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FOREWCQRD

This report is 3 covering report to “he Locument
entitled "Rural Small Ente rrsaes in Jambia: Results of the

r
RDSEB Survey", September 1985,

The publicaticn of the CDSsg tor FY 1985 in January 483
drew attention to the Informz] sector in-Zambia. "IN view
of its importance and its relative neglect Lv the GRZ and
other donors, AID should help =hc GRZ sponsor some Survey
and anaiytical researcn werk of “he inrorma. sector, coth
rural and urban. The Goverrment needs to understand bettar
how this sectsr works and how 1t might he Incouraced to
improve 1its productivity and increase emplonient. At a
later date, AID should consider now 1t . ght be able to
assist in the development of the rural informal zector, as

an activity complementary to its efforts in agriculture.i’

The informal sector was discussed further in two reporkts
produced by the Regional Development Services Office/East
and Southern Africa REDSO,ESA} Auring the fiist ralf of
1983.4/+ 3/+ While a continual emphasis by AID on the
agricultural sector was recommended in the

Evaluation Report3/ it was also recommended that a

(1) Country Development Strategy Statement - FY 1985 - Zambiz.
January 1983. AID/Washington. {Page 51)

(2) “Ma jor Zambian Development Problems". C.g. Callison, D.
Dijkerman and B. Robinson. REDGO/ESA. MNairobi, RKenya. April
1983.

(3) "Evaluaticn of AID's Assistance Strategy for Zambia". R.

Aulakh, C.S. cCallison, C. Claude and D. Dijkerman. RFEDSC/ESA.

Nairobi, Kenva. June 1982.



ciose examinition of the 1nformal zector e carri.d cut in
view of its rois in pro- 1 1ing inwut 3, markets, consumer
goods an.i services and ofrf-f .. .. Jment. LCEmphasii was
to be given to the rural and Agri ulrturally-relacted par+s
of the urkan informa. sector. "Suech an examination should
prﬂb1 ‘2 basic information and analysis that can be used to
de51gn future development interventions to lmprove the
lnformal sector's productivity and the incomes of those who

Jep\nd on 1t".

The first stage of the examination was a reportl/ which
investigated the role and definition of the informal sector
in Zambia together with topics for future .research. This
was followad by a visit to llichigan State Unir =rsity to
discuss the rural informal sector which the Uhiversity had

been researching under a Cooperative Agreen.ent with USAID.2/

The "in-~house" stage was concluded by a report on the
rural informal sector in Zambia and the potential rcle of
AID/Zambia should the Mission decide to proceed in a more
formal way with the topic.3/ The report identified and
evaluated the GRZ policies towards the rural non-farm
employment sector; reviewed the institutions inv~lved with
rural non-farm employment and identified those institutions
that could carry out future field work and surveys.

Further the report made recommendations to AID/Zambia

1/ »Literature Review and Factors to be Included in an
Informal Sector Survey of Zambia". B.C. Baldwin. Report .
for USAID/Zambia under Contract CO-611~30028. July 1983,

2/ "Work:ng Paper - Visit to Michigan State University to
discuss Rural Non-Farm Employment". B.C. Baldwin.
Prepared for USAiD/Zambia under Contract CO-6311-3001¢%.
January 1984,

3/ "The Deve.iopment of Rural Small Enterprises (Yiae 2urs)
Informal Sectoar) in Zambia and the Potential Reie of
AID/Zambra". R.C. Baldwin. Prepared for US "D/ ambi-
under Contract CO-611-30013 ‘ork Reguest No..). Apri’ (Yod.



(iii)

concerning areas of research, policy dialogue and
institutional assistance. On the basis cf this report 1t
was decided by AlD/Zambia to proceed with rzsearch into
rural small enterprises and closely monitor the GRZ
policies and institutions affecting the sector. Ir was
also recommended in the report to use the terminology -
rural small enterprises - to identify the target group
rather than some of <he more ill-defined terms praviously

used. (1)

Subsegquently a contract was signed (September .9284)
between AID/Zambia and the Rural Development Studies Bureau
(RDSB). The RDSB would "conduct a survey to obtain an
accurate assessment cf the type and extent of small
enterprises in rural Zambia and prepare a report which wiil
provide to the Zambian Government and other organizations
interested in rural small enterprises information which is
vital to planning development strategies".{2) The Director
of the RDSB, Dr. J. Mulimo and an AID consultant, B.
Baldwin, visited Michigan State University (M.5.U.) *o
discuss the proposed survey questionnaire and sampling
methodology. An amendment to the Cooperative Agreement
between M.S.U. and AID/Washington allowed M.S.U. to provide
technical support both before and during the survey in the

form of a M.S.U. staff member attached to the RDSB. On the

1/ The term "informal sector has consistently required
definition when used as it has different meanings to
different people. The term, rural small scale enterprises,
is meant to be a "neutral" term embracing all activities in
an economy, regardless of ofilciel registration, type,
legality and location. The only stipulatior is that the
enterprise employs less than 50 persons.

2/ AID/Zambia Contract No. CO-611-94-2011.



basis of the visiv.to 4.S5.0. o ser of guidelines fnr the
survey was drawn:up which gave detajls of rhe
guestilonnaire, sampling methodolcqy, rersonnel and Jata

analysis. (1)

The survey fieldwork cdmmenced in May, 1985 and was
completed in August, 1985, The iata was analyzed on a
mainframe computer w.nder :he ausviTes ¢f the Centra)
Statistical Office (C.S.9.), Zambia, and the reporr,
entitled "Rural Small Enterpr:ses in Zambia: Results of the

RDSB Survey" was published in September 1985,

This present report, as stated initially above, is a
covering report to the "results" report. It is useful,
though not obligatory, to have the ‘results" report while
reading this report. The purpose of this cove:ing report,
entitled “The current state (September 198%) of factors
atfecting the development of rural enterprises in Zambia
and options for future assistance by AID/Zambia", is to
enable the Mission to decide on what courses of action will
be appropriate in the future. During 1986, the Mission
w1ll be formulating a new CDSS in which assistance in this
irea may well be included. This covering report first
reviews the policies and institutions involved with, and

iffecting, rural small enterprises. In effect,

-/ "Guidelines for survey of Rural Small Enterprises 1in
Zambia, April-August 1985" Prepared under Contract
CO-611-30015 (Work Request No. 4) for AID/Zambia.

January 1985,
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this 1s an up-date on =je 2valuation of rhese Collclzs and

INSTLITULICNS carried out =3 ghroomn mor-hs preawvic
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Menltoring the changes thac have eccurred during thart time

Q
1oassessment of the role of these 1nstltutions

=

will give a
and policies as well as tho overs]) GRI nvolvement :n the
rural small =nterprise sector. The current state of “he
data base of rural enterprises s reviewed, in the light orf
RDSB survey, and the implications for future AID/Zamkia

assistance are identified.

Following this reaview and assessment the report will
identify and comment on future AID/ambla options. These
will include further investigation, policy dialoque,
project and financial interventions. A conclusion will

make final recommendations.

1/ B.c. Baldwin, April 1984 'op cit'.
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SUMMARY

Following the FY 1985 - Zambia CDSS, AID/Zambia has
developed a program of investigation which has studied the
policy and institutional environment affecting the development.
of rural small enterprises in Zambia and supported rescarch
into the scale, type and extent of such enrerprises in Zambia.
This report 1s intended as a covering repcrt to the survey
results of that research. The objective of this covering
report 1s to review the current state of the factors affecting
the development of rural small enterprises in Zambia and to
provide AID/Zambia with options for future strategies. The
factors include GRZ policies, institutions and the state of the
data base of statistics and information. During the last 18
months (since the previous AID/Zambia adssessment) there has
been little development of the policies and institutional
framework affecting the sector. While there has been no overt
discouragement of small enterprises (both urban and rural)

there ha:c been little overt gncouragement. SIDO, the main

institutional initiative of the GRZ, has been created in a
policy environment which remains unfavorable and there has

been no concomitant initiative on policy.

The World Bank, in its recent study on Zambian Industrial
Policy and Performance, idencifies several key policy
recommendations which if accepted by the GRYZ could radicaily
alter the industrial structure of Lambia. Surh overall coilcy
changes will affect the environment in which rural :zmall
enterprises operats as with agricultural policy, wspacially
pricing policy. while pricing nolicy has become more

realistic, low rural development expenditures, poor weather and
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poor marketing have created g3 recession in rural areas wi“h a

t—
(r

corresponding disincentive to rura! small enterprises., 15
anticipated that the Four+h Maticnal Development Plan, to be

published in February/March 1985 will give AID/Zamna a formal
Statement of GRZ policy towards rural small enterprises. These
policy problems and potential changes ares discusser] in Chapter

One.

Apart from the problem or SIDO being established in an
unfavorable policy environment SIDO 3lso has major funding
problems compounded by poor planning and management.
Consequently SIDO, despite its aspirations, has only developed
limited services and confined these to Lusaka and the
Copperbelt with only limited involvement in rural areas. No
other institution, either public or private, has developed to
assist rural small enterprises in an effectjve manner although
Small Scale Enterprise Promotions Limited has begun to
successfully develop larger small enterprises in Lusaka and on
the Copperbelt. The developments in institutions relating to

rural small enterprises are discussed in Chapter Two.

Chapter Three reviews the state of the data base concerning
rural small enterprises in the light of the AID supported Rural
Development Studies Bureau (RDSB) study. The results of the
Survey are briefly examined with the objective of identifying
key points which will enable AID/Zambia to plan future
assistance. The future studies o the Central Sctatistics
Office are discussed and the final section in the Chapter
ildentifies future data and information requirements for hoth

GRZ planners and AID/Zambia.

The main options for future assistance by AlD,/Zambia
concern policy dialogue and research, Although project
interventions are discussed they are not recommended as “he
pPoor policy and institutional setting, the lack of background

studies and lack of Pr=vious interventions do not promoce the



ldeal conditions for interventions. USAID enperience in
neilighboring countries {Malawi, Bctwana, Kenva) in rural

enterprise supports this recommendat lon.

The establishment of 1 policy dialogue with the GRZ : s
recommended as it is already used by AID/Zambia to discuss
other issues; the small BNTerprise sector (rural and urban),
can bpenefit greatly “rom peclicy changes and initiarives, A
policy dialogue agenda has been irawn up wnica could commence
with the publication of the Fourth Narional Development Plan in
February/March 1985. With the anticipated content of rhe Flan
AID/Zambia, might €ncourage the GRZ to launch an internal
review of the IDA Act, SIDO and VIS. AID/Zambia could support
a series of amendments to the SID Act and support the policy
recommendations of the World Bank for the overall industrial
sector. At the same time AID/Zambia could continue to support

realistic agriculturai~pruducer prices.

The research recommendations 1nvolve AID/Zambia supporting

further statistical research, based on the RDSB study, to

improve the data used by GRZ planners. This also invoives
support to the Central Statistics Off{ice (C.5.0.). The

research recommenduations also support further study on the
characteristics of the constraincs affecting the small
enterprises and how best these problems can be
alleviated/reduced. These options and recommendations,
discussed in Chapter Four should alicw AID/Zambia tc develop o
realistic and appropriate strataegy towards the ‘development of

rural small enterprises in Zambia over rhe next 5 years.



REVIEW OF CURRENT GRZ YOLICIES AFFECYING RURAL SHALL ENTERPRISES

1.1. Introduction

This chapter reviews the GRZ policies thar dirsctly affect
rural small enterprises and what charges have occurred in otne

past 18 months. However, :he 38Cctor s alsc afrfeanrec

[

indirectly by policies that are aimed at the counrry as g
whole. The state of the formal industrial (public and nrivate,
and agricultural sectors will strongly influence the rural
small enterprise sector. Therefore this introduction will
briefly review the current :ndustrial and agricultural
policies. The private industrial policies that direct;y affe
rural small enterprise will be reviewed separately in a late
section as will the basic outline of the future Fourth National

Development Plan.
1.1.1. Industrial Development Policy

Industrial Strategy in Zambia has, since independence, been
towards import substituting industrialization. This has
produced a relatively large manufacturing sector (18% G.D.P., -
only Zimbabwe and Ivory Coast are larger in Africa!: a base of
technologlcal competence; and a r@latively dliverse
manufacturing secrtor (especially with the chemical and metal
products manufacturing). Yet the manufacturing soector still

has the following, negative, characteristics:

~= A dominance of the subsictor. T manufacturing consuricy Gouwds,
ln particular food, veveriges, and tobacco which Accountc
for 463% ol total manufacturing output (1983 - current

prices).
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= A dominance of the subsectors Manufacturiry consimer JCcocs,
in particular food, beverages, and tonzcce which azcours
for 46% of total manufacturing output (1983 - ~yrran-

prices).

== Consequently, limited Ilmpcrtance of basic industries

producing intermediate inputs for other industries. Metal,
textile and chemical productus account for 5%, 14 and e
of total manufactured output respectively (1547 - current
prices).,

== Relatively high capital-intensity of producticn;
-- The neglect of locally available resources for production.

In a recent reportl/ the World Bank has identified three
ma jor areas where industrial policy has intervened since

independence:

1) by limiting the degfee of'competition, SOoth 1ntarnal
and, particularly, external, to which the industrial
sector has been exposed through a trade Strateqgy
which has emphasized import substitution supported

by high levels of effective protection'

11) by reducing the role of market mechanisms !and
relying on administrative mechanisms) in guiding the

allocation of economic resources in industry;

1i1) by expanding the role of public investment in
@stablishing both the level (large scale) and
composition (public sector) ofF industiial

development.

1/ World Bank "Zambian Industrial Folicy and Performancao"
Washington August 1984.



The <orffezcts of these pol:cw tnterventions have dfEfec+tss

rural small 2Nterprises, as detva.led :n Drevious stuci?s, and

~

continue to do so. As in 2arlier World Bank repor=-/ notes
"o P — - - . 1 N O Y . e - :
the obstacles to tne d2velopment of small-scale enintacturisg

industries in Zambia are formidable. In General, exrsting
S

policies discriminate against indigenous smal] enrerprises in

relation to large public PNtirprises and to JOLNY ventura
proiecrts”

v

The recent (1984) World Bank report?l/, however, has
ceveloped a strategy ror industrial development with the
principal obijective of "reducing reliance on Lmport
substitution, administrative control, and public industrial
investment". Specifically the main objectives in the shert

term are:

(a) To strengthen the existing industrial Structure by
increasing'capacity utilization, by making firms more
competitive at international prices thrcuqgn
restructuring investments, by phasing out those thart
cannot operate economically, anc by enhancing

managerial skills and productivity,

(b) To initiate reform of the incentive structure by
replacing quantitative restrictions with *ariffs and by

selective changes 1in the tariff structure.

(c) To promote industrial 2XPOrts DY proviviing incentivesg
deslgned to offset the present bias in the protectiv-

Structure against exports.

(d) To limit new projects in the public secctor and *ra

eXercise strict econocmic criteria in -heir selacrian,

7/ . “ -
1/ World Bank. "Agriculrtural ind Rural Sector durw.y
Vol.II, Annex 10. washingron. October 1977,

¢/ World Bank "Zambria Trdustrial Pol:cy and Perfa mance™®
Washington, Auqust, 1)Y;



£

The policy recommendations in support orf these objrcrives

includes:

1. Improvement of foreian ¢xchange allocacion svstem

—= lmproving foreign exchange budgeting;

“— eliminating the current overhang of imroare
licenses not backed by foreign 2HCnange ;

~— shortening tlie maturity of impors: Licensaes;

—~ Separating allocations for capital gcods fron
those for intermediates; and

~- 1lntroducing greater flexibility andg
responsiveness to users' needs in the allccation

procedure.

ii. Tariff Reform (Short Term)

~= establishing a "minimum tariff" concept by
eliminating the zero-duty categories for canital
goods and Lntermédiatc goads impcrts;

== shifting the tariff basis from FOB to CIF; and

-- unifying domestic and import sales tax rates.

1ii. Tariff Reform (Long Term)

-- formation of a Tarifr Commissior (to oversec a
comprenensive program of tariff reform} ;
== 1lmport surcharges;

—— auctlion of import licenses.

iv. Export Promotion

-- improved export retention schemes;

7T an export revolving fund for purchase of imported
intermediates;

-= a workable duty drawback syscem;

~= a pussible subsidy to value added;



TT eXport credit guarantee schemes:

-- marketing assistance.

V. Project Appraisal Unit

~= to analyze new projects ang existing performance

in the public/parastatal holding companies.

s

i, . Review of Indus<trial Develooment Act.

(The final recommendation, intended to improve the bhalance
between the public and private investments in industry, has
specific consequences for rural small enterprises and will be

discussed in a later section.)

Taken together, these policy recommendations represent the
first major attempt to alter industrial strateqgy in Zambia
since Independence. It requires both political priority and
proad-based support if the industrial sector is to be reformed
to fulfill its role in sustained economic growth. An improved
eXport retention scheme is already working and a revised

Industrial Development Act is currently before the Cabinet.

1.1.2. Agricuitural Policy

Agricultural policy, and specifically agricultural pricing
policy, will affect rural small enterprises.  Research carried
cut by Michigan State University in Sierra Lecne gupports the
contention that the scale of disposawle rural incomes will
affect the scale of the rural informal sector. "The rura;
income elasticity of demand ‘or most small 1ndustry products §s
strongly positive; this result thus indicates thar the demand

for these products should be excectad to increase strongly os



rural incomes increase".l/ Suhsequently, time-sariecs aralvsis
established that a 10% inrrease In agricultursl] incomes
generated a 162 increase in demand for small-scale lndustry

products in rural towns. -

Over the last 2/3 vears in Zambia the Government of “awhis
has taken positive steps to improve the income earn:ing
potential of rural agriculture. Producer prices hav~ h..an
increased and the 'traditional' crops (cassava, sorghum ard
millet) have been 7iven official produce- prices. The USAIDR
Zambia Multi-Channel Agricultural Marketing (ZAMCAMY Frocram
will provide further incentjve for the GRI to prorote realisri-
pricing and marketing policies. However, two further fac+ors
have affected the level of rural incomes in Zambia. The pecor
rainfall that affected agricultural production in the 82/%2 and
83/84 seasons has been compounded in the 83/84 and B4,859
seasons by the marketing organizations' (the Cooperative Unions
and Namboard) failure to promptly pav farmers for producs.
During both the last two Seasons, the EZastern Cooperative Unior
(ECU)‘has issued cheques to farmers which have hounced when
presented to the local banks by farnmers. This has produce«: an
immediate drop in farmers' confidence whose reaction therefrra
is to only plant Crogs ror supsis-cnc: requirements and v Fo;
the market. The GRZ must ensuro that Nambeard has suff:ci=nt
funds both to buy crops dir=ct and to isburse to Cooperat e

Unions.

L/ Liedholm, C. & Chuta, n. "I'he Fconomics of Rurs! and Urhar
Small Scale Industries in Slerra Leene". Afr ean Rural ’
Econcmy Paper No.l4, 1976.

2/ Liedholm, ., Chuta E., Roberts, 0., & Tommy, J.
"Employment Growth and Change in Jierra Leone Small Scale
Industry 1974-1980". Working Faper 37. Michigan Statc
University. August !9&1.
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Although the RDSR did - or Investlgate levels o LnLal

income in their survey thero was avidence ro 5uGqeEstT that fhe

Turai &reas 2re in recession. The fortheoming Thonrol 10vg)
survey on household incomes and buduets ro be conducteod Ly the
‘.2ntral Statistical Office iC.5.0.) should provide tie vasic

information to determine the situation as well] as thoe exrtent cf

the recession.

v

1.2 The Small Industries Cevelopment Act (3.1.pD.)

The S.I.D. Act, which established the Small Industries
Development Act (S.I.D.0.) and the Industrial Development Ack
(I.D.A.) are the twc GRZ policy initiatives which directly-
atfect the rural small enterprise sectcr. Over tle past 1&
months the operations of SIDO have been adversely affected by
the registration requirements of the S.I.D. Act. Small scale
enterprises cannot register with SIDO unless thev have a Trades
Licence and less than 30 pProspective enterprises have fulfilled
this criteria.l/ Non-reqgistered enterprises cannot roacejve any
SIDO services or assistance and would be ineligibls for

assistance from future SIDO operaticns, e.g., a credit fund.

1/ 7o receive a trades license an enterprise must neet a
series of conditions governing the structure of a trading
2nterprise, e.g., a manufacturing license from the Miniscory
of Commerce and Industry; health regulations; wataor
supply requlations; and to comply with the Townr and
Country Planning Act which =nacts fhe land use zoning laws
which, for example, prohibits small scale manufiacturing
activity in residential areas and the sale of goods from
homes.
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In September 1984, 3 Workshop was held under =he AQusnices
OL the lnsti.u-e for African Stuciies of the University of
"ambla on "Legali Constraints for Small Scal- Enterprises ir

recommendatiocns corsained wreoosalsa L

Q

"~

Jambila'. I=

w0

amendments of the SID Act Covering deliriticn, registraticr

-

criteria, licensina procedure and incentives. Instead of The
current constraining registration procedure, it was LYoposed
that an enterprise could ke F2glstered with SIDO Y spprove” by

SIDO as a small scale eAterprise.  To beé apnproved as A s3rall

1]

scale enterprise, th 2nterorise shcould have -he cotential tce
fulfill development priorities as defined by the GRZ:; use
locez’ raw materials and labour intensive processes. Proposed
incentives include preferential treatment for GRZ and
parastatal purchasing as well as the granting of import
!icenses; rebate on excise and customs duty; and tax
concessions. Following the Workshop, specific amendments to
the SID Act were urafted and sent to the Minister for Ccmmerce,
Industry and Foreign Trade for consideration.l/ No further

developments have cccurred.

1.3. The Industrial Development Act (I.D.A.)

The weakness of the IDA has already been discussed in
earlier AID reports and World Bank studies. The IDA is "highly
regulatory in tone and arbitrary in nature; in this sense it

. . . . 2
may discourage rather than encourage investors in lndustry".L/

Its exisctence signifies hoth that “he GRZ Aacknowledges the
existence of the mixed economy in Zambiia and the necessity o
control it. Revisior of the IDA, nder World Bank technicaj
assistance have been underway since Ncvember 1984. After

discussion and redrafting a final version is currently hefore

Cabinet for approval. 1In its broadest sense it ‘s intended t.

L/ A copy of these amendments is aiven in Appendix I.

2/ wWorld Bank 1984 'op cit!



be as unrequlartory and nen-discretionary as possihble, in itrs
larrowest sense 1t may specifically define a private sector
subject to only the mest basic qovernment invcelvemernt. thase
radically new definitions are believed to be the reason “or the
continual re-drafting that has been required over “he past nlne

months.

In final version it is unlikely that there wil] be specific
clauses pertaining to rural small enterprises. Ther=s will only
be details of tax incentives for rural location of industries.
In this respect a revised IDA will have few incentives for 5IDO
registered enterprises and subsequently SIDO will still have
little to cffer apart from its own in-house services. However,
a revised IDA, together with some of the policy reforms
recommended by the World Bank would create an industrial
environment which would benefit the rural small enterprise
sector through backward and forward linkages, i.e. raw material

supply: sub-contracting; markets.

1.4. The Credit Guarantee Scheme

An amendment to the Bank of Zambia Act to allow the Central
Bank to operate a credit guarantee scheme (C.G.S.) is currentiy
before Parliament though it has not vet (9/1/9%, peen
proposed. When passed by Parliament the Bank of Zambia wi'l be
able to launch the scheme. As rerorted in the pPrevious studyl/
there were several drawbacks 1n the design cf the scheme and it
appeared to be a commercially unattractive propositicn for
local banks. Suggestions for charges in collatera! conditions
and other propositions (to increase the percentaaqe of
guaranteed loan loss to 80%, including princival  intere st

arrears (up to three months) and al: legal costs) were made in

the report.

1/ B. Raldwir. April 1984 'op it



Quer the past eiqghtern nonrhs 1t Gppears tnhuat vhere SAauve

peen few changes in the oriaginal d251an of the scherme and no

=

. .
dave coogryac,

Ui

more ccnsultaticns wirh commey i) hank

Therefore once the schem: 13 launch.. L2 1S open "o ogquevt ion
how many lending organizations use the raciliry. Althcugh =he
role of credit as a constraint in rurai (ond urban) saal:
2nterprise has not bheen tully 2xamines rherm asrae niah
”Xpectations i small SNLErPrise InsTtIiTtuticns fhat such o

scheme will be a ranacez for srsll 2ntelprise pronleams.

-

.5. Fourth National Developmernt Plan

The Fourth National Development Plan (FNDP) will adopt the
year 1984 as the base year and wi!] cover the 5-year pericd
1986-90. A first draft will be submitted to Central

Committee/Cabinet before the end of December, 198%.

T
®]
~

Publication will be February/March 12”85, Guidelines

formulation were published earlier in 1985.1/

The primary objective of the FNDP is to achieve a viable
and sustainable balance of payments equilibrium. This will be

achieved through:1/

1) restructuring agriculture and avuro-based industries;

11) internal integration of the domestic economy through
a systematic develoonent of inter-sectoral linkages;
and

iii) intensified development of the three directly
preductive seotor agriculture, mining and

manufacturina.

1/ "Guidelines" for formulcarioen of the Faurth tinricnal
Development Tlan". Office ol rhe Prosident.  Matienal
Commission for Develobpment Flarning. Lusaka. March 1%8¢<.



According to the "Guidelines" the rolce of rural small
enterprises is identified in the elaboration of Sstrategy. In
the agricultural sector, where the prior‘ty is increased
production, resources will be channellsd to speciflic poroarimes,

including the:

Establishment of industrial =states where

|4

r

feasible, providing accommodarion and er
service fac:livies tc small sca.e
industrial servicing agriculcural machinery
and processing local materials into
finished goods for local censumption and

surplus for exports."l/

The sectoral strateqgy for agriculture does not identify the
role of agriculture in rural development, or in the context

of income and employment generation tor farm families.

In the manufacturing sectdr the role of small szcale and
village enterprises is to complement the large scale
manufacturing sector in providing "intra-sectcral
integration". This is to correct the past over-emphasis on
large scale industrial plants and will be achieved "through
setting up medium, small scale and village industries in all
parts of the country based on locally available raw
materials. Thus the small scale industries should play a
crucial role in diversifying the manufacturing sector".i/
The effect of this emphasis on small scale and village
industries should develop the distribution of such
enterprises "throughout the country and particularly in
rural areas should enable a' .u. stion of 3 largye part of the
presently unemployed labour force into gainful employment
and alsc make for wider spread of incomes and thus

contribute to the building up of n =aalitaiion SCUi-liy .

1/ “Guidelines....." ob.cit.



"he Inwustrial Pevelovment ACT, tne Zipall Imdustri-

ux

Development Act and the Small Industries Cevelopnent
Organizaticn (3IDO) ser Up under the latter, and tha Village

\

Industries Services (13! should be used as colicy
instruments ror recrganization of tlhe domestic manufacturing

.
sector". «~/

It 1s important to nore that, with the excepticn of the

Y I0StUriupents" aroe

O

Industrial Development Act, these "pcl:
In fact institutional "structures" whose @ifectiveness -s i
function of the Management, rfinances and oraanizacion of =he

institution.

The "Guidelines" also indicate that the private sector
will bhe allowed to play a "complementary" rcle in the
development of the domestic Zconomy. Small scale
enterprises should be given all "assistance to grow and make
their full contribution to the achievement of the Fourth

Nationa! Development Plan targets".l/

1.6. Conclusion

Over the past eighteen months there has been only limited
changes in the actua? policy environment affecting rural small
enterprises. Conversely, there are several changes being
proposed for the future but thejr erfor* and extent in practice

can, at tnis stage, only be 2stimated.

Thce agricultural zecror is +he ONly Ssecror to have had

policy changes that affacs rural small enterprises.

\l‘

Agricultural Pricing poiicy has been modified but pcor weath L,

1/ "Guidelines ..... ® op.cit.,



PooOr marketing procedures and Jenerally lew rural fevoelopmoenr
expenditures iHave prevented rural incomes increasing and, aRr
se, the development of rural small errarprises. At the same

tural prices sre maloatoine AL realistic,

o

time as agr:ice
unsubsidized levels, there MUsSt be continuer GRY expenditure
for rural infrastruc-ure ana services and the necessary
financial measures to fnsure prompt and regular nayment to
farmers for produca.

As has been rotad, rhe "Guidelines" ‘fqor the forthcerina
FNDP :indicated that agricultura! producrion il the primary
objective for the agricultural sector. While raised farm
incomes will stimulate the small enterprise scctor there is
also a requirement for continued, and improved, rura?

infrastructure expenditures.,

The remaining policy changes are all future events and

their input can only be estimated now.

The policy recommendations promoted by the World Bangk,
will, if accepted by the GRZ have a major 2If :ct on rhe
lndustrial sector as a wihnole which will e Fransmitted to the
small enterprise sector, both urbar and ri 5], These
recommendations are currently with the GRT and it ;s aszurea]
that no further initiatives will be made by the Bank untiy +he
GRZ has responded. However, one of rhe recommendaticns, thie
re-drafting of the Industrial Pevelopment act, has already becn
carried out and is now before Caninet for discussion. MR
likely that the revised I1DA will contain some comments on small
enterprise policy but there are likely to be of a cene:al
nature only. The only gspecific clause. Tay concern tas
Lncentives for regional -=rterprise establishyent . Tho yor
Bank recommendations could, therafore, s imulate radicea]
chanages in the industrig] Policy environment wnich wil g

rural small enterprises ip -n incireces way.
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The amendmerts ro “ne STC Acr ceul nNowover, ALLLCT s

enterprises directly. There av

1]

Ewo Initlatives Turrentliv, cne
from the Board ¢f SIDO and one from UNZA.'Y The 31po

STDO,

]
“
rn

2

iniziative, currentiy belina studied DY Tthe fonra

consists of a Proposal to amend “ne reglstration r

L

quirements
for a small enterorise. If the 30ar( approves +th. amendrent

proposal will be sent o rha Minister of Cormerce, incustrv and

Foreign Trade fcr consideration. The Minlster nag Gireadty

[}
om

received the UNZA bropcsal whicn inclu-es not oniv &
registraticn amendment but definition, ihcertives and =he
formation of a licensing commisree anendments. The precposal
amendments are already legally drafted fAcper.iixz .) and T he
registration amendment does not differ from The SIDC propesal.
The UNZA proposal has potentially more impact on the SID Act
and SIDO than the SIDO_proposal. However, the igsue 15 raised
as to whether these amendments can be seen as polict changes or
only as changes in the institutional structure of SIDO.
Clarification of this issue comes from the "Guidelines" .o the
FNDP, where both SIDO and Village Industries Services (VIS) are
regarded as "policy instruments" for reorganization of the
domestic manufacturing sector. SIDC and VIS therefore are
regarded as virtually small enterprise policy in themselves.

In support of this ic g recent comment by the Firance Minizter
concerning the estahlishment of the credit guarantee scheme
which "was part of tue gcve:nment's bregramme to encourage
people to take up self-employment in view Oof the prevailina

economic recession. An encouraging start to make peonle go

L/ Initiatives through rhe Law Jevelopment Commissica have
been largely ineffecrtual and the steciing committree formed
to study the vonstraints atfectinag the small 2nterprise
sector has never met.



)—
N

into self-employment had Already been marde wish *he formatien
of Small Industr_.es Develspment Orgarisation (8IDO), Village

Dremotion

mn
§/]

Indust:sy Serv.ce (VISZ) and the Emall-Scale nterpri

. ~ v B P - : RN r /
(SEP) which falls under the Develcpment Bank of damkbia (pR7)"Ll/

it would appear from this and the "Guidelines" to the FNDP
that, when the fu1l] Plan is published ir February/“ar-n Y84,

the "government's proaramme” ror emp!iyment and sne

Pl

intra-sectoral integration or manufacturing will b SIZO and

SIDO and

-
I3

>

VIS. The next chapter points out the wéaknesses o
VIS which puts into doubt the anticipated position of SIDG,/ VI
in GRZ policy (and, per se, the policy). A close inspection of
the FNDP will be required when it is published tn ascertain
what the policy is and what the position ot SIDO/VIS 1s. As an
advance check-list, the following are issues of small
enterprise policy which should be clarified, as indicated in an

earlier report.2/ The issues3/ are:

a) What retailing framework is in accoraance with
Government policy and appropriate for small sector
village enterprises? €.9. wholesale, private stall, or

Government store.

b) What enterprise structure best reflects tche policy of
the Government ard is alse appropriate for small scole
and village enterprises? e.qg., coomerative, company,

partnership or individual cwnership.,

1/ "Informal Sector May Get Loans". Zambia Daily itail.
September 10, 1985.

2/ B. Baldwin. April 1984. 'op ci:nt,
3/ Turner K. "The Legal Framewcerk Within Which tlhe Informe !

Sector of the Economy Operatos”".  Institute or Af:icar
Studies. University ~f Yamhi.:. Tusaka JUR.
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11)

111)

iv)

v)

vi)

vii)

viii)

o establish 500 small scale industries Fy the <nd

of the plan pericd:

to create now employment vpportunitics for 3,400

cersons;

to 1ncrease the coentribut:on of the small scale
sector tc the navional GDP from ¥©o° miliieopn ip 2935
to Ki30 million in !959, which wWoUld constl-ute
about 37.5% of the toral indus“rizl! cortricuticn to

the GDP:

Lo set up 17 industrial estates by the end c¢f th
plan period. These estates arc expected tc
accommodate about 170 small industrial units;

to provide common facility services ip each

industrial estate:
to supply plant and machinery to small industries on
hire purchase basis up to the value of K2+ millicr

during the plan period:

T raw materials to small sezle

€7}

to procure and supp

-~

Ka¥ million during tne plan

e

1
units of the value o

period; and

to undertake an area survey of the whcle country by
1986. The survey is meant to assecs pctentiaili*ies
for the grcwth of varicus industries in the

different parts of the country.



.

[

Despito the budgertary constraints that have severe
constrained SIDC since its zstablishrent the Five ve:ry Flaa
puts rorwari a der;iles Pinancial plarn -0 sohiave Chese
targets. It is estimatsas’ that K112 million will be requlred
over the plan period asg lnvestment capital (842 "tg be raised
from financial institutions and otners")., rfurthermore, XS32
millior is required by SIDO “or its awn PEHNUALTUY e fO cover
1ts nheadqguarters CRRrarions reginnal o fice Dlans, transtor-
&NA racurrent costs. The 1385 3IDC ro
million whereas actual allocation'. hg
(K45,000 as "capital expenditure" ang
other payments"). This represents a 13% reduction from the
Kl1.2 million allocated to SILO in its firge operational yoér
(1983).

The shortfall in allocation of funds has cbvious
consequences for the operational brogram vet to date no

contingency plan has been preparec. One of the main components

~J3

of the operational brogram is the establishment of i

™

industrial estates throughout the country to serve as ceonters
for cthe development of small enterprises. There are no
guidelines on how these estates will be established, operated,
or how enterprises will pay rent. The budgeted fixed costs of
these estates is K71 mill:on over the five-year plan pericd for
the creation of an (estimated) 3,400 jobs (i.e. K20,880 rer

job).

The funding shortfall has also affected manpower cianring
as the total staff in 1984 (§9) was expected to expand to 13°¢
in 1985 and 221 by 198a, Furtiher, rhe training,/producticn
centers (six) will not be bLujl: witn nc subsequent snills
training for the anticipated entreprencurs (60 n L9HS /AR

1

rising to 110 in !98%.90).

]’ Taar -

PO .4

L/ "Estimates of Revenue and Turonditure" - January
Lecember 3!, 1975%. (GR7, 1aye.
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UABLE 2
summary-Medicm orm Loars - ZCF Tngonsoprad (1)

(kwacha)
Year 1981-8; 1984 123¢ Total
Item
Hammermiilsg L4l,620.00 112,000.00 172 900, c0 SlG, 02000
“holesale -- 44,000.00 36,000,006 74,000,
Retail -= 22,000.00 64,000.00 106,650.0
Oxen 42,870.00 70,100.00 -- 112,970.0
Marketing -- -- 30,000.00 30,000, 0
Hardware 10,000.00 - - 10,C00.0
Cattle Marketing -- --= 45,000.00 45,000, 01
Hammermillspare - . - 55,000.00 65,000.01
Workshop -- - £3,000.00 52,000.0:

193,000.00 2498,100.00 470,000.00C 911,390. 01

(1) "Activity Plan 1985: ZCF Finance Services Limited, Lusaka

February, 198s5.

It should be noted that the largest 1oan ivem, hammermills,
is concerned with Agro-processing enterprises and that the

wholesale, retail, marxeting and hardware loar rtems will alsc

Provide raw materials and tocls or orher Znroerprises.
(Aqro~processing industries aro reqgarded ws rural smal)
enterprises and have been included in tph RDSEH Survey . The
CCS 1s the first lnstitution to agevelop a I=nding progran wish
the capacity to reach rura: sma:l entyrprions. Due - ti

demand for medium ferm loans, one . n “vervothreo scoontal; e

ioan applications :s rejected.


http:470,000.00
http:248,100.00
http:193,000.00
http:53,000.00
http:45,000.0o
http:45,000.00
http:10,000.00
http:30,000.00
http:70,100.00
http:42,870.00
http:84,000.00
http:22,000.00
http:222,O]ui.00

2.4 Other Insti-utions and DConors

2.4.1. Villace Industry Servives

The problems noted in *“he earlier AID report!/ and the
Bulijs report to AID/Zambia in December 1981 still affect VIS,
Budgetary preoblems are sei1) maior and rhe CGRZ contribution has
been reduced from K70,000 to K6i,000 -lda%) for 1u8sg
oprratrions. The Small! Scaije Cnterprises Promotion Lta. CSCP),
has assisted VIS by giving VIS gtafrf Training in pook-~keseping
skills and in also requesting YIS to assist SEP in the
development of small enterprise industrial estates. If VIS can
successfully participate in this program it will give an
indication that VIS has beégun to overcome the constraints that

have hindered the past VIS performance and effectiveness.
2.4.2. Small Scale Enterprises Promotion (SEP)

Over the past eighteen months, SEP, with assistance fron
the Development Bank of Zambia, the Friedrich-Ehert Fourndation
(West Germany) and the Netherlands Development Finance Company

has made good progress in "fostering and encouraging" che

O

development of small industries. SFp has recently formed
private company, Minta Transport and Warehousing Lta.,
(registered under the fompanies Act! in order to transport and
store essential raw materials for the onterprises now

aifiliated to SEP. ThLo company will Le run as a profit making

oy

organization and will] not be subsidized by 3CP. SEP has also
formed SEP Real Estates L-d. in order *o @stablish a si1te for
in industrial estate tor SEP arfiliator enterprises. 'tois

this program which Y785 has hkeen Tequcsted to assist.,

1/ Baldawin, B. Acril 1984. ‘op cit'.
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SEP however has orly hecn irvolved sc “ar with &nternrises
in Lusaka and the Copperbeit, l.e., ossentially urban, and with
enterprises that requir>, an Iverage, lcaas or K80,000.  The
future plans of SEP ehvisage average loan S€lze- oF KOO, GLD e
enterprise. SE? take a 51% 2quity share and provide wanagerial
and book-keeping seminars. The size of the enterprises that
SEP has been involved with and the urban lecation has prevented
AIDys%amhia, with rtheir nroecant 2mphasis or rura. small
2nterprises, from cons:idering assistance ro Sob . In the funure
SEP wish to expand their operaticns ro orher éreas ana sralis=r
enterprises. (They currently have a small furd for loang of
K500-K5,000 to smaller entevprises in Lusaka over a period frem
30 days to one year). SEP have emphasized the use of
unsubsidized private companies both to strengthen existing
enterprises and provide services (cost effective) to thesa’
enterprises. In the future SEP would like their service
companies to be available to all enterprises, not just SEP

clients.
2.4.3. International Labour Organizaticn (ILO)

The ILO through the Southern African Team for Employment
Promotion (SATEP) has examined small] enterprises in Zamhia but
specifically in the urban (Lusaka and Copperbelt) arsas. This
has been part of the broad TLO investigation intc the urban
Lnformal sector. SATEP has produced severnl réports on thiis
sector.!/ oOver the past caghteen menths a further report has
been written (awaiting publicaticn) on Youtrh Traininag i
Zambia, focusing cn the unemployment among Grarle 7 school
leavers and the lack of arpropriate training and establish-

ments. SATEP are currently diversitving and are concerned o

1/ B. Baldwin. July 1963, April 1984, 'op ~it'.
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suitable contracrtual Agrecment is arrangcd becween STPO anag fhe
Indian Government, i- is unitkely rhat there will bLe Turther

secondment ¢f Indian statt.
2.95. Conclusion

Over the past eighteen months instrad of the expectead
institutional growth of small enterprise institutions there has
been relatively little brogress. Primarily this is due +o *he
slow development of STpO ecause of the funding, mansceners and
legal difficulties of rthe organizaticn. FEvidence of these
rroblems is apparent with rhe publication of the SIDO Five Year
Plan. The Plan is finarncially unrealistic and as a plannine
document gives little guidance *o SIDC staff, donrors or ‘
non-SIDO institutions. However, to disregard SiDO is +c 1giore
the first, major institutional initiative that the ARZ has made:
towards the small enterprise sectors, both urban and rural.
Further, SIDO and VIS are regarded as the main "policy
instruments" (together with the Industriai Development aAct) for
the reorganization of domestic’manufacturing accorcding to the

Guidelines for the FNDP.

There 1is currently no institutional dlternative to SIDO snd
bearing in mind the "Guidelines" it is unlikely that GRZ wil}
create any more institutions. SIDO's mandate is broad enoughl/
to imply that another institution would be regarded as a direct
competitor. The only institution that has shown progress over
the past eighteen months, SEP, has similar objectives tc STLO
and is now becomina ragarcded as a competitor. Conscequently,
the relationship between the twc organizatiecns has not
developed as anticipated. As SEP is invclved with larger,

urban enterprises there is therefore no private irnstitution

/ -
L/ For example, the SII' Act Lllcws <100 o "fTormulate,
\ .

co-ordinate und implement npatiora policizs and pronraps”,
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that <can provide tn hecessary sKills and servwices reguired for
the development of rural smal!l en
ther. are

several) ant no BV

Ter'bDrises (unlike fenya whereo
P,
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CHAFTER THREE

THE DATA SASE PR RURAL AMALLL SNTERPRIUTS

3. 1. Introduction

- by - 3 . ~ . - e
we cevelconuents ouaas tTne cagk

(62]

This chapter oxamine
elghteen months in rho avarlabilii-v 0f Jata CONCeELning vyras]
small enterprises. The main change :is the data gatacred by
the Rural Development Studies Bureau with the AID/7ambia
supported rural small Shterprises survey. A summary <L the
major findings is aiven, particularly with respect to the
insights that are given *o AID/Zambia in planning future
AID/Zambia strategies. Pricr to the RDSB survey there was
no data available for GRY planning purposes and the survey
results fill an immediate gap. The Central Statistical
Office (CSO) are planning “uture surveys which are relevarnrt

1

to small enterprises and thega are discussed.

3.2. The RDSB Survey

3.2.1. General Survey Pesulrs

The report of sSurvey results gives cietailed findings
from the survey and draws overall conclusions. The
discussion below is irtended -o plck ocut specific points and
trends that gives AID/%ambia -he basis o plan future

assistance.

Table 3.1 shows the nveral] sSurvey resulrs. A total of
50,800 households were visited in tho threo rural rfopulaticr

strata of which 16,810 {313%) had 2 smal] CRternrise othe:



TABLE %,

]

RURAL S5MALI ENTERPRISES AND EMPLOYMENT N 72aMBT.:

SURVEY SAMPLE ANC NATIONAIL ESTIMATE BY PCrUTATION STPATA

SMALL

TOWNS

RURAI,

TCWNSHIPS

PURAL

ETANDARE

ELUMIHATICN

STRATA (12=30,000) (0-12,000) AREAS { FAs) neap
HCUSEHOLDS TN

SURVEY SAMPLE

Households sampled 23,500 22,100 5,200 50,900
Sample households

as % of total

Strata Population 58 47 1 g
Households with

small enterprise 8,572 6,857 1,390 16,81¢
(% of sample) (36) (31) (26) (33)
Employment in

small enterprises 15,215 11,705 2,300 29,220
ESTIMATE FOR

RURAL ZAMBIA

Total small

enterprises 14,281 17,145 192,564 222,990
(%) (6.4) (7.6) (86) 100 ;
Total employment in

small enterprises 25,359 29,262 318,642 373,263
(%) (6.3) (7.8) (85.4] (100}




than agricul=uril ard /or Livesnock nroduct:oap . A noval or
29,220 persors weore zmplerad in these an 2rprises. ‘The

survey divided the ropularing ireo Thrae s=raca to

ot

-0 N P P - .} N V- - - - - v
2 T rural ocowrn, SCwISNILs tad rural areoas in

o]

Line

o
-

o
order to focus on rie dlgTincricns in “hese population
Jroups. The Provinces of Lusaka and Copperbelt were
excluded from the survey as were the larae urban towns of

Kabwe and Livincstone: otnerwise all other Drovinces and

towns were included in rhe frame" Fron o which ke SUrvey
v

sample was drawn.

From the first strata (small towns, 12-50,000) of

a1

2

which there are only 10 such towns in rural Zambia, & we
sampled giving a 59% sample of this pPopulation group. CFf
the second strata (rural townships, 0-12,000) 47% of the
households in this group were sampled. In the third

group, 5,300 households were sampled, giving a 1% sample

of the population group.

In the overall sample surveyed, one in every tnhree
households had a small enterprise. This was the case for
the small towns and rural townships as well but in the
rural areas there was one tnterprise in cvery four
households visited. The level of enterprises in rhe rural
areas, although slightly lower than in the small “owns and
townships, kept at a consisztent level in all the rural

standard enumeration areas (SEA'3) surveyed. Therefore,

)]

while the sample c:f rural ares s relatively low ‘1+1 the
similar enterprise ‘evel in nach, despive widely Tarvinn
geographical locations, allows rhe rosults tc be a nasis
for an estimat:ion of 2nterprises throughcut rura! areas .

The trends evident ;rom Fhoe rura ]l areas are alsm oavuildeg,






ESTIMATE OF ENTERPRISDS BY

INDUSTRIAL GROUP

AND PCTPULATION H“TRATA

.L:\J

RURAT, pMBTA

Smali Towne

-

v

=

MANUFACTURING
Garment 1,212 8.°% 1,293 3.0 7,597 4 ii,501 SL7
Forest Based 613 4.3 1,140 .7 51,675 26.9 523,428 23.:
Metals 193 1.4 193 1.1 8,035 4.7 8.421 .3
Repairs 263 1.8 3058 1.8 1,662 0.9 2,231 1.0
Foods 9472 6.6 1,290 7.5 5,126 2.7 7,358 3.3
Beverages 1,943 13.6 3,850 22.5 R4,087 43.7 89,880 40.:
Leather 128 0.9 123 0.7 570 v. 1,221 N.s
Ceramics 50 0.4 60 N.4a 1,849 2.5 4,960 2.2
Other
Mfg. 27 0.2 43 0.2 277 .l 347 0.2
Sub total 5,371 37.7 8,397 34,0 64,578 85.4 178,347 79.6
SERVICES
Catering 167 1.2 185 1.1 1,247 0.6 1,600 0.7
Trade 1,385 3.5 1,438 8.4 3,265 2.7 A,087 2.4
Other
Services 128 0.9 110 0.6 3,328 1.7 ,0R [
Subtotal 1,680 11.7 1,723 10.1 9,817 5.0 17,25¢ 5.4
VENDING 7,220 30.6 7,015 0.6 18,149 9.4 37,397 Y.o.=
Total 14,281 100 I7,7457 100 192,5%4 100 227,990 190
Total without
. Beverages and
vVending ,104 -- 6,280 - w0,228 -- R
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Neither enterprise can Sreatly increase 'valye adcied ' ¢

O

2ither income or 2mployment and thejr 2xclusion gives a more
Tealistic estinmacion of the cther Thtlrprises, and
especially Tanuracturing SNterprises which sre carable of
increasing absolute income and emplcyment.

3

The services sector g 2stimated to zccount for a3 of
the enterprises and o2 of the 2mplovment :in rural Tambia
with 703 (apprcximately) of the servics enterorises ar-
emplovment occurrina in the third, rural areas strata. The
POlnt to note is the pPcsition of trade Znterpriszes and
emplcyment in the small towns and rural townships.
Excluding vending and beverages, trade is the major
enterprise and employer (253 and 30% respectively fur the
towns and townships combined). Indeed, ir only beverages
are excluded the small towns and rural townships become
distinct service and trade centers with manufacturing a
secondary activity (only 28% and 34% of enterprises arve

manufacturing enterprises) .,

The predominance of -he rural area strata, noted above,
affects the estimates for all groups of enterprisec,
Excluding beverages and vending, 89% of ENterprises and 274
of employment are 1r the rural areas. Furthermore, +=ne
rural areas strata have 3 greater proportion of 2NTerprises
involved in manutacturing than the sma]l towns and townships
texcluding beveraaes, 74% of ruiral area oenterprises are
manufacturing). The predeminance of rural areas is Juo to
the sample size bhur as stated earlier rhe continuity of
Survey results, the similar rrends betweon straty n.,
Oobservation during tne SUrvey nave estantishoeo Fhee SUrVey ae
? basis for estimat.on at national Jevel. Tn rura] Tamhbac

there are over 5,500 rural standar sSnureration creoas owitl



<0 average of 100 households in each area. This surve, ncw
estimates tha+ (2xcluding beverages and vending) there is ap
vhterprise in every 21Ghth househola and *ne masor:ty LT
Ars manuracririig uternrises.  The scale and type or
enterprises in rural areas, compared to the small fowns and
rural households, has implications for planning and
assistance and these will be discussod later.

The estimatas for MADLIACTUring enterprisaos “excluding
pev2rages) shows that there are apcroximately 88,500
menufacturing enterprises in rural “ambiz employing 150,0G0
persons but the majoritv (90%) are situated and emploved in
rural areas. The primary industria] group of enterprises
are forest-based (furniture, crafts, charcoal) and secondary
enterprises include garments and foods (bakeries, food
processing). In small towns and townships the forest based
enterprises come third in importance after garment (1) and
food (2) enterprises. The estimates indicate that the rural
areas employ 135,000 persons in manufacturing (excluding
beverages) as opposed to only 14,650 in the combined
manufacturing enterprises of small towns and rural
townships. As stated eurlier, the small towns and townships

are more trade/services orientated than manufacturing.

The estimates ror “he small towns and townships (based
on large samples of 59% and 479 respectively) are Loth
relartively and absolutely small for both manufacturing
employment and enterprises. For example, throughout the
small rtowns and rural townships in rural Zambia *he
estimated total for all metals, leather, repair and ceramic
(irncluding bricks) manufacturing enterprises is 1,315 witl
2,522 persons emplcyed. These *owns and townships rance

y

from provincial towns Rasama, Sfolwezil o ro townshins in e


http:ter:;r.qs

-8nter of rurz! areas ‘Kabompo) and ‘rom tine cof rail towns
(Mornze! to off-rai (Petauke, Isoka). The four
manufacturing SNLerprises alvern ahove all represent
botential income ancg “mplovment generarvior indus-ries, anc

metals and leather Nave been idenrtifieg by SIDO as

=

arget

cr

industries. (Pricr *o :he SUrvey 1t was anticipatoed that
“he rural toewnshins would nave A Gr2darter concenrraticn orf

\

]

i)

CNTerprises and cercajin - rere manufacrturing snTarpri

rr,

The mair manu ACTUring enterprises in the smal) towns
and townships are garment, forest-based and food
manufacturing and Account for 83% and 82% of manufacturing
enterprises and employment respectively. Garment
enterprises. are the most numerous (2,605) but food

enterprises employ the most bersons (4,619).

Table 3.3 also shows the percentage of femagle ownership
of the groups of enterprises; 63% of manufacturing
enterprises are female-owned as opposed to 22% of service
enterprises. Within the manufacturing @nterprises,
gdarments, food, beverages and ceramics are all predominantly
female-~owned: with the exception of ceramics thesge

enterprise aroups are traditionally women operatod.

Approximately 732 of 2NLErorises are one man/woman

operations and the remainder are 2-g Persons. The latter
group are principally composead of servioe 2nterprises.  The
enterprises are nearly all run throughout the year, she

average operarional time is Letween 10-11 months a year.

For A6y oF manutracturirg “Nterprises the income from ‘he
enterprises was only a mirncr source of household income. of

1* regarded the income as m>jor

[V w]

the remain:ina Pnterprises,
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and 3% the same, fonversely, In service enterprises

fexcluding vending) for 593 of 2nterprises the inccme was a

o]

major source cf family income compared to 352% fer whom it

was a mincr source.

3.2.3. Conclusions on Survey Results

e,

The estimat ¢r rural Tambia, based on the sLivey

3

)

o]
ar indIcation of rhe tyce, exterct, and

>_,
4]

results,'give a c
employment cof small enterprises in “hree distinct prpulation
groups. This is rthe first time such irformation nas been
available in 7Zambia and it can aave an immediate impact cn
both planning and research. There are several conclusions
to be drawn from the survey results and estimates with
implications fc¢r AID/Zambia. The main conclusions of the

survey are presented in the report of survey resultes.

It was anticipated before the survey that the rural
townships may have the highest concentration of small
enterprises, and consequently the rural areas wouid have
relatively few enterprises. llowever, on the basis of the
survey results it is estimated that throughout rural Zambia
the dispersal of enterpriszes is approximately 1 in every 7
households, (enterworises 2xcludiro beverages anc vending)
and this dispersal 1s evenly distribucted among “he three
distinct population groups (Ratics of 1:8, 1:9, 1:8 for
small towns, rural townships and standard enumperation

areas, respectively).

With the even distribution of entrerprises amnng
households, the rural areas (where topulation i
approximately 3 million) are reprisented By the majority of

enterprises. (Mence the, nstimat. of 90,900 enternprises
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CHAPTER FOUR

OPTIONS FOR FUTURE ASSISTANCE BY AID/ZAMBIA

4.1. Introduction

This chapter concludes the discussion on the current
position of the rural small enterprise sector in Zambia..
The discussion has coverad three main topics and has
specifically focussed on changes that have occurrec ouer:. th&-
last 18 months on these topics, the tOplCS belng'the"
1. GRZ policies affecting rural small enterpuises
2. institutions involved; and
3. current level of data and mebrmatlnn‘canﬂﬂklﬁﬁ
the scale and dynamlcs of rural smaﬂI
enterprises.
The objectives of reviewing these three topics has: peem:to
bresent to AID/Zambia the salient, current situatiom:that;:
determines the state of development of the sector- Lm:nmﬂﬁfﬂﬁﬂ

o m'm;;g
that AID/Zambia can best determine its future strategl ¥o.d)

Based on this review, this concluding chapter‘anal?ﬂ&!%
the various options that AID/7ambia may conszdeﬁ.as futuie;

Strategies, ard makes recommendations.

4.2. Policy Dialogue on Rural Small Zcale Enterprises:

A policy dialogue ilnitiative by AID/Zambia has two -
immediate positive aspects. Firstly, policy dialogue is am
established part of AID/Zambia strategy in promoting

development in Zambia and seconaly, experience has shown
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expenditures complemented by a commitment by Governmer tco
ensure sufficiant fyunds for regional marketinc institutions

to purchase produce Srom farmers.

4.3 Proiject Interventions

There are continued project requests for assistance Yo
rural small enterprises being directed at aid donors inp
Zambia at the moment. The PrQuests orange from ;o e
thousand kwacha for g specific proiect to several m:jlion
from institutions such as SiC0 whe are Erying - esrarplish
entire assistance programs. Specific projects include
funding of private industrial estates where individuals wish
to establish areas of 'common facilities' for smali
enterprises and cannot raise the necessary funds from
commercial sources. Existing estates are already
successfully operating and are having to turn away
prospective clients due to lack of capacity. SILO requires
funds to Carry out its basic functions and is the
Government's principle institutional initiative in the small
enterprise sector. However, unless the policy and
institutional framework are correct, unless al] aspects, of
the project have been analysed and understood and unless the
donor has some experience in the sec*or the project may bc a
failure at worst or only have minimal {rarely cost

effective) impact at hest.

USAID has rural Enterprise prejects in three reighheriro
countries, Kenya, Botswana and Malawi and al] projects haw..
been conceived and established in conditions currentiv ot
present, or sufficient, in Zambia, In all countries, for
example, the Government has a clear policy to assist small]

enterprises e.g., the Botswana Fifth National Pevelopment
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develops the da~a basge Will primarily be o g tu CP7
plarners and T2searchers and continues to fuivtili ene
objective set out in the CDSS FY 1485 jfor SAMDIG O aszist
the GRZ *to understand bettar how rthe sector WCIrKs. The
research that provides information on charzcterist.cs of
enterprises will also be of use to the GRI bur will alsc
provide AID/Zambia with tome cf the necessary background

information needed to design a project intervention.
4.4.1. Data-base Research

AID/Zambia should consider supporting the following
studies in order to further develop the data-base for rural
small enterprises established by the RDSB Small Enterprise

Survey:

-= The C.S.0. household budget survey (as described in
Section 3.3). Estimated cost K300,000, excluding
transport, ($140,000)

=- The C.S.0. labour survey (as described in Section J.3).
Estimated cost, 1987 prices, K650,000), excluding
transport, ($300,000).

== A survey to be carried out by tne RDSB to study in
greater detail the metal and ceramics enterprises in the
rural areas as established in the RDSB Survey.
Estimated cost, K100,000 ($45,000).

4.4.2. Background Studies
AID/Zambia should consider suppo: tinu the studics re

provide background informaticn nof only te¢ the GRZ Lut as a

basis fecr future projects. These studies e lode
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pPlanners. The background information will also prov.de
necessary infiormation for AlID/Zambia tc beqin preliminarsy
d

formulation of project interventions, ir the policy ar
institutional environment 1S supportive.  The Tezearch would

iook at specific SRLLrprices 1n rural areas ST Zambia,
household budgets and the labor force and the studies would
look at the constraints of raw materials supply,
availability of tools and credit. The studies would cXamine
the natqre and extent of the constraints and how *o

alleviate/remove the constraints.

This 'portfolio' of recommendaticns sheuld allow
~iD/Zambia to develop a realistic and appropriate Strategy
towards the development of rural small enterprises in Zombia

over the next 5 years.
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DRALLT AMENDMENTS TC THE SMALL

INDUSTRIES DEVELOPHENT ACT HO. 18 GF 1981 L/

PROPOSED AMENDMENT TO SECTION DEFINITION)

Small scale =nterprise’ 1s an enterprise ip respect
¢ [

of which SIDpC is satisfied that it

(a) is meeting or has the potential to meet
development priorities as establisned from time
to time in the National Develdpment Plan;

(b) uses local raw materials as far as practicable;

(c) uses labour intensive brocesses as {ar as it
practicable; and

(d) has capital assets not excreding three hundred
and [ifty thousand Kwacha vxcludina land ing
buildings, or such other amount as may he set

by the Minister from time to time.

T — - — - —— —— —

if and when USAID/Zambia consider formally putting
this draft amendment to the GRZ as a topic for policy
dialogue the permission of the suthcrs of *“hese
proposals shall be obtained. They are Dr. John
Mulwila (School of Law, UNZA), Jonathan Kokowe (Smal!
Industries Development Organization), Kaye Turnar
(School of Law, UNZA), Norman Shachile (for Opa
Kapijimpanga, Small-Scale Enterprises Promotion Lid.)
and Beate Forster (Institute for African 3tudij«s,

UNZA).



PROPOSED AMENDMENT TOOSECTION L& (REGISTRATION
PROCZDURES AND CRITERIA,

S.18

(2)

(4)

An enterp-ise shall be Yeglsterad as g
small scale enterprise if it ig apnroved
In writing by SIDO as a small scale

eriterprise.

Applicat:icen for reglstration under ¢
Par< may be made “o SIDO anG shell ke ip

the prescribed fornm.

In assessing applications for
registration, SIDO shall have regard for.

the following Criteria:

(a) that the enterprise in question
satisfies the definition of a
smail scale enterprise as set out
In Section 2 or this Act;

(b) that the 2nterprise in question,
or the proposed enterprise, :is
economically viable;

(c) that the entrepreneur/s involved
in the enterprise or the proposa
enterprise ig¢,/are appropriate
persen(s) to be engaged 1r -he

type of busircss concerned:;

SIDO shall give :in wWrlting reascrs fo:
ite decision in the rvent ol & AdecLsien
to refusce to regicrer an enberinise as oo

small scale enterm ise.
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to the Minister ip the flanner prescibed,
and the decision ¢t “he Minissor zhall

be Ffipat,
2. PROPOSED AMENDMENT TO SECTICN 19 (INCENTIVES)

S. 19 (1) Any smal!l scale ENT2LErise registerad
under the provisions of mhis Part nay
apply in the prescriled manner or any

of the following incencives:

(a) preferential treatment with
respect to Government andg
pbarastatal purchasing;

(b) preferential treatment with
respect to the granting and
processing of import licenses;

(c) rebate on excise and Customs duty
and relief from sales tax on
capital equipment and locally
produced intermediate gocds ;

(d) favorable adjustment to exrort
tariff rates for small scale
enterprises which are alsc
€Xporting enterprises;

(e) in order tc 2Nncourage
reinvestment in rthe enterprise,
enhanced capital and investrent
allowances after the tax hecliday

period is ended, as follews:



(1)
1

{1) carizal a2llowoiies

\

- industrial DUuiliirg s wear anc

{9

tear ac 20% on wri “2n rlcowr

1

value 2a¢h vear:
- plant, machinory and CQuULDment
Year und rear at 0% an Writton

down value 2ach vear:;

(11) investment allowances

- industria] buildings: 30% ¢n
COst In the rirst two vears
of ownership;

~ plant, machinery and equipmernt ;
50% on ccst in the first twe

years of ownership

PROPOSED NEW SECTION (LICENSING COMMITTEE)

A Committee shall be established for the purpose of
assessing applications for licences by small scale
enterprises registered with SIDO, composed of
representatives from the following institutions:

= Small Industries Development Organizaticn fchair)
- The Ministry of Commerce and Industry

- Small Scale Enterprises Promorion Lim:ted

- The Division of Frovincial and local Governnent

- The Bark orf Zambies

- The Inspectorare arf Focrmorize, anag

= The Inspectorate of Pubji:c Healrn
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APPENDIX Il: ENTERPRISE GRCUPINGZ

Garments 5. Foods 11.
Tailoring Rakery
dressmaking Meat processing
Knitting Milk processing
Crotcheting Condinents
Other Garment Grain mil]

Confectionery
Forest—Baseg Other foods

12.

lcging 6. Beverages
Motor sawmnilling
Pirtsawing Traditional beer bresing
Carpentry Tea
Furniture
Upholstery 7. Leather
Carving
Basket/mat making Shoemakina 13.
Charcecal Leather
Bamboo-cane Other
Twine/rope
Other forest-hased 8. Ceramics
Metals Pottery

Bricks
Coppersmith Blocks
Tinsmith Stone Carving
Blacksmith Other
Welding
Other metals 9. Other Manuracturing
Repairs Chemicals

Photo studio
Auto Printing
Tyre OCther
Bicycle
Electronic 10.Catering
JewelleryWatch T
Other repairs Restaurants

Bars/Taverns

Hotels

Trade

wWholesale
Grocory
Hardware
Forest-Products
Garment s

Other

Other Servi o es

Dry clearirqg
Halr ‘ressirg
Construction
Plumbing
Others

Verding



