend to that urgent requirement and at the same time
set up a regional framework for concentration between governments,
NGGs, the private sector and other development partners/promoters.

b) To bilateral and other multilateral donors
•

144. Bilateral and multilateral assistance in whatever form and nature it is provided to African
countries seems to be usually distributed thinly and over-stretched in a myriad of areas and
priori ties of concern and results in minimal impact. There are some few exceptions to the above
statement.

Therefore, there is need for bilateral and multilateral assistance to fit itself in
national and regional development policies and strategies of the recipient
countries.

Bilateral and multilateral donors are called upon to support African countries in
their drive to internalize their development and transformation process. The
IMF, World Bank and other bilateral and multilateral donors are urged to accept
and support African initiatives to conceptualize, formulate and implement
indigenously designed development and transformation programmes;

Bilateral and multilateral donors should direct their technical assistance
programmes, first and foremost, to the strengthening of national capabilities for
policy analysis and response and the design and implementation of economic
reforms and development programmes;

They should support local NGG's, grass-roots organizations, women and youth
organizations in their individual and collective endeavors to attend economic and
social development issues.

c) To NGG's and the private sector

145. In view to internalize development process and involve all social groups in African
countries, NGG's in close cooperation with national governments should:

Aim at achieving sustainability of their assistance. The assistance does not
perpetuate itself and should lead at its end the beneficiaries to take charge of
themselves;

•
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Stimulate and sustain local initiatives and creativity for better output and
productivity;

Contribute to extending more economic poser to indigenous population through
a more equitable distribution of income, support to their productive capacity
through enhanced access to productive inputs, such as land, technology, and
specially credit;

Promote mass Iiteracy and skills training in particular and development of human
resources in general;

Enhance greater participation and consensus-building in the formulation and
implementation of economic and social policies designed for target beneficiaries;

Non-African NGO's should give due recognition to African NGO's and
participatory, self-reliant development initiatives launched by local grass-root
organisations;

Cooperation and dialogue between African and non-African NGO's should be
strengthened to increase the effectiveness of their interventions at the community
level and the building of greater understanding of the countries development
problems;



ECA/IHSD/IPPIS/006/96
Page 42

BffiLIOGRAPHY

Abdoulaye Ndiaye, Yvon Gasse, Marcelle Bouchard, Aline D'Amours, "Creation
d'Entreprise en Afrique", Fischer presses, Canada, 1992.

The Foundation for Development Cooperation, Report and Recommendations on Banking
with the Poor, Brisbane, Queensland, Australia, 1992.

Proceedings of the Seventh International Conference and Trade Fair of Small and
Medium Enterprises, World Association of Small and Medium Enterprises (WASME), Addis
Ababa, Ethiopia, 7-12 March 1994.

Rashwan Mahfouz, Credit Guarantee Corporation, a Novel Financial Institution, Paper
presented at the Expert Group Meeting on Creation of Indigenous Entrepreneurship
Opportunities for Small- and Medium-Scale Industries Investment 11-14 April 1993, Damascus.

Shepherd William G.and Clair Wilcox, Public Policies Toward Business, Irwin Series
in Economics, Yale University, 1979.

United Nations Economic Commission for Africa, Report on the Economic and Social
Situation in Africa, Addis Ababa, 1996.

United Nations Economic commission for Africa, Report and resource papers on
Workshop on the Development of Entrepreneurial Capability in Cottage and small-scale
Industries in Africa, Kampala, Uganda, 23-25 October 1992.

•


